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Do  Not  Take 
From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit 
erature,  art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915.  Section  623 
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Ah/1/1,  the  great  indoors.  The  cavernous  leather- trimmed  interior.  The  Acura/Bose  Music  System  with  in-dash  6-disc  CI)  changer.  The  center  console 
that  easily  becomes  a  tray  table.  And  the  split  third-row  seats  that  actually  fold  down  flat  to  Jit  just  about  anythingyou  need  for  the  great  outdoors. 


tluil  happens  to  have,  an  environmental  conscience. 


Variable  Torque  Management™  (VTM-4)  electronic  The  available  Acura  DVD-based  Satellite-Linked 
4-wheel- drive  system.  Grips  the  road.  Or  the  off-  road.       Navigation  System.  ScekaruJyou  sluill  easily  find. 


It's  not  every  SUV  that  can  boast  both  240  horsepower  and  an  Ultra-Low-Emission  Vehicle  (ULEV)  rating  in  all  50  states. 
But  then  again,  it's  not  every  SUV  that  has  an  all-new  3.5-liter  VTEC™  V-6  engine.  And  speaking  of  innovations,  a  unique 
VTM-4  electronic  4-wheel-drive  system  automatically  switches  between  2-wheel  and  all-wheel  drive  by  modulating  torque  to  all 
four  wheels,  anticipating  wheelslip  before  it  happens.  And  since  you  could  find  yourself  almost  anywhere,  the  available  advanced 
Acura  Satellite- Linked  Navigation  System:"  will  help  keep  you  on  course,  thanks  to  voice  prompts  and  visual  guides.  With 
room  for  up  to  seven  people  or  82  cubic  feet  of  cargo  space,  a  5-speed  automatic  transmission  and  independent  front 
and  rear  climate  control,  we've  taken  the  MDXjust  about  as  far  as  it  can  go.  The  rest  is  up  to  you.  (DACURA 


Taking  the  SUV  to  a  place  it's  never  been  before.  Not  unlike  life,  the  more  you  p 

an  SUV,  the  more  you  get  out  of  it.  Which  is  exactly  why  we  gave  the  MDX  more  power,  more  comfort,  more  space,  more  flex 
and  more  on-road  and  off-road  performance  than  just  about  any  luxury  SUV  in  its  class.  Whether  you're  exploring  the  Grand 


r  someplace  slightly  less  grand,  you'll  enjoy  the  leather- appointed  interior,  room  for  up  to  seven  and  available  Acura/Bose"  Music 
ystem  with  in-dash  6-disc  CD  changer.  And  when  the  road  less  traveled  takes  a  rocky  turn,  you  'll  be  ready  with  our  revolutionary 
TM-41U  electronic  4-wheel-drive  system.  The  24 0- horsepower  Acura  MDX.  What  more  can  we  say?  ®ACURA 
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"Trading 
should 
take  place 
where  the 
customer 
gets  the 
best  price." 
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274  NYSE  Guy  Finishes  First 

Electronic  trading  threatens  to  wipe  bare  the 
floor  of  the  New  York  Stock  Exchange.  But 
Chairman  Dick  Grasso  is  gambling  on  a  mix 
of  technology  and  traders  to  save  it — and  to 
keep  the  stock  market  safe  for  investors. 
By  Neil  Weinberg  with  Daniel  Kruger 

68   Sun  Screen 

Sun  Microsystems'  servers  have  been  crashing 
for  more  than  a  year.  Sun  has  kept  the  flaw 
secret — and  hasn't  yet  fixed  it. 
By  Daniel  Lyons 

282  The  Harder  Side  of  Sears 

America's  number  two  retailer  has  a  new  chief 
executive  confronting  an  old  problem— what  to 
do  with  its  limp  apparel  business.  How  about 
selling  it  off— and  sticking  tp  appliances,  car 
batteries  and  power  tools? 
ByMarkTatge 
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A  University  of  Bones  If  you  think  you've  learned  all  there  is 
to  know  about  bonefishing,  it's  time  you  went  to  school  in 
the  Seychelles  Oh,  Canada!  Why  are  Canadians  always  apol- 
ogizing? They  have  every  reason  to  boast  about  the  best 
Rockies  skiing  Powder  Tools  An  indispensable  selection  for 
the  slopes  Walking  the  Western  Front  After  82  years  the  bru- 
tal battlegrounds  of  Belgium  and  France  are  possessed  of  an 
extraordinary  serenity  Gold  Stars  In  hopes  that  Saint  Nich- 
olas soon  will  be  here  Your  Coat,  Sir  Discovering  the  outer 
you  this  winter  100  Things  Worth  Every  Penny  Our  wish  list 
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EARLY  EXPLORERS 


HAD  YEARS  TO  SEARCH 


FOR  NEW  WORLDS. 


WHAT  IF  YOU  ONLY  HAVE 


TWO  DAYS? 


Time.  For  many  of  us  the  goal  is  si 
Make  the  most  of  it.  So  how  nice  to  find  a 
that  understands  how  precious  our  few 
days  really  are.  A  hotel  like  Hyatt. 

Whether  it's  the  soaring  architecture 
brings  a  lobby  to  life,  or  that  brief  encc 
with  local  culture,  Hyatt's  made  the  ro| 
discovery  a  quick  study.  And  even  though  I 
more  time  will  always  be  welcomed,  not 
enough  will  no  longer  be  an  excuse. 

For  reservations,  call  Hyatt  or 
travel  planner. 


count    m   service  with   a  smile  — even   on   t h < 
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communications   keep  you   connected   quickly  and   easily,   anytime,  anywhere. 


yourself  succeeding. 


September  14,2000 
9:20  AM 


Mary  Rowan 

Fidelity  Investments 

Brokerage 

Representative 


Fidelity  Rep:  So,  why  do  you  want  to  take  money  out  of  your  account? 

Investor:  Well,  actually...  I'm  ready  to  trade  online. 

Fidelity  Rep:  Great.  We  can  do  that. 

Investor:  Wait  a  minute.  Fidelity?  Trading  stocks? 

Fidelity  Rep:        Yeah,  we  call  it  Powerstreetf"  Just  click  on  Fidelity.com 

and  you're  there. 

Investor:  But  Fidelity?  That's  managing  mutual  funds. 

I  had  no  idea  I  could  trade. 

Fidelity  Rep:        Sure — trade,  manage,  research — you  name  it. 

All  with  the  service  ranked  highest  in  investor 
satisfaction  with  online  trading  services  by 
J.D.  Power  and  Associates. 

Investor:  Sounds  like  what  I've  been  looking  for. 

Fidelity  Rep:        Oh  and  Mr.  Roberts... 

Investor:  Yeah? 

Fidelity  Rep:        When  you're  ready  to  try  wireless  trading... 
you  just  let  us  know. 


Fidelity 


Investments" 


1-800  FIDELITY  Fidelity.com 


System  availability  and  response  time  may  be  subject  to  market  conditions. 

Investment  results  may  vary.  Independent  rese.-rch  services  are  available  to  Fidelity  customers.  J.D.  Power  and  Associates  2000 
Online  Trading  Customer  Satisfaction  Study.  Study  based  on  responses  from  2,709  investors  who  utilized  an  online  service  within  the 
past  6  months,  www.jdpower.com.  J.D.  Po-  er  and  Associates  is  an  independent  company  and  is  not  affiliated  with  Fidelity.  Fidelity 
Brokerage  Services,  Member  NYSE,  SIPC.  1 14252 
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Newsbits 

Sad  Metamorphosis 


Robert  Earl  can  now  shrug  off  the  bad 
memory  of  his  business  dealings  with 
Joseph  Cellura  five  years  ago.  Earl,  then  a 
partner  at  the  advertising  firm  of  Watson, 
Earl  &  Partners,  was  hired  by  Cellura,  then 
chief  executive  of  Divot  Golf,  to  create  a 
campaign  for  a  golf  ball  Divot  was  trying 
to  market.  But  Earl  says  that  Cellura  never 
paid  him  $10,000  owed  for  the  work.  "It 
was  a  snow  job,"  says  Earl.  Divot  also  de- 
faulted on  loans,  was  frequently  unable  to 
make  payroll  and  had  a  nasty  habit  of 
leaving  major  projects  unfinished. 

Then,  in  a  transformation  unthinkable 
before  dot-com  craziness,  this  spring 
Divot  and  Cellura  reinvented  themselves 
as  OrbitTravel.com,  a  business-to-business  e-commerce  "travel  network." 

As  far  as  we  can  tell,  Orbit  doesn't  have  a  listed  phone  number.  In  the 
first  six  months  of  this  year  Orbit  lost  $17.8  million  on  $380,000  in  sales.  Its 
stock,  which  trades  over-the-counter  as  OBTV,  is  worth  4  cents  a  share — 
down  from  a  high  of  nearly  $  1 .30  earlier  this  year.  — Lisa  DiCarlo 

Full  story  available  at  www.forbes.com/extra/orbit. 


A  bad  trip?  Orbit's  travel  site. 


Dolphin  Tricks 


Why  not  model  a  computer  search  engine  on  a 
dolphin's  brain?  That's  exactly  what  Ventura, 
Calif. -based  DolphinSearch  claims  to  have  done. 
Cribbing  from  research  by  University  of  Hawaii 
psychologist  Herbert  Roitblat  (now  Dolphin- 
Search's  chief  scientist),  the  15-person  upstart  is 
exploring  similarities  between  how  humans 
identify  relevant  information  and  how  dolphins 
use  sonar  to  recognize  different  types  of  fish. 

Impossible  to  tell  if  it  works  because  the  com- 
pany won't  talk  about  its  beta  test.  But  Dolphin- 
Search  is  burning  $230,000  in  cash  a  month  out 
of  total  funding  of  $2  million.  — Matthew  Herper 
Full  Story  at  www.forbes.com/extra/dolphinstory. 


Can  dolphin  logic  be 
adapted  for  neural 
network  software? 


New@forbes.com 

Mutual  Fund  Center  Redesigned  and 
updated,  with  additional  data 
and  an  expanded  list  of  funds 
ranked  with  FORBES'  exclusive 
ratings  for  up  and  down  mar- 
ket performance. 

Expanded  Daily  News  We've  doubled 
the  number  of  our  online  news 
departments,  with  added 
coverage  in  Future  Technology, 
Global  Business,  Markets,  New 
Media,  Personal  Technology 
and  Venture  Capital. 


Departments 

GLOBAL:  India's  $5  billion  (exports) 
software  industry  has  boomed 
largely  without  bureaucratic  in- 
terference. With  new  tech  minis- 
ter Pramod  Mahajan,  a  member 
of  the  ruling  Bharatiya  Janata 
party,  the  hands-off  policy 
might  end. 

MANAGEMENT  &  TRENDS:  A  subway 
series  could  add  $234  million  to 
New  York  City's  economy  and 
generate  about  $15  million  in 
taxes,  said  New  York  City  officials. 
Economists  say  these  claims  were 
wildly  overstated. 

LIFESTYLE:  When  Ford  acquired 
Aston  Martin  in  1992,  many  Eng- 
lishmen thought  the  marque 
wouldn't  survive.  Wrong.  Aston 
Martin  announced  it  will  begin 
making  the  V-12  Vanquish,  a 
s  u  p  e  r  c  a  r 
that  can  hit 
60mph  in 
less  than  4.5 
seconds. 
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in  e-business 


SURVIVAL  MEANS  ATTRACTING  ATTENTION  TO  WHAT'S  CRITICAL. 


[o  compete  at  Internet  speed,  sales  and  reseller  organizations 
teed  immediate  access  to  time-sensitive,  crucial  information. 
JackWeb*  automatically  delivers  it —  whether  it's  a  sales 
>resentation,  price  list,  or  executive  video.  BackWeb's 
>atented  Polite™  Push  technology  lets  users  seamlessly  download 
arge  files —  if  a  dial-up  connection  drops,  downloai  ling  continues 


immediately  upon  reconnection.  A  BackWeb  Flash  alert  then 
animates  on  users'  screens,  meaning  a  faster  response  to 
critical  information.  And  more  time  for  closing  sales.  For  a 
white  paper  on  how  BackWeb's  e-Accelerator  can  bolster 
your  sales  force  automation,  call  1-800-863-0100  or  visit 

www.backweb.com/accelerate2.html 


What  Pushes  e-business 


Among  the  many  companies  using  BackWeb:  Cisco,  Ericsson,  Robertson  Stephens,  Siemens,  ICG  Communications 
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Stock  quotes, 
Old-Economy  style. 


ExeCUtiOII  That's  what 
matters  when  you  sell  500 
shares  of  Honeywell,  not 
whether  you  pay  a  commis- 
sion of  $8  or  $30.  So  where  do 
you  stand  the  best  chance  of 
getting  an  eighth  of  a  point 
more?  In  the  cover  story  on 
page  274,  Neil  Weinberg  ex- 
plores the  battle  between  the 
venerable  Big  Board  and  its 
modern  rivals  for  order  flow. 
In  a  related  story  on  page  360 
in  our  personal  finance  sec- 
tion, Josephine  Lee  looks  at  how  decimalization  will  affec 
your  trading  strategies. 

So  who  gives  you  the  best  execution — full-service  bro 
kers,  discounters  or  online  trading  firms?  I'd  like  to  hea 
from  readers  who  have  had  good  experiences  or  bad  witl 
their  brokers.  Send  comments  to  editor@forbes.com. 

Forbes  .COITI  The  editors  of  our  sister  publication  havl 
impressively  redesigned  the  site  for  faster  navigation  and 
friendlier  access  to  a  trove  of  information  that  reaches  far  bel 
yond  what's  in  the  printed  FORBES.  You  can  go  there  to  getj 
for  example,  more  earnings  forecasts  than  we  squeezed  intil 
pages  362-70;  a  searchable,  sortable  list  of  our  Best  200  Small 
Companies;  or,  under  "Columnists,"  a  follow-on  discussioil 
to  our  Oct.  16  cover  story,  with  comments  from  you,  aboul 
which  companies  do,  and  which  do  not,  waste  their  cusJ 
tomers'  time.  Coming  to  the  digital  Forbes  on  Nov.  8:  post] 
election  commentary  from  Steve  Forbes. 

Saving  Sears  Mark  Tatge  of  our  Midwest  Bureau  pro  I 
poses  a  radical  restructuring  of  the  chain  where  Americ. 
shops  (or  used  to  shop).  Throw  out  the  apparel,  he  urges,  ancl 
devote  the  shelf  space  to  appliances  and  tools. 

Shortly  after  putting  the  story  to  bed  I  walked  into  I 
Sears,  Roebuck  and  told  a  salesclerk  I  was  aching  to  spencl 
$260  on  the  Craftsman  24-volt  drill.  Sorry,  out  of  stockl 
Okay,  I  said:  I'll  buy  it  right  now  if  you  can  ship  it.  Afte 
struggling  with  his  computer  for  a  few  minutes  the  clerll 
concluded  he  couldn't  make  that  happen.  Well  then,  can  yoil 
get  the  computer  to  tell  me  if  either  of  two  nearby  stores  ha 
the  drill  in  stock?  Nope.  If  retailing  is  in  the  details,  Sears! 
new  boss,  Alan  Lacy,  has  a  big  challenge  on  his  hands.  Reacj 
the  story  on  page  282. 
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Now  there's  a  process  that  puts  dealers  under  the  microscope  so  you  don't  have  to.  Five  Star.  With  audits  and  customer 
satisfaction  scores  determining  initial  certification  as  well  as  annual  recertification,  it  basically  redefines  the  way 
cars  and  trucks  are  sold  and  serviced.  With  exacting  standards  that  scrutinize  what  each  retailer  does  and  how  they 
can  do  it  better,  only  our  very  best  make  the  grade.  Take  a  closer  look  at  a  Five  Star  Certified  Chrysler,  Plymouth,  Jeeps 
or  Dodge  retailer.  For  the  one  nearest  rou,  call  1-800-677-5-STAR  or  visit  us  on  the  Web  at  www.fivestar.com.  We're  sure 
you'll  really  like  what  you  see-but  Dnlj  where  you  see  the  Five  Star  sign.   Five  Star,  it's  Better.  We'll  Prove  It? 
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essor  that  can  now  run  it  faster. 


Whatever  applications  you  choose,  run.  them  on  a  PC  based  on  the  new,  faster,  1.2  GHz  AMD  Athlon™  processor. 


The  AMD  Athlon  was  the  first  processor  to  break  the  gigahertz  barrier.  And  with  performance-enhancing  cache  memory  and 
even  faster  speeds,  they're  better  than  ever.  No  wonder  4  of  the  world's  top  5  computer  manufacturers  rely  on  AMD  Athlon 


processors.  To  see  how  you  can  increa$€F 
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ctivity  and  run  applications  faster,  head  straight  for  www.amd.com/faster. 
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Starch  in  Our  Shorts 

FORBES  need  not  demand  ".bring  on 
the  itchy  underwear."  ("Your  Tax  Dol- 
lars At  Work,"  Oct.  16,  p.  82).  You  al- 
ready have  too  much  starch  in  your 
shorts.  FORBES  writes  cynically  that  the 
philosophy  behind  campaign  financing 
is  "money  given  to  politicians  by  pri- 
vate individuals  bespeaks  corruption, 
but  government  funding  is  'reform.'" 
Then  you  call  the  Federal  Election 
Campaign  Act  a  "crazy  law." 

Our  government  isn't  some  for- 
eign entity.  It's  not  like  aliens  (from 
outer  space,  that  is)  took  over  Con- 
gress or  something.  The  government 
is  supposed  to  be  us!  And  if  it's  not,  if 
it's — oh,  say,  a  bunch  of  rich  white 
males  financed  by  corporate  interests 
— then  we  should  get  involved  and 
make  sure  that  our  government  is 
what  it  should  be:  "of  the  people,  by 
the  people  and  for  the  people." 

PAUL  MASSARI 

Development  Associate  for  Research 
Harvard  University 
Cambridge,  Mass. 

Rethinking  Japan 

Your  bleak  article  on  Japan  was  over- 
due. ("Japan's  Dirty  Secret,"  Oct.  30, 
p.  66)  For  virtually  anyone  who  has 
lived  in  Japan,  none  of  these  revela- 
tions— the  brutality,  the  cynicism,  the 
pathetic  impotence  of  good  people 
who  wish  to  change  the  system — 
comes  as  the  slightest  surprise.  When  I 
went  to  Japan  in  1990, 1  had  studied  its 
"system"  at  Harvard  and  worked  to 
promote  managed  trade  in  Washing- 
ton DC.  during  the  "competitiveness" 
debates  of  the  1980s.  I  arrived  eager  to 
learn  and  was  shocked  to  discover  that 
the  Japan  of  Ezra  Vogel,  James  Abeg- 
glen  and  scores  of  others  simply  did 
not  exist.  At  last,  the  record  is  getting 
set  straight:  The  Japan  of  that  day  was 
a  fantasy  in  our  minds  as  persistent  as 
an)'  Marxist  variety. 

ROBERT  i.  CRAWFORD 
ting  Professor 
)f  Bologna 
gna,  Italy 


TYCO:  NOBODY  BUYS  AND  BUILDS  LIKE  OCNNIS  KOZLOWSKI 
T.  BOONE S  LATEST  RAID  . 


Winners?  Not  to  Me 

I  enjoyed  "Hurry  Up  and 
Wait"  (Oct.  16,  p.  158)  and 
found  it  on  target  with  the  ex- 
ception of  two  of  the  winner  se- 
lections. The  first  was  selecting 
United  Parcel  Service  as  a  com- 
pany that  values  a  customer's 
time.  My  experience  with  UPS 
and  its  overnight  service  makes 
me  think  that  nobody  in  that 
organization  owns  a  watch. 

The  other  winner  I  question 
is  Enterprise  Rent-A-Car.  Sure, 
they  will  pick  you  up  at  home, 
but  the  paperwork  when  you 
arrive  at  the  counter  is  absurd. 

COLIN  TUTTLE 
Edmond,  Okla. 


Textbook  Talk 

"The  Great  American  Textbook  Scan- 
dal," (Oct.  30,  p.  178)  identified  a  very 
serious  problem.  It  isn't  just  in  science 
that  textbooks  are  loaded  with  errors. 
In  1998  I  was  one  of  three  authors  to 
analyze  economics  textbooks  used  in 
public  high  schools  in  Michigan.  We 
found  most  of  the  books  committed 
numerous  sins  of  omission  and  com- 
mission, passed  along  bits  of  socialist 
theory  as  economic  truth  and  were 
generally  slanted  to  make  students  ac- 
cept the  "need"  for  comprehensive 
government  regulation  of  the  econ- 
omy, redistributive  tax-and-spend 
policies,  and  so  on. 

One  of  the  authors  responded  to 
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A  STAR  ALLIANCE  MEMBER  \£n 


GOOD  NIGHT 

MOON. 


OOD  NIGHT 


STARS.  ^ 

GOOD  NIGHT 

HUMMINGBIRDS. 

GOOD  NIGHT 

WORK. 


Red-flowering  trumpec  vines  scale  across  patio  walls.  Ginkgo  leaves  rustle  in  the  breeze. 
Night-bloomi  ri£  jasmine  wafts  through  French  doors.  Sweet  dreams.  For  reservations  call  your 
travel  agent  or  1-800-648-4097.  Or  visit  www.horelbelair.com.  I  '7h^lsadirVfHotelsoftMWorld' 


HOTEL 


LOS    A  H  O  £  I c  s 


READERS  SAY 

our  criticisms  by  saying  that  he  kne 
his  book  was  poor,  but  that  it  was  tr 
best  his  publisher  would  let  him  pre 
duce,  given  the  need  to  appeal  to  stat 
textbook  committees  such  as  those  i 
California. 

There  are  many  reasons  to  obje< 
to  our  increasingly  centralized  educe 
tion  system,  but  the  fact  that  it  leads  t 
watered-down,  error-filled  and  phile 
sophically-biased  textbooks  is  cei 
tainly  among  the  strongest. 

GEORGE  C.  LEE 
Directt 

Pope  Center  for  Higher  Education  Polk 
Raleigh,  NX 

Stats  Department 

In  "Nothing  Comes  Between  Me  an 
My  SUV,"  (Oct.  16,  p.  54)  you  statec 
"Statistics — for  example,  the  fact  tha 
SUVs  have  a  higher  propensity  to  roi 
over  than  do  station  wagons — don: 
matter."  There  are  millions  of  SUV  dri 
vers,  including  my  wife  and  me.  Per 
haps  now  we  are  entitled  to  have  th 
honest  and  specific  facts  about  th 
very  vehicle  we  find  so  useful.  What  i 
the  SUV  rollover  rate?  How  many  ca 
sualties  have  there  been?  Finally,  unde 
what  conditions  of  use  are  we  accept 
ing  an  undue  risk? 

NEIL  VAN  SICKL: 
Kalispell,  Mom 

You  can  find  SUV  stats  on  the  Web  site 
of  the  Insurance  Institute  for  Highwa 
Safety  (http://www.highwaysafety.con 
Isr_ddrlsri507_detail.htm)  and  the  Na 
tional  Highway  Transportation  Safet; 
Admin istra tio n  (h ttp://www. nhtsa.dot 
go  v/ca  r  si  rules/ ru  I  i  ngs/R  o  llo  ver/In  de; 
.html)— ED. 

Fumble 

In  "Two  Minute  Drill,"  (Sept.  18,  p 
92),  we  incorrectly  stated  that  the  Car- 
olina Panthers  football  team  had  i 
capital  call  in  1999  to  meet  bank  re- 
quirements. In  fact,  the  team  has  hac 
only  one  capital  call,  in  1995,  the  yeai 
it  started  play  in  the  NFL. 

Send  e-mail  to  readers@forbes.com 
Letters  will  be  edited.  Please  include 
address  and  phone  number. 


ca 


INTRODUCING  THE 
NEW  CONCORD  MARINER® 

A  LUXURY  SPORT  WATCH  THAT  APPROACHES 
STYLE  WITH  SUBTLE  SOPHISTICATION,  MARINER 
IS  SMOOTH  ON  THE  WRIST,  YET  RUGGEDLY 
CRAFTED  IN  BRUSHED  AND  POLISHED  STAINLESS 
STEEL  THE  TEXTURED  WHITE  OR  DEEP  BLUE  DIAL 
IS  PROTECTED  BY  A  SAPPHIRE  CRYSTAL  WITH  DATE 
MAGNIFIER.  WATER  RESISTANT  TO  30  METERS, 
THE  NEW  CONCORD  MARINER  IS  ALSO  OFFERED 
IN  STAINLESS  STEEL  AND  18K  GOLD,  FOR  BOTH 
MEN  AND  WOMEN. 


CALL  1  888  812  6626  FOR  MORE  INFORMATION. 


i 


CONCORD 

Time  is  a  luxury. 
NEIMAN  MARCUS 


IN  F  ORMER 


EDITED  BY  WILLIAM  R  BARRET! 


informer@forbes.com 


Playing  Tax  Hardball 

►  The  Internal  Revenue  Service  disallowed  $4.4  million  of 
San  Francisco  Giants  player-contract  amortization  writeoffs  from 
the  mid-1990s  claimed  by  a  partnership  that  included  three 
Forbes  400  members:  discount-brokerage  king  Charles  Schwab 
(net  worth:  $10  billion),  Gap  cofounder  Donald  Fisher  ($2.7  bil- 
lion) and  real  estate  mogul  Walter  Shorenstein  ($900  million). 
The  IRS  action  just  came  to  light  because  Schwab) — but  not 
the  partnership,  which  bought  the  team  in  1992- — asked  the 
U.S.  Tax  Court  to  overturn  the  action.  Schwab  sold  his  own  re- 
ported 8%  interest  several  years  ago.  — Janet  Novack 

How  About  Using  "Kickback-Free?" 

►The  tiny  but  influential  National  Association  of  Personal  Financial 
Advisors,  whose  690  members  loudly  eschew  working  on  com- 


mission, has  lost  its  right  to  use  the  powerful  phrase 
"fee-only"  as  a  federally  protected  service  mark. 
Several  rival  and  far  larger  financial  services 
groups — many  of  whose  members  take  brokerage 
or  insurance  commissions  but  resent  NAPFA  taunts 
about  inherent  conflicts  of  interest — successfully 
argued  to  federal  trademark  regulators  that  the 
phrase  is  "generic."  The  fee-only  group  has  pend- 
ing a  new  trademark  application  for  a  logo  sport- 
ing the  two  magic  words.      — Chandrani  Ghosh 

Black  Book,  Abridged  Version 

►  NASD  Regulation  maintains  a  nationwide  stockbro- 
ker disciplinary-record  database  that  it  uses  to  an- 
swer queries  from  the  public  about  a  specific  broker. 
But  NASDR  says  on  its  Web  site  it  is  "obliged"  to  fol- 
low state  court  orders,  which  brokers  win,  directing 
the  expunging  of  records  detailing  embarrassing 
customer  arbitration  settlements — even  though  the  NASDR  isn't 
a  named  party  and  such  final  orders  legally  bind  only  those  in 
the  case.  NASDR  officials  can  cite  no  specific  legal  authority  for 
its  meek  position,  but  call  expunging  rare.  — W.P.B. 


Merger  of  Equals? 


►  Some  skinny  on  the  pending  United  Air  Lines- US  Airways 
deal:  United  President  Rono  J.  Dutta,  49,  and  US  Air  boss  Rakesh 
Gangwal,  47,  both  grew  up  in  Calcutta,  India.  They  earned  me- 
chanical engineering  degrees  from  the  Indian  Institute  of 
Technology,  came  to  the  U.S.  to  earn  M.B.A.s  from  fancy 
schools,  then  worked  for  Booz,  Allen  &  Hamilton.  In  the  mid- 
1980s  each  joined  United,  though  Gangwal  later  moved  on 
to  US  Air.  If  the  merger  happens,  Dutta  likely  will  stay,  and 
Gangwal  gets  a  nice  going-away  gift:  $40  million  in  combined 
stock  option  proceeds  and  a  one-time  bonus.  — C.G.  \ 


In  Vegas  They  Call  This  Double  or  Nothing 


At  many  big  public  companies,  assets  in  workers'  defined  contribution  pension  plans— 40l(k), 
profit-sharing  and  the  like— are  concentrated  in  the  firm's  own  shares.  This  lack  of  diversifica- 
tion really  hurts  when  the  stock  price  swoons.  Below,  a  recent  selection  of  corporate  egg  bas- 


kets that  fell  rather  hard  to  the  ground. 


—J.N. 


COMPANY 

 PLAN  ASSETS  9/30/99  

TOTAL  (SMIL)   COMPANY  STOCK 

CHANGE  IN 
STOCK  PRICE' 

ESTIMATED  LOSS 
(SMIL) 

\  1  \ 

Verizon 

$17,040  59% 

-28% 

$2,815 

Sprint 

4,960  62 

-46 

1,415 

J.C.  Penney 

3,594  42 

996 

Textron 

1,976  81 

-40 

640 

Caterpillar 

2,700  50 

581 

PPG  Industries 

2,686  61 

557 

'One  year  through  9/30/00.  Sources:  Pensions  &  Investments;  Americ. 


Si. 
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Deutsche  Banc  Alex  Brown  identifies  the  US  investment  banking  activities  of  DR  Alex  Brown  LLC  formerly  BT  Alex  Brown  Incorporated)  and  Deutsche  Bank  Securities  Inc.,  which 
Deutsche  Bank  AG   T  Trademark  application  pending 


Deutsche  Banc  Alex. 


Fueling  the  success  of  our  clients 
makes  us  a  winning  team 

Deutsche  Bank  has  again  been  voted  the  #1  Investment  Bank  for  Capital  Raising 

EURO  MONEY  GLOBAL  FINANCING  POLL 

2000 


In  this  poll  of  treasurers  and  financial  officers  at  corporations,  financial  institutions,  state  agencies  and 
supranational  organizations,  respondents  were  asked  to  nominate  banks  providing  the  best  service  in 
capital  raising  and  liability  management. 


#1  Overall  Capital  Raising 

Capital  Raising 

Liability  Management 

■  #1  International  Equity  Offerings 

■  #2  Overall  Risk  Management 

■  #1  Euro-Straights 

■  #1  Credit  Derivatives  -  Service 

■  #1  Exotic  Options  -  Euro 

m  #1  Euro  Floating  Rate  Notes 

B  #1  FX  Spot  &  Forwards  -  Euro 

S  #1  Private  Placements  and  Structured  Notes 

B  #1  Forward  Rate  Agreements  -  Euro 

8  #1  EMTN  (Arrangers  &  Dealers) 

■  #1  Short-term  OTC  Interest  Rate  Swaps 

«  #1  ECP  (Arrangers  &  Dealers) 

(Euro  &  Yen) 

■  #1  Providing  Fair  Value  on  Instruments 

■  #1  Raising  Capital  in  Europe 

Previously  Sold 

■  #2  Using  the  Internet  to  Raise  Capital 

■  #2  Credit  Derivatives  -  Pricing  &  Ideas 

■  #2  Raising  Capital  in  the  Emerging  Markets 

■  #2  FX  Spot  &  Forwards  (USD  &  Yen) 

When  business  needs  capital,  Deutsche  Bank  comes 
through. 

Whether  it's  equities,  fixed  income  or  tools  for  managing 
risk,  clients  get  the  financing  they  need,  in  a  package  that 
grabs  investors'  attention. 

That's  why  we've  been  voted  the  #1  Investment  Bank  for 
Capital  Raising  -  for  the  second  year  in  a  row. 

We've  always  believed  that  if  we  put  our  customers  first,  we 
would  come  out  on  top  in  global  investment  banking 

Global  performance  in  raising  capital  -  another  reason  why 
Deutsche  Bank  is  leading  to  results 


GLOBAL  PERFORMANCE 

leading  to  results 
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Junk  Heap 


"MASTER  OF  THE  PLANET,"  WE  DUBBED  DWIGHT  SIPPRELLE  AND  HIS 
$8  billion  global  portfolio  at  Morgan  Stanley  Dean  Witter's  high-yield 
bond  department.  Alas  Sipprelle,  42,  is  master  no  more.  In  October  he 
quit,  fueling  speculation  that  the  investment  bank  faced  mammoth  losses 
from  declines  in  high-yield  telecommunications  company  debt.  After  Sip- 
prelle's  announcement,  Morgan  Stanley's  stock  tumbled  24%  before  the 
firm  made  the  unusual  move  of  fessing  up  to  $90  million  in  losses,  far  less 
than  the  rumor  mill  had  it.  Sipprelle,  who's  not  talking,  has  a  new  role 
with  the  firm:  outside  adviser.  — Nathan  Vardi 


EDITED  BY  SUSAN  ADAM 


Male  unbonding: 


MAY  IS,  2000 

Lending  Machines 

LUCENT  MAY  BE  THE  MOST  VISIBLE, 
but  it  is  by  no  means  the  only,  company 
to  take  a  hit  from  generous  vendor  fi- 
nancing of  its  customers.  As  we  re- 
ported, Cisco,  Nortel  Networks  and 
Qualcomm  have  all  been  competing  to 
finance  shaky  telecommunications  up- 
starts. Apparently,  Lucent  still  believes 
in  the  practice;  in  its  most  recent  quar- 
terly filing,  the  company  revealed  that  it 
had  extended  $7.7  billion  in  financing 
commitments,  an  88%  increase  from  a 
year  earlier.  Citing  our  story  in  her  re- 
cent study  on  the  practice,  Professor 
Cecilia  Wagner  Ricci  of  Montclair  State 
University  warns:  "Benefits  may  come 
at  the  risk  of  long-term  costs." 

— Seth  Lubove 

APRIL  3,  2000 


Brother  Act 


SEVEN  MONTHS  AGO  WE  TOLD  THE 
tale  of  two  streetwise  brothers  running 
separate  banks  in  the  Midwest.  We  re- 
ported that  younger  brother  Jerry 
Grundhofer,  chief  executive  of  Mil- 
waukee-based Firstar,  could  soon  come 
to  the  rescue  of  older  brother  John's 
ailing  U.S.  Bancorp,  based  in  Min- 
neapolis. Sure  enough,  in  October 
Firstar  announced  it  would  buy  U.S. 
Bancorp  for  $16  billion,  creating  the 
nation's  eighth-largest  bank.  Though 
kid  brother  Jerry  will  be  chief  execu- 
tive, the  new  bank  will  be  named  U.S. 


Bancorp  and  John  will  stay  on  as  chair- 
man until  2002.     — Bernard  Condon 

JULY  24,  2000 

Called  to  Account 

LAST  SUMMER  WE  DESCRIBED  A 
growing  accounting  abuse.  Compa- 
nies cook  up  their  own  profit  figures, 
or  "pro  forma"  numbers,  and  demand 
that  Wall  Street  use  these  manufac- 


tured results  to  arrive  at  quarterly  conl 
sensus  earnings  estimates  that  are  nol 
backed  up  by  accounting  rulesl 
Thanks  to  our  story,  the  Auditing 
Standards  Board  at  the  American  In  I 
stitute  of  Certified  Public  Accoun 
tants,  the  biggest  audit  rule-makinjl 
body,  is  asking  that  auditors  revievl 
these  numbers  for  their  accuracy  anc| 
relevance. 

— Elizabeth  MacDonala 


FLASHBACKS 


70  YEARS  AGO  IN  FORBES/ August  15,  1930 

Before  the  Crash  Already  car-conscious  to  an  extreme,  Americans  are  rapidly  becoming 
boat-conscious.  No  other  pastime  has  had  such  unprecedented  growth  as  has  pleasure  boating  in  the  las 
decade.  The  New  Jersey  Board  of  Commerce  reports  15,372  registered  in  that  state  in  1929,  an  increase  o  I 
20%  over  1928.  This  is  nearly  three  times  the  rates  of  growth  of  automobile  registration  and  is  typical  foi| 
the  nation. 

30  YEARS  AGO  IN  FORBES/November  I, 1970 

Unfallen  Arches  This  has  been  a  rotten  year 

for  fast  food.  The  $6  billion  industry  is  in  bad  odor  from  the 
sins  of  several  operators  who  were  really  in  the  fast-buck  busi- 
ness. Some  companies  have  folded,  lawsuits  abound  and 
there  are  even  hints  of  scandal.  Yet  Chicago-based  McDonald's 
Corp.  has  maintained  its  30%  annual  earnings  growth.  Mc- 
Donald's seems  to  have  done  it  mainly  by  spurning  fast-buck 

gimmicks  and  concentrating  on  its  business,  which  is  selling  modestly  priced  hamburgers  to  the  public 
McDonald's  hasn't  been  able  to  keep  up  that  30%  annual  earnings  growth.  Last  year  earnings  grew 
just  10%. 

20  YEARS  AGO  IN  FORBES/September  15, 1980 

Running  on  the  Rims  Tires  were  one  of  the  great  industries  spawned  in  America  and 
the  names  Firestc  >j  Goodyear  were  almost  as  familiar  in  Tokyo,  Rio  and  Berlin  as  in  Chicago  and  Mem- 
phis. No  more.  Fr;  >s  pressing  Goodyear  for  sales  leadership  of  the  world  and  Japan's  Bridge- 
stone  has  left  Uninv  ichind,  eating  its  dust.  It  was  a  great  business  once,  almost  like  razor  blades.  But 
it  was  the  old  si  -  s  grew  complacent,  unions  greedy.  Suddenly  American  tire  technology  no 
longer  set  stari 
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rhaps  it's  no  surprise  that  an  online  broker  is  specifically  designed  to  execute  trades.  The  real  news  is 
3t  too  many  online  brokers  still  aren't.  In  fact,  they  often  have  little  to  do  with  executing  your  trade  at  all. 
ther,  they  may  send  your  order  to  trading  desks,  market  makers  or  other  middlemen  who  execute  the  orders  the  old  way. 
tek,  however,  has  developed  proprietary  technology  that  automatically  routes  your  order  in  an  effort  to  get  you  the  best 
ailable  price  in  the  current  market.  That's  why  Datek  pledges  that  if  your  marketable  online  order  is  not  executed  within  60 
:onds,  they'll  waive  the  $9.99  commission'.  To  learn  more  about  how  Datek  is  truly  built  to  trade,  visit  www.datek.com. 


www.datek.com 


Built  to  trade 


1-877-88-datek 


ONLINE 


"Sixty-second  commitment  applies  to  online  orders  that  are  marketable  rjtK'i  9  45  AM  Eastern  Time  The  order  cannot  be  a  short-sale  and  the  market  must  not  be  crossed,  locked  or  halted  Certain  restrictions  apply  See  Website  'or  details 
All  online  trades  are  only  $9  99  up  to  5.000  shares 

High  volumes  ol  trading  and  volatility  may  result  in  executions  at  prices  significantly  away  from  the  price  quoted  or  displayed  at  order  entry 

System  response  and  access  limes  may  vary  due  to  market  cand'tic-v  v  vm  performance  and  other  factors  ©2000  Datek  Online  Member  NASD/SIPC 


ON  MY  MIND 


EDITED  BY  TIM  W.5ERGUSQH 


GOP  Pussycats 

Congressional  leadership  has  abdicated  a 
defense  of  Constitutional  restraints.  Does 
it  matter  whether  the  party  keeps  control? 


EDWARD  H.  CRANE 


PRESIDENT  OF  THE  CATO  INSTITUTE 
"The  natural  progress  of  things,"  wrote  Thomas  Jefferson,  "is 
for  government  to  gain  ground  and  for  liberty  to  yield."  A 
couple  of  hundred  years  later  they  gave  the  Nobel  Prize  for 
economics  to  James  Buchanan  for  packaging  the  same  in- 
sight into  something  called  Public  Choice  Theory.  Left  unat- 
tended, bureaucratic  incentives  will  make  government  grow 
on  its  own  volition.  Mix  in 


redistributionist  ideologues 
and  special  interests  rolling 
around  in  the  public  trough 
and,  well,  the  era  of  big  gov- 
ernment ain't  over,  after  all. 

This  "natural  progress" 
Jefferson  spoke  of  was  pretty 
well  understood  by  the 
Founders.  That's  why  they 
created  a  Constitution  that 
gave  explicitly  enumerated 
(and  therefore  limited)  pow- 
ers to  the  national  govern- 
ment while  leaving  the 
united  states  free  to  fend  for 
themselves.  Confiscatory 
taxation  and  burdensome 
regulation  would  be  limited 
by  competition  among  the 
states.  Very  cool  concept. 

Except  for  one  thing.  To 
work,  the  system  requires  at  least  one  political  party  to  take 
the  Constitution  and  limited  government  seriously.  Other- 
wise the  Constitution  is  so  much  parchment.  For  better  or 
for  worse  (for  worse,  lately)  the  Republican  party  has  been 
the  party  of  small  government.  In  theory.  There  will  always 
be  a  party  that  believes  the  coercive  mechanisms  of  the  state 
are  the  appropriate  means  for  ordering  societal  affairs.  The 
Democrats  fill  this  role  by  instinct.  But  these  days  it  appears 
the  GOP  has  grown  into  it. 

Consider:  Over  the  past  three  years  the  Republican 
trolled  Congress  has  approved  discretionary  spendir 
exceeded  Bill  Clinton's  requests  by  more  than  $30  billi 
The  party  that  in  1994  would  abolish  the  Department  ol 
ucation  now  brags  in  response  to  Clinton's  2000  State  < 


"Trent  Lott  and  Dennis  Hastert  wouldn't  recognize 
a  political  principle  if  they  tripped  over  it.  At  best 
they  are  tactitians,  and  not  very  good  ones  at  that" 


Union  Address  that  it  is  outspending  the  White  House  whei 
it  comes  to  education.  My  colleagues  Stephen  Moore  anc 
Stephen  Slivinski  found  that  the  combined  budgets  of  the  9 
major  programs  that  the  Contract  with  America  promised  tc 
eliminate  have  increased  by  13%.  Republican  congressiona 
candidates  are  frightened  to  be  associated  with  George  W 
Bush's  sensible  proposal  to  allow  Americans  to  invest  a  por 
tion  of  their  Social  Security  taxes  in  real  assets. 

What's  going  on?  Clearly,  a  large  part  of  the  problem  i 
leadership.  Following  the  GOP  victory  in  1994,  Newt  Gin 
grich  resembled  no  one  more  than  Robert  Redford  in  77^ 
Candidate.  What  do  we  do  now?  For  all  of  his  talent  in  gen 
erating  the  "revolution,"  Newt  was  never  the  conservativj 
ideologue  the  media  painted  him  to  be.  As  for  current  lead 
ership,  it's  doubtful  that  Trent  Lott  or  Dennis  Hastert  woulc 
recognize  a  political  principle  if  either  tripped  over  one 
Leaders  they  are  not.  At  best  they  are  tacticians,  and  not  ver) 

good  ones  at  that.  Last  yeai 
Lott  said  of  the  $35  billior 
budget-cap-busting  "emer- 
gency" spending  bill, 
sucks,  but  let's  pass  it  any- 
way." This  year  the  Senate 
majority  leader  found  nego-1 
tiating  with  Clinton  in  the 
budget  rounds  frustrating 
because  "only  $30  billion  ir 
a  $2  trillion  federal  budgel 
separates  Congress'  budgel 
from  the  President's."  Some 
reason  to  keep  a  Republican 
majority! 

For  his  part,  Hastert 
complains  that  the  Democi 
rats  are  "wildly"  overstating 
the  GOP  tax  cut,  which  he 
boasts  is  really  only  1 1.6%  ol 
the  total  projected  surplus  oi 
$4.6  trillion.  Inspiring. 
At  some  point  Republicans  are  going  to  have  to  find  some 
leadership  in  the  mold  of  Ronald  Reagan  and  Barry  Goldwa- 
ter  or  risk  becoming  irrelevant.  Hiding  behind  "fiscal  re- 
sponsibility"  in  times  of  deficits  has  made  them  feckless  de- 
fenders of  limited  government  in  times  of  surplus.  Obsession 
with  scandals  has  undermined  their  ability  to  articulate  the 
case  against  overweening  bureaucracy. 

Political  leadership  requires  vision,  a  commitment  to 
principle  and  a  willingness  to  engage  the  opposition  on  the 
proper  role  of  government  in  a  free  society.  Whether  the  Re- 
ins  maintain  their  majorities  or  not,  they  need  new 
hip  in  both  houses  of  Congress.  In  the  long  run  it's 
mportant  what  the  Republicans  of  the  107th  Congress 
H  do  than  whether  they  wield  the  gavels. 
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1-800-OK-CANON, 

sit  www.imagerunner.com 


Make  room. 

The  new  imageRUNNER 
is  coming. 


maqeRUNNER 
5  D  0  0 


I  Staple 
Saddle  Stitch 


Hole  Punch 


Out  with  the  < 


imageRUNNER  5000  and  all  it  has  to  offer, 
the  ability  to  seamlessly  connect  to  any  network.  To  output 


icuments  at  50  ppm  and  deliver  full-finishing  capabilities --right  from 
the  desktop.  Plus,  it's  built  on  the  highly  acclaimed  imageRUNNER 
product  platform.  So,  put  a  fresh  coat  of  paint  on  the  walls, 


something  new  is  headed  your  way  At  Canon,  we're  giving  people  the 
know-how  to  realize  the  full  power  of  the  digital  office. 


KNOW  HOW 


The  wisdom  of  experience. 
The  energy  of  youth. 
Limitless  potential. 


covisint 


Covisint,  combining  the  heritage 
of  the  automotive  industry  and  the 
promise  of  Internet  technology  to 
open  a  new  window  of  possibility. 
Covisint  is  a  global  automotive 
business-to-business  exchange 
developed  by  DaimlerChrysler, 
Ford  Motor  Company,  General  Motors, 
Nissan  and  Renault. 

Here,  connection  increases  organization. 
Collaboration  transcends  geography. 
Speed  breeds  efficiency. 
Knowledge  is  exchanged  securely. 
This  time,  everyone  gets  to  grow. 


covisint.com 
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FACT  AND  COMMENT 

By  Steve  Forbes,  editor-in-chief 
"With  all  thy  getting  get  understanding" 


COLD  PEACE  COMING? 


JOOD  CAN  COME  OUT  OF  THE  CLINTON  ADMINISTRATION'S 
Mideast  "peace"  debacle.  The  resulting  wave  of  violence  and 
he  specter  of  a  general  Mideast  war  that  the  Clinton  policy 
las  inadvertendy  produced  may  ultimately  create  conditions 
or  peaceful  coexistence  between  Israel  and  its  Arab  neigh- 
tors.  This  coexistence  will  be  of  the  Cold  War  variety,  not  the 
ilissful,  "final  settlement,"  Nobel  Peace  Prize-producing 
ihoto-op  fantasized  by  the  President.  Israel  and  its  Mideast 
leighbors  need  not  love  one  another  to  live  side  by  side  with 
ninimal  bloodshed. 

Yasir  Axafat's  decision  to  take  to  the  streets  has  forced  Is- 
ael  to  face  the  stark  reality  that,  for  the  foreseeable  future, 
nost  Arabs  there  will  not  accept  the 
jwish  state's  legitimacy  or  that  Israel 
>  indeed  a  permanent  part  of  the  re- 
ion.  Because  of  Israeli  and  American 
lower,  Arabs  may  have  to  acquiesce  in 
srael's  existence,  but  they  will  con- 
inue  to  see  Israel  as  an  alien  society 
hat  will  someday  be  expelled,  just  as 
he  crusading  Christians  were  many 
enturies  ago. 

Israel's  political  right  was  correct 
i  warning  that  the  government's  se- 
urity-endangering  concessions  and 
:s  willingness  to  redivide  Jerusalem 
wouldn't  bring  a  lasting  peace,  and 
hat  turning  a  blind  eye  to  Arafat's  oppressive  and  corrupt 
ictatorship  and  ignoring  Palestinian  textbooks  that  excori- 
te  Jews  as  the  scum  of  the  earth  wouldn't  create  conditions 
mong  Arabs  for  the  acceptance  of  the  Jewish  state's  exis- 
;nce.  The  Israeli  left,  in  turn,  was  correct  in  its  position  that 
srael's  corrosive  occupation  of  the  Gaza  Strip  and  the  West 
lank  had  to  end.  Regarding  those  territories,  many  Israelis 
aw  themselves  as  becoming  the  moral  equivalent  of  white 
outh  Africans  during  the  days  of  apartheid. 

What  now?  All  but  a  handful  of  Palestinians  live  under 
irafat's  rule.  Israel  will  let  the  Palestinians  have  the  bulk  of  the 
Vest  Bank  and  will  keep  only  those  pieces  of  land  crucial  to  its 
efense.  Arafat  won't  like  this  messy,  checkerboard  division  of 
he  real  estate,  but  so  what?  Israel  won't  ask  his  permission. 

The  Jordan  Valley,  for  instance — the  crucial  buffer  be- 
ween  Arafat's  Palestinian  Authority  and  Jordan — will  stay  in 
sraeli  hands.  Ehud  Barak  was  committing  an  utter  folly  in 
is  willingness  to  give  it  up,  thereby  endangering  Jordan's 
lashemite  monarchy.  (A  majority  of  Jordan's  population  is 


Prime  Minister  Ehud  Barak,  President  Bill 
Clinton  and  Yasir  Arafat:  From  their  disaster,  a 
sound,  realistic  peace  of  sorts  may  result. 


Palestinian,  not  the  traditional  pro-Hashemite  Bedouins. 
Older  Palestinians  still  haven't  forgotten  the  late  King  Hus- 
sein's ruthless  crackdown  on  them  in  1970.) 

Jerusalem?  Again,  Barak  must  have  been  inhaling  when 
he  agreed  to  carve  up  this  ancient  city's  sovereignty  and  let 
the  U.N.  run  the  holy  sites.  The  U.N.?  The  same  organization 
that  stood  by  in  1994  as  genocide  swept  Rwanda,  even 
though  it  had  a  peacekeeping  presence  there;  that  unneces- 
sarily made  a  bloody  hash  of  East  Timor  in  1999;  that 
showed  incompetence  and  impotence  in  Sierra  Leone  earlier 
this  year?  What  was  Barak  thinking? 

Jerusalem  will  stay  unified.  Arafat  and  his  cohorts  will  have 
no  choice  but  to  accept  that  reality. 

Why  did  Arafat  give  the  green  light 
for  those  murderous  riots?  He  cor- 
recdy  sensed  that  Israel  was  exhausted 
by  the  constant  fighting.  The  Jewish 
state  gave  the  impression  it  wanted 
peace  at  any  price.  It  was  willing  to 
give  up  the  critical  Golan  Heights, 
asking  little  in  return.  It  precipitously 
pulled  out  of  Lebanon,  leaving  its 
Lebanese  allies  in  the  bloody  lurch.  It 
was  offering  previously  unthinkable 
concessions,  such  as  the  redivision  of 
Jerusalem.  But  this  thug  overplayed 
his  hand.  His  newest  outrage  has  al- 
most single-handedly  shaken  Israel  out  of  its  torpor,  giving  it 
a  renewed  sense  of  purpose  and  determination. 

The  U.S.?  The  next  President  must  practice  diplomacy 
Teddy  Roosevelt-style.  No  more  something  for  nothing.  No 
more  money  for  Arafat's  Palestinian  Authority  until  the  rule 
of  law  is  established,  free  elections  are  held  and  budgetary 
transparency  is  a  fact  of  life.  The  Palestinian  people  have  an 
entrepreneurial  heritage  that  could  blossom  again  if  individ- 
uals who  want  to  set  up  businesses  have  the  freedom  to  do  so. 
Today  the  Palestinian  Authority  alone  decides  who  does  busi- 
ness, which  has  led  to  widespread  corruption.  Payoffs  and 
sweetheart  contracts  are  the  norm.  With  reform,  political 
forces  outside  of  Arafat-like  extremism  might  develop  over 
time.  True,  there  would  be  no  love  of  Israel  growing  from 
these  liberal  trends,  but  there  could  well  be  a  productive, 
commercial  coexistence,  particularly  in  this  global,  high-tech 
era.  A  growing  number  of  Palestinians  would  be  more  inter- 
ested in  bettering  their  lot  in  life  than  in  murderously  pro- 
voking Israelis.  We  should  quiedy  let  the  Egyptians  know  that 
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our  generous  aid  won't  continue  if  Cairo  continues  to  un- 
dermine our  regional  interests.  (And  on  a  prosaic  level,  we 
should  certainly  help  Israel  develop  effective  but  less  lethal 
ways  of  crowd  control.) 

Before  such  a  de  facto  peace  can  evolve,  we  may  yet  have 


to  respond  to  a  Persian  Gulf  war-like  conflict  provoked 
Saddam  Hussein.  In  the  meantime,  we  can  only  hope  t| 
Butcher  of  Baghdad  will  stay  his  hand  during  Clinton's  i 
maining  days  in  office  and  that  the  new  President  will  tin 
display  sufficient,  deterring  strength. 


WOULDN'T  YOU  KNOW  IT? 


CHINA,  ON  THE  VERGE  OF  ENTERING  THE  WORLD  TRADE 
Organization,  is  demanding  that  Taiwan  not  be  admitted  to 
the  WTO  unless  Taipei  acknowledges  that  it  is  part  and  parcel 
of  the  People's  Republic.  This  is  a  breach  of  a  fundamental 
understanding  China  entered  into  with  the  U.S.  in  1992.  The 
arrangement  made  was  that  shortly  after  Beijing  is  admitted 
to  the  WTO  (at  the  time  called  GATT),  Taiwan  would  be  per- 
mitted to  follow  suit.  To  get  around  the  explosive  issue  of  Tai- 
wan's political  status,  the  island  would  enter  as  a  "customs 
territory,"  the  designation  given  Hong  Kong  when  it  became 


a  member,  even  though  it  was  then  a  colony  of  Great  Britai 
The  WTO  is  supposed  to  be  insulated  from  this  kind  of  l 
ternational  politics  so  it  can  focus  only  on  specific  trade  issu 
and  disputes.  Our  next  President  must  insist  on  Taiwan's  a< 
mission,  even  if  Beijing  raises  a  ruckus.  We  still  sell  more 
Taipei  than  we  do  to  Mainland  China,  and  that  vibrant  islar 
has  made  enormous  strides  in  reducing  trade  barriers.  Mo> 
important,  Taiwan  is  a  true  democracy,  which  recently  unde 
went  the  successful  transfer  of  presidential  power  from  the  ii 
cumbent  party  to  an  opposition  party. 


INSIGHTFUL,  SIGHTLY  SITE 


CHECK  OUT  OUR  NEWLY  DESIGNED,  VASTLY  IMPROVED  WEB 
site,  Forbes.com.  Forgive  us  for  blowing  our  own  horn,  but  we 
believe  this  site  is  to  die  Web  what  FORBES  is  to  the  printed 
page.  Yes,  we  have  all  the  current  content  of  FORBES,  FORBES 
GLOBAL,  Forbes  FYI,  Forbes  ASAP, 
and  Forbes.com  Best  of  The  Web.  But 
Forbes.com  also  has  an  abundance  of 
unique  and  timely  content,  including  12 
news  departments  that  daily  are  chock-full 
of  hard-hitting,  original  stories  on  busi- 
ness and  finance.  Our  new  Investing  sec- 
tion has  daily  quotes  and  research  on  more 
than  10,000  mutual  funds  and  12,000  U.S. 
stocks.  This  section  also  provides  strate- 
gies from  our  team  of  personal  finance 
professionals  on  how  to  better  manage 
your  money.  And  there  is  more,  much 
more.  A  host  of  new  sections  and  features 
will  be  added  in  the  coming  weeks. 


Forbes.com  has  already  achieved  genuine  success,  wit 
5.2  million  visits  in  September,  up  189%  from  a  year  ag» 
Our  site  will  continue  to  expand.  It  is  focused  on  the  their 
of  wealth — how  it  is  created  and  managed  and  how  it  can  fc 
enjoyed.  FORBES  and  Forbes. con 
grow  each  other,  which  is  why  th 
magazine's  guaranteed  circulation  wi 
soon  reach  a  record  900,000. 

Fortunately,  when  we  were  conteir 
plating  and  later  launching  our  sit 
several  years  ago,  we  recognized  the 
the  Net  was  a  very  different  mediui 
from  the  printed  page.  Simply  throw 
ing  a  piece  of  copy  from  the  magazin 
onto  the  site  no  more  constituted  gen 
uine  electronic  publishing  than  filmin 
a  stage  play  constituted  a  feature  filrr 
as  some  once  thought. 

Let  us  know  what  you  think. 


RESTAURANTS:  GO,  (  ,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  FORBES  eatery  experts  Tom  Jones  and  Patrick  Cooke 

•  Alfama-551  Hudson  St.,  at  Perry  St.  (Tel.:  645-2500).  Fine 
Portuguese  food  served  in  generous  portions  with  some  un- 
usual, but  successful,  combinations.  Try  the  beet  and  pineapple 


salad  in  a  creamy,  whiskey  sauce;  oven-dried,  sliced  eggplant 
in  a  garlic  and  roasted  pepper  vinaigrette  with  fresh  basil;  and 
the  grilled,  fresh  tuna  in  caper  sauce.  For  dessert,  the  ch<  i 
surprise  is  sheer  heaven.  Service:  friendly  and  attentive. 

La  Rocchetta— 513  Columbus  Ave.,  between  84th  an< 
Sts.  (Tel.:  799-5784).  Service  is  haphazard  and  amateurish 
food  can  be  good,  such  as  the  chicken  breast  sauteed  with 
choke  hearts  and  herbs;  and  the  pan-roasted  cod,  black  i  > 
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capers  and  tomato  with  garlic  mashed  potatoes — but  it  also  can 
be  disappointing:  the  crispy  calamari  is  rubbery  and  flavorless 
■  Tse  Yang- 34  East  51st  St.  (Tel.:  688-5447).  Ordinary  Chi 
nese  fare — but  the  setting  is  exceptionally  luxurious  and  th 
service,  impeccable. 

vtfallse- 344  West  11th  St.  (Tel.:  352-2300).  Unpretentiou 
•; !  ian  restaurant  whose  food  is  sehr  gemiitlich!  Try  the  fresl 
)  spatzle  with  sauteed  rabbit  and  sweet  peas;  the  tafelspiu 
d  beef)  with  apple  horseradish — so  good,  you'll  want  extra 
radish;  the  sublime  Viennese  rostbraten  with  green  beans 
hlrabi  gratin;  and  the  Viennese  coffee  zabaglione. 


APPLICATIONS  ON  DEMAND 


CRETS    TO    SUCCESS:  T\Jo.138 


b  Montgomery,  CFO,  Standard  Media  International 


What  does  "ASP"  mean  to  me? 

Corio,  of  course. 


Standard  Media  International  needed 
business  critical  applications  rapidly. 
They  chose  Corio.  Corio  hosts  leading 
applications  through  a  world  class 
infrastructure  for  a  monthly  fee.  Corio's 
Intelligent  Enterprise  spans  the  application 
spectrum  from  customer  relationship 
management,  to  enterprise  resource 
planning,  to  eBusiness.  Corio's  world  class 
delivery  systems  offer  state  of  the  art 
technologies,  rapid  time  to  benefit  and 
maximum  value. 

So,  if  you  choose  the  ASP  model,  choose 
the  model  ASP— Corio,  of  course. 


Attend  a 
FREE  Web  Seminar! 

Call  CORIO  at  877.267.4627 
or  visit  www.corio.com 


icrosoft 


QADViSION       COMMERCE  ^ 
ONE 

MOAI 

0  Corio,  !nc  All  rights  reserved.  All  other  company  and  product  names  are  trademarks  of  their  respective  owners. 


SIEBEL 


Sun 


AVAVA 

#  comrrnj 


communication 


The  Former  Enterprise  Networks  Group 
of  Lucent  Technologies 


What's  standing  between  your  company  and  a  world  full  of  opportunities?  Nothing.  Avaya 
integrates  data,  voice  and  video.  So  you  can  stay  connected  with  everyone  you  need  to. 
Any  way  they  like.  Your  customers.  Your  vendors.  With  no  barriers  to  moving  information 
around.  And  moving  your  business  ahead.  Visit  avaya.com  or  call  800-784-6104. 

ustomers.  Systems.  Networks. 
Now  they're  talking. 

Communication  without  boundaries 


OTHER  COM MENTS 


The  best  minds  are  not  in  government. 
If  any  were,  business  would  hire  them  away. 


-RONALD  REAGAN 


House  Specialty  The  United  States  Personal  Chef  Asso- 
ciation estimates  that  only  1,000  American  families  employed 
cooks  ten  years  ago  compared  with  at  least  100,000  families  today. 

"I  was  out  with  several  well-known  chefs,  and  as  we  left 
the  restaurant,  I  heard  one  rich  guy  say:  'There  goes  so  and 
so.  He's  my  chef,'"  says  Sotha  Kuhn,  the  chef  of  Le  Cirque. 
"Can  you  imagine  that?  Wealthy  people  used  to  put  chefs  in 
business  by  backing  their  restaurants.  Now  forget  the  restau- 
rant— they  just  want  to  own  the  chef." 

—MOLLY  O'NEILL, 
New  York  Times  Magazine 

Short  Range  [After]  the  fifth  session  of  the  Gore-Cher- 
nomyrdin Commission,  in  June  1995,  Gore  reported  that  Rus- 
sia would  cease  its  deliveries  of  conventional  arms  to  Iran  within 
a  few  years.  Gore  did  not  reveal  that  in  exchange  for  Russia's 
agreement  to  cease  weapons  sales  by  2000,  Russia  had  been 
given  a  free  pass  to  sell  conventional  weapons  to  Iran  until  then. 
We  say  "free"  because  the  weapons  allowed  would  likely  have 
triggered  sanctions  under  U.S.  law,  specifically  the  1992  Iran- 
Iraq  Arms  Nonproliferation  Act,  co-sponsored  by  then-Sena- 
tor Al  Gore  and  Arizona  Republican  John  McCain. 

Russia  was  in  violation  of  the  letter  and  spirit  of  the  1992  law 
before  Gore's  pact,  and  certainly  afterward.  Cumulatively,  it  has 
shipped  Iran  three  of  the  new  generation  of  Kilo-class  subma- 
rine— the  most  advanced,  quietest,  diesel-electric  submarines 
built  in  the  world  today.  Then  there  are  the  wake-homing  tor- 
pedoes, which  are  designed  to  destroy  U.S.  aircraft  carriers. 


"If  you  would,  Peter,  please  stand  and  point  to 
the  person  you  know  as  Mr.  McGregor." 


Add  to  the  list  other  items  delivered  after  the  1995  agre« 
ment:  MiG-29  fighter  jets,  SU-24  fighter  bombers,  strateg; 
bombers,  jet  trainers  and  anti-ballistic  missile  systems-* 
hardly  garage  sale  leftovers  as  the  Gore  camp's  spinners  hai 
tried  to  describe  the  equipment.  The  Gore-Chernomyrdi 
pact  was  a  coup  of  major  proportions  for  Moscow. 

— Wall  Street  Joum 

Poison  Thinking  The  West  Nile  Virus  came  to  my  nec 
of  the  woods  [recently],  when  four  dead  crows  turned  up  i 
southern  Maryland  and  Washington,  D.C.  Am  I  scared?  Yes,  bi 
even  more  disturbing  is  the  irrational  fear-mongering  of  env 
ronmentalists  who  oppose  chemical  spraying  to  kill  the  bugs 

The  Maryland  Pesticide  Network  criticized  my  state's  use » 
permethrin — a  common  household  insecticide — to  stop  the  di 
ease  from  taking  hold.  The  group  cites  permethrin-related  healt 
hazards  including  "synergistic  effects  on  endocrine  disruptions 
reported  by  Tulane  University  researchers.  Radical  environmei 
talists  wield  the  study  to  raise  the  specter  of  pesticide-induce 
brain  cancer,  breast  cancer  and  thyroid  damage.  But  the  Mar 
land  Pesticide  Network  recklessly  fails  to  mention  that  the  Tulau 
researchers  were  forced  to  issue  a  humiliating  retraction  of  the 
work  because  scientists  from  around  the  world  could  not  repl 
cate  the  results — and  neither  could  the  Tulane  team  itself. 

Environmentalists  won't  be  satisfied  until  we're  back  in  loii 
cloths,  stripped  of  technology,  huddled  in  caves,  armed  only  wr 
oxtail  flyswatters  and  voodoo  chants  to  keep  dangerous  bugs  aw£ 

—MICHELLE  MALKI1 
New  York  Pc 

Hit  Parade  This  is  not  a  business,  this  is  show  busine; 
Punching  below  the  belt  is  not  only  all  right,  it's  rewarded. 

— BENICIO  DEL  TORO,  as  "Rex,"  i 
Swimming  with  Sharks  ( 1994  filn 

Job  Misplacement  Below  are  resume  blunder 
demonstrating  the  importance  of  careful  preparation 
every  stage  of  the  job  search  process: 

•  Willing  to  relocate  to  residence  in  upscale  neighborhoc 
on  waterfront  with  easy  access  to  mass  transit. 

•  I  can  type  50  words  a  minute,  and  when  pushed,  can  ty| 
55  words  a  minute. 

•  I'm  a  hard  worker,  but  don't  do  well  with  "change"  such 
mergers,  acquisitions,  downsizings,  relocations  and  ne 
phone  systems. 

—CPA  Client  Bulletin 
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0  PSINet  Inc  The  PSINet  logo  is  a  trademark  ot  PSINet  Inc 


I 

! 


THERE'S  SOMEONE 
RT    YOUR  DOOR. 


Internet  world  is  knocking.  PSINet  helps  your  business  answer.  We  give  you  all  the  tools  you 
d  to  maximize  on-line  communications.  Everything  from  multicurrency  e-commerce  and  dedicated 
ting  to  multimedia  services,  private  IP  networking,  and  more.  It's 
it  we've  done  for  thousands  of  small-  and  medium-sized  companies 
veil  as  more  than  a  third  of  the  Fortune  500®.  Your  opportunity  is  knocking, 
n  the  door.  Call  or  contact  PSINet  at  1-800-431-6942  or  www  psinet.com.       the  internet  super  carrier 


PSINet 


THE  NEW 
240-HP  NISSAN 
PATHFINDER 


We  at  Nissan  do. net- condone  racing  supersonic  jets.  That  said,  let  us  jump  to  the  «, 
theoretical.  Indeed^ould  you  ever  need  a  boost  of  power,  look  no  furtherthan  the  new  3 


Nissan  Pathfinder.  After  all,  it  now  boasts  the  most  powerful  SUV  engine  we've  ever 


PLANES  FLOWN  AND  SERVICED  BEFORE  THEY  ARE  B U I LT.  When  the  Joint  Strike  Fight 
coneept  demonstrator  successfully  took  to  the  air.  it  y|S|  thousands  of  hours  of  flight  and  support  testing  on  the 
ground.  This  technology  is  part  of  a  virtual  simulation^^m  that's  creating  an  affordable  and  highly  versatile  jet  foi 
the  US.  and  U.K.  armed  forces.  It's  proof  of  a  passion-^fegs  yet  to  be  done. 


www.boeing.com 


Forever  New  Fron 


COMMENTARY 


On  Events  at  Home  and  Abroad 

By  Caspar  W.  Weinberger,  chairman 


iORE  TO  RUSSIA:  IT'S  OK  TO  VIOLATE  THE  GORE-MCCAIN  A1 


■ 


E  IRAN-IRAQ  ARMS  NONPROLIFERATION  ACT  OF  1992, 
msored  by  then-Senator  Al  Gore  (D-Tenn.)  and  Senator 
lib  McCain  (R-Ariz.),  requires  that  sanctions  be  imposed 
countries  selling  advanced  weapons  to  countries  our  State 
partment  lists  as  sponsors  of  terrorism.  Iran  is  on  that  list. 
In  June  1995  Vice  President  Al  Gore  and  then-Prime  Min- 
r  Viktor  Chernomyrdin  of  Russia  signed  a  secret  agreement, 
ich  was  leaked  to  and  published  by  the  New  York  Times  last 
nth.  In  this  pact  the  U.S.  specifically  agreed  to  waive  sanc- 
is  and  let  Russia  fulfill  arms  sales  contracts  with  Iran  for  a 
marine,  torpedoes,  antiship  mines,  cluster  bombs,  160  late- 
del  tanks,  600  armored  personnel  carriers  and  much  more. 
;  agreement  included  this  extraordinary  clause:  The  U.S. 
[  "take  appropriate  steps  to  avoid  any  penalties  to  Russia 
t  might  otherwise  arise  under  domestic  law  with  respect  to 
completion  of  the  transfers."  In  short,  we  agreed  to  let  Rus- 
continue  to  sell  weapons  to  Iran,  which  under  the  Gore- 
Cain  act  should  have  led  to  sanctions  against  Russia,  on  the 
cious  premise  that  if  we  let  Russia  meet  its  commitment  we 
ild  get  it  to  agree  to  stop  such  sales  in  the  future. 


Russia  promised  to  stop  all  deliveries  of  weapons  to  Iran 
by  Dec.  31, 1999,  but  (gasp!)  it  has  violated  this.  It  has  contin- 
ued to  transfer  weapons  to  Iran.  In  January  Russia  delivered 
the  first  of  five  military  helicopters  to  Iran — and  these  heli- 
copters are  not  even  on  Mr.  Gore's  list  of  "permitted"  sales. 

What  have  we  done  about  this?  Secretary  of  State  Madeleine 
Albright  fired  off  this  denunciation:  "Russia's  unilateral  decision 
[to  break  its  promises]  will  unnecessarily  complicate  our  rela- 
tionship." Mr.  Gore's  national  security  adviser,  Leon  Fuerth,  said, 
"We  have  indicated  we  are  not  satisfied  with  a  unilateral  claim 
by  the  Russians  to  modify  the  terms  of  the  understanding." 
Phew — that's  awfully  strong  language,  Madame  Secretary  and 
Mr.  Fuerth.  No  doubt  the  Russians  are  quaking  in  their  boots. 

This  episode  illustrates  the  stupidity  of  our  appeasement 
policy  toward  Russia  under  the  Clinton/Gore  Administration. 
When  this  secret  agreement  became  public,  Vice  President 
Gore  claimed  that  it  was  a  clever  strategy  to  stop  Russia's  ille- 
gal arms  sales.  Of  course,  it  has  failed  utterly.  Russian  Minister 
of  Foreign  Affairs  Igor  Ivanov  has  said  that  it  will  take  a  decade 
for  Russia  to  complete  its  weapons  sales  contracts  with  Iran. 


CANADA  RESURGENT 


ECENT  FORBES  TRIP  TO  CANADA  LEFT  US  WITH  MANY 
sessions,  the  foremost  being  that  Canada  is  strong  and 
ted.  There  is  little,  if  any,  talk  of  separatism  in  Quebec 
ay,  because  the  French-speaking  population  has  secured 
st  of  what  it  wanted  and  seems  to  realize  the  province 
;ht  not  fare  as  well  economically  if  it  were  independent. 
Brief  visits  to  Toronto  and  Ottawa  left  us  with  the  sense  that 
country's  economy  is  strong,  confident,  thoroughly  mod- 
and  growing.  Nafta  has  clearly  been  good  for  Canada.  The 
eral  budget  is  showing  surpluses  through  2002;  federal 
tiding  is  only  1 1.7%  of  GDP;  inflation  has  averaged  only 
Vo  for  the  past  five  years;  and  interest  rates  are  low.  Real  GDP 
wth  this  year  is  expected  to  be  4.3%,  and  unemployment  is 
.8% — the  lowest  it  has  been  in  many  years.  Canada  is  by  far 
U.S.'  largest  trading  partner;  we  import  more  from  Canada 
n  from  any  other  country.  Canada's  secretary  of  state  for  in- 
lational  financial  institutions,  Jim  Peterson,  with  whom  we 
t,  is  an  able,  energetic  and  influential  cabinet  member. 
Particularly  impressive  was  our  visit  to  JDS  Uniphase,  a 
»ng  and  comparatively  new  tech  company,  whose  stock  is  up 
59%  in  the  past  three  years.  The  company  makes  all  types  of 
iponents  for  fiber-optic  networks.  Its  founder,  Jozef  Straus, 
ized  that  the  growing  use  of  fiber  optics  would  require  all 


manner  of  switches,  connectors  and  other  components.  By 
developing,  designing  and  manufacturing  these,  Straus  cre- 
ated a  world-leading  company  in  a  remarkably  short  time. 

In  Ontario  we  visited  the  Sheridan  Centre  for  Animation  and 
Emerging  Technologies,  a  research  institute  for  training  students 
in  advanced  animation  and  graphics.  The  waiting  list  for  admis- 
sion is  nearly  as  long  as  that  for  positions  available  to  graduates. 

We  also  had  the  opportunity  to  meet  a  genial  and  charismatic 
rising  star  in  government,  Mike  Harris,  who  is  premier  of  On- 
tario and  who  will  almost  certainly  be  prime  minister  one  day. 

It  seems  likely  that  Prime  Minister  Jean  Chretien  will  call 
an  early  election,  probably  in  late  November.  He  and  his  Lib- 
eral Party  were  elected  to  a  four- year  term  in  1997,  but,  with 
the  economy  doing  so  well,  most  observers  think  he  will  try 
to  seal  another  four-year  term  before  the  new,  conservative 
Canadian  Alliance  in  the  West  grows  stronger.  This  may 
backfire  if  it  appears  to  be  mere  political  opportunism. 

Our  visit  coincided  with  the  death  of  former  Prime  Minis- 
ter Pierre  Trudeau,  who,  with  his  highly  trendy  and  unconven- 
tional views,  became  a  world  figure.  I  had  not  appreciated  how 
deeply  the  Canadian  people  were  attracted  to  and,  as  some  say, 
mesmerized  by  Trudeau,  until  I  saw  the  great  outpouring  of 
grief  from  all  over  Canada  at  the  news  of  his  death.  %~ 
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THE  GOOD  NEWS 
YOU'RE  AN  IDEA  GUY. 

THE  BAD  NEWS 
YOU'RE  AN  IDEA  GUY. 


e-Logistics  made  simple.  You  had 
the  vision  to  invent  a  fantastic 
product,  and  you've  set  up  a 
killer  website  to  sell  it.  There's 
just  one  problem.  You  don't  have 
a  clue  what  to  do  next.  Enter 
UPS.  From  order  fulfillment,  to 
organizing  your  call  center,  to 
handling  returns,  we  can  help 
people  who  think  big  turn  online 
dreams  into  reality.  To  find  out 
more,  visit  us  at  e-logistics.ups.com 
MOVING  at  the  SPEED  of  BUSINESS' 


DIGITAL  RULES 


By  Rich  Karlgaard,  publisher 


publisher@forbes.com 


IT'S  THE  SUPPLY,  STUPID 


JCENT'S  STOCK  COULD  BE  THE  YEAR'S  BEST  BUY.  HOW  IT 
mooned  so  low  is  another  story.  After  soaring  to  the  highest 
arket  cap  of  any  AT&T  post-breakup  baby,  including 
r&T,  and  after  being  graced  with  a  market  cap  of  $270  bil- 
)n  a  year  ago,  Lucent  brain-burped.  It  refused  to  invest  in 
e  latest  fat  fiber  pipes  demanded  by  bold  customers  such  as 
niper  Networks.  How  could  Lucent  miss  the  obvious?  It  lis- 
ned  to  its  largest  customers,  who  told  Lucent  they  didn't 
:ed  fat  pipes.  Problem  is,  those  customers  happened  to  be 
e  big  old  phone  companies. 

A  venture  capitalist  friend  put  a  handle  on  the  Lucent 
oblem:  Cadillac  demographics.  It's  the  fatal  attraction  of 
e  rich  customer.  Of  course,  chasing  rich  customers  looks 
>od  on  the  face  of  it,  and  you'll  never  get  an  argument  from 
»ur  accountants  or  commissioned  sales  force.  In  Lucent's 
se,  who  could  blame  ex-CEO  Rich  McGinn  for  chasing 
ish  phone  monopolies  reared  in  the  happy  bygone  days  of 
ist-plus  pricing?  Volume  and  margins!  Such  a  deal! 

But  in  a  fast-changing  world — and  nothing  gallops  faster 
an  the  bandwidth  business  now — Cadillac  demographics 
i  from  asset  to  arse-draggin'  in  a  blink.  Rich  customers  usu- 
[y  are  mature.  Comfortable  in  their  ways,  they  dislike  dar- 
g  departures.  They  like  the  same  thing,  year  after  year,  with 
st  enough  incremental  improvement  to  avoid  clogging  up 
eir  aging  digestive  systems. 

aboom,  Kaboom 

i,  but  the  problem  goes  even  deeper  when  your  customers 
e  older  phone  companies.  You  see,  the  Bell  Heads  can't 
ake  their  old  skepticism  about  consumer  demand.  Build  it 
id  they  will  come?  True  only  in  movies.  Drop  prices  by  half 
id  usage  will  double?  It's  to  laugh.  Supply  of  bandwidth 
eates  its  own  demand?  Your  silliness  is  unbounded;  that 
ea  belongs  in  a  museum  or  a  right-wing  think  tank,  not  the 
al  world.  Haven't  you  heard  of  bandwidth  glut? 

The  Net  Heads,  on  the  other  hand,  mosdy  come  out  of 
e  computer-and-software  world.  They  know  supply  creates 
i  own  demand.  Double  the  speed  of  a  chip,  and  a  thousand 
itrepreneurs  are  instantly  figuring  out  how  to  use  the  speed 

memory  bonanza  to  write  cooler  software.  Thus  power 
ins  get  soaked  up — fast  and  always.  The  miracle  of  the  dig- 
il  age  is  not  just  Moore's  Law,  because  Moore's  Law  only 
edicts  burgeoning  supplies  of  MIPs  and  RAM.  It's  that 
mblings  of  speed  and  memory  always  get 
aked  up  into  new  software,  which,  in 
rn,  is  cleverly  used  by  young  entrepre- 


neurs trying  to  change  the  world. 

And  what  of  this  idea  of  bandwidth  glut?  That  owes  to  a 
relative  bandwidth  mismatch  between  the  backbone  and  the 
last  mile.  Famine  in  the  latter  occasionally  causes  a  relative 
"glut"  in  the  former.  The  gluts  are  relative  and  always  tem- 
porary. The  long-term  trend  is  one  of  near-infinite  demand. 
Bit  traffic  on  the  Internet  keeps  doubling  every  100  days, 
even  now,  because  of  things  like,  to  use  a  mundane  example, 
new  chips  that  enable  cheap  digital  cameras.  Photo  attach- 
ments require  huge  gobs  of  bandwidth  compared  with  ordi- 
nary e-mail.  Kaboom — supply  caused  demand  to  explode. 
What'll  happen  when  digital  video  cameras  hit  the  main- 
stream? Your  e-mail  attachment  will  be  a  30-minute  movie  of 
your  nephew's  Disneyland  trip — a  gigabit  attachment.  Ka- 
boom again.  What  about  the  long-awaited  videophone?  Ka- 
boom squared.  What  about  teenage  chat  lines  looking  and 
sounding  like  Hollywood  Squares?  Kaboom  cubed. 

So  Lucent  listened  to  the  wrong  customers,  aging  Bell 
Heads,  who  think  in  terms  of  demand-side  forecasting.  But 
the  digital  world  is  one  of  supply.  Supply  creates  its  own  ka- 
boom. The  big  consumer-application  kabooms  are  rarely  an- 
ticipated. You  can't  forecast  auto  traffic  on  a  proposed  new 
bridge  by  counting  ferry  boats.  Or  swimmers. 

Zero  Inflation  Growth 

Matthew  Miller,  writing  in  the  New  York  Times  Sunday  Mag- 
azine, says  it  won't  matter  whether  Bush  or  Gore  is  elected, 
since  85%  of  the  federal  budget  is  spoken  for:  defense,  Social 
Security,  Medicare,  Medicaid  and  so  forth.  Miller  makes  a 
good  point  about  the  entidement  monster.  He  puckerbutts 
on  his  final  analysis,  though.  He  assumes  the  U.S.  will  expe- 
rience a  fixed  rate  of  economic  growth.  My  guess  is  that 
Miller  is  like  most  political  writers;  he  swallows  the  Federal 
Reserve's  idea  that  noninflationary  growth  beyond  2.5%  a 
year  is  impossible.  Indeed,  if  that's  true,  we're  all  screwed. 
Only  revolution — even  a  bloody  generational  war — could 
get  us  out  of  that  mess.  On  the  other  hand,  if  you  think  the 
economy  can  grow  at  5%  a  year  without  triggering  inflation, 
then  the  path  is  clear.  Outgrow  the  entidement  monster. 

How?  Let  American  entrepreneurs  create  new  tools  of  pro- 
ductivity as  fast  as  customer  demand  can  keep  up.  Rejigger 
America's  tax,  regulatory,  immigration  and  monetary  policy  to 
meet  the  goal  of  creating  supply.  Lower  taxes,  loosen  regula- 

. .  ,  „  ,  tion,  fling  wide  the  doors  to  skilled  foreign  - 
To  see  past  Digital  Rules  °  ~ 

columns,  visit  our  Web  site  at  ers> ease  interest  rates— and  let  er  rip.  Create 

www.forbes.com/karlgaard.  new  supply.  Outrun  demand.  F 
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THE  NEW  MOVADO  SE 

MOVADO. 

THE  MUSEUM®  WATCH.  PUSHING  THE  ART  FORM 

STAINLESS  STEEL.  SWISS  QUARTZ     WATER  RESISTANT    MENS  AND  WOMEN'S 

BAILEY  BANKS  &  BIDDLE 

1  -800-651  -4BBB 
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companies!  Having 
overseen  the  rise  and  fall  of 
one  airline,  Michael  Conway  is 
flying  high  again  with  his 
upstart  National  Airlines.  Will 
the  second  time  be  the  charm? 

BY  MARK  LACTER 

THERE  WAS  NO  LOVE  LOST  BE- 
tween  Michael  Conway  and 
America  West  Airlines  when 
Conway  was  ousted  in  1993 
from  the  airline  he  co- 
founded.  The  final  indignity  came 
when  America  West  revoked  Conway's 
lifetime  pass  on  the  airline  he'd  mort- 
gaged his  house  to  start. 

Now  he's  getting  even.  Conway's  Las 
Vegas-based  National  Airlines  turned  a 
profit  after  barely  a  year  in  business,  a 
rare  feat  in  the  industry.  But  that  does 
not  mean  Conway  still  can't  hold  a 

Flying 

grudge.  "I  always  assumed  that  if  you  do 
your  job,  especially  if  you  achieve  what 
never  has  been  achieved  before,  that 
would  be  fine,"  says  Conway,  referring 
to  his  success  at  turning  around  America 
West  after  its  1991  bankruptcy.  "But 
that's  not  the  way  it  works." 

Despite  National's  quick  takeoff, 
Conway  sees  America  West  conspiracies 
at  every  turn.  He  fumes  over  new  slot 
assignments  out  of  Washington,  D.C.'s 
Reagan  National  Airport  that  left  Na- 
tional with  only  one  nonstop  flight  a  day 
between  Washington  and  Las  Vegas. 
America  West  won  three  round-trips — 
two  to  Phoenix  and  one  to  Las  Vegas. 

Despite  National's  c 
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Gambling  man:  Conway's  National  is  beating  the 
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"What  it  allows  is  for  America  West 
to  gouge  the  Phoenix-to-D.C.  market 
and  then  subsidize  the  low  fares  they 
have  to  Las  Vegas,"  growls  Conway.  In- 
deed, America  West  s  Phoenix-to-Wash- 
ington  round-trip  fare  is  $919,  while  the 
Las  Vegas-Washington  fare  that  same 
day  is  $209  (compared  with  $219  on 
National).  The  suspicion  around  Na- 
tional is  that  Arizona's  politicians  lent 


see 


America  West  a  helping  hand. 

"We  are  as  competitive  as  any  airli 
in  the  industry,"  snaps  America  Wt 
flack  C.A.  Howlett,  saying  such  fa 
comparisons  provide  a  distorted  viev 

Despite  his  obsession  with  his  fc 
mer  company,  National's  quick  succ« 
proves  that  someone  can  still  start 
airline  from  scratch  and  not  go  bu 
After  producing  an  operating  loss 

tst  conspiracies. 


54     FORBES"  November  13,  2000 


•0  million  in  its  first  11  months, 
itional  posted  an  operating  profit 
j  $2.4  million  in  the  second  quarter 
ided  June  30,  on  revenues  that 
ared  from  $3.1  million  the  same 
tarter  a  year  earlier  to  $64  million. 

Conway  correctly  calculated  that 
e  big  airlines  wouldn't  add 
lough  flights  to  keep  up  with  all 
e  low  rollers  pouring  into  Las 
■gas.  But  he  was  wrong  in  think- 
g  the  Vegas  casinos  would  ante  up 
r  his  gamble.  It  didn't  help  that 
Dnway  was  operating  out  of 
loenix.  "'Nobody  believed  us," 
Dnway  says.  "We  were  viewed  as 
itsiders  looking  in,  which  is  really 
ugh  because  this  town  has  a  his- 
ry  of  critics  trying  to  tell  them 
)w  to  run  their  business."  So  on  a 
ing  and  a  prayer,  Conway  moved 
s  ragtag  army  of  executives  to 
evada,  still  lacking  funds. 

It  took  three  years,  but  Conway  fi- 
illy  convinced  Harrah's  Entertain- 
ent  and  the  Rio  Hotel  &  Casino  to 
ch  invest  $  1 5  million  toward  his  ini- 
d  $50  million  startup  fund.  The 
irtnership  forged  creative  cross  pro- 
otions,  including  a  National  check- 
counter  in  Harrah's  Strip  casino 
id  the  use  of  Harrah's  customer 
acking  database  to  promote  Na- 
mal's  ticket  sales. 

Conway  is  now  wrapping  up  a 
cond  round  of  financing  for  $35 
illion  and  hints  at  going  public, 
is  fleet  of  15  Boeing  757s  already 
es  between  Vegas  and  8  airports, 
ith  plans  for  15  more  by  2005,  in- 
Liding  Chicago's  O'Hare,  begin- 
ng  in  January. 

But  Conway  still  has  to  navigate 
e  turbulence  that  hurts  all  airlines: 
rercrowded  runways  and  soaring 
el  prices.  "It's  like  OPEC  got  to- 
ther  on  our  inaugural  flight  and 
id  how  could  we  stick  it  to  Mike 
id  his  friends,"  grouses  Conway.  By 
ptember  fuel  costs  were  double 
lat  they  were  when  he  started  flying 
it  year.  "It's  a  good  thing  we  love  this 
isiness,"  Conway  smiles. 

Revenge  is  sweet.  F 


Trade  Lawyers 
Relief  Act 

P  0  L I  c  Y  I  Congress  plants 
the  seeds  for  a  new  crop 
of  contingency  lawsuits. 

BY  CHANDRANI GHOSH 

LAST  MONTH  TWO  DOZEN  TRADE 
lawyers  descended  on  the  Senate 
Finance  Committee  to  lobby  for  an 
amendment  to  the  agricultural  spend- 
ing bill  that  could  boost  production  of 
one  of  their  most  lucrative  crops: 
antidumping  lawsuits. 

Dumping  is  the  practice  by  a 
foreign  company  of  selling  goods 
in  the  U.S.  for  less  than  it  charges  at 
home.  This  offering  of  bargains  to 
U.S.  consumers  is,  in  the  upside-down 
worldview  of  congressmen,  an  offense 
to  be  interdicted. 

The  usual  method  of  fighting 
dumpers  is  to  impose  extra 
duties  on  the  imports. 
Under  the  amendment 
the  trade  lawyers  were 
pushing,    the  U.S. 
Treasury  would  dole 
out  those  duties  to  the 
companies  that  brought  antidumping 
suits,  giving  them  an  incentive  to  sue. 

Not  only  were  there  no  hearings  on 
the  provision,  many  trade  experts  be- 
lieve the  amendment  violates  interna- 
tional trade  agreements.  But 
that  didn't  stop  Senator 
Robert  Byrd  (D-W.Va.) 
*  from  ramming  it 
through  the  House-Senate 
conference  committee  while  it 
hashed  out  the  fiscal  2001  agricul- 
tural spending  bill.  Committee  mem- 
bers didn't  even  know  how  much 
money  they  were  giving  away.  Byrd  cited 
a  Congressional  Budget  Office  estimate 
that  it  would  cost  j  ust  $39  million  a  year. 
But  the  U.S.  Customs  Service  calculates 
that  if  Byrd's  amendment  had  been  in 
effect  last  year,  plaintiff  companies 
would  have  raked  in  $200  million. 
Once  the  provision  landed  in  the 


final  conference  report,  t  > 
had  limited  ability  to  block  it, 
of  voting  against  the  entire  $78.5  bil- 
lion agricultural  spending  pack  u, 
position  hard  to  explain  to  farmers 
back  home. 

While  Byrd  is  no  doubt  keen  on 
helping  his  own  state's  steel  industi 
the  provision  would  likely  spur  litiga- 
tion by  other  industries.  Current  anti- 
dumping rules  require  that  companies 
responsible  for  25%  of  production  of 
an  industry  sign  on  to  a  complaint. 
Steelmakers  have  little  trouble  meeting 
that  hurdle  and  already  bring  lots 
of  suits.  But  in  fragmented 
industries,  antidumping 
lawyers  have  had  more 


difficulty  putting  together  plaintiffs' 
coalitions  that  meet  the  25%  mini- 
mum. "The  25%  rule  used  to  be  a  way 
of  weeding  out  the  most  frivolous 
cases,"  says  Daniel  Ikenson,  a  trade  pol- 
icy analyst  at  the  Cato  Institute,  which 
supports  free  trade.  Now,  Ikenson  wor- 
ries, companies  that  once  would  have 
been  skeptical  will  sign  on  to  the  suits, 
since  the  dumping  pot  goes  only  to 
named  plaintiffs. 

Lewis  Leibowitz,  counsel  for  the 
Consuming  Industries  Trade  Action 
Coalition,  an  importers'  group,  pre- 
dicts the  amendment  will  prompt 
plaintiff  lawyers  to  handle  antidump- 
ing cases  on  contingency,  collecting  a 
share  of  the  bounty  instead  of  the  $350 
hourly  fees  they  usually  charge.  No 
matter  how  the  lawyers  collect,  though, 
the  consumer  loses.  F 
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OUTFBONT 


Pyrrhic 
Victory? 

AEROSPACE!  Airbus 
Industrie's  new  A3XX  beat  out 
Boeing's  updated  747X  for 
a  key  contract  from  Singapore 
Airlines.  Hold  the  applause. 

BY  HOWARD  BANKS 

AIRBUS  INDUSTRIE  WAS  ALWAYS 
favored  over  Boeing  to  get  Singa- 
pore Airlines'  order  for  super- 
jumbos.  Its  560-passenger  A3XX  is 
an  all-new  design,  whereas 
Boeing's  offering, 


don's  Heathrow  airport  and  that  the 
A3XX  as  then  proposed  could  not. 
Moreover,  Boeing  would  put  this  in  a 
contract. 

Night  flying  at  Heathrow  is  vital  to 
SIA,  since  London  sits  at  a  crucial  point 
in  its  international  web.  It's  about  to  be- 
come even  more  important  since  SIA 
bought  49%  of  Virgin  Atlantic  earlier 
this  year.  Heathrow  noise  will  also  be  an 
issue  in  coming  orders  for  superjumbos 
from  Qantas  and  Cathay  Pacific. 

Cheong  asked  Airbus'  top  sales- 
man, John  Leahy,  for  a  guarantee  on 
meeting  Heathrow's  rules.  Leahy  main- 
tains now  that  it 


the  747X,  is  basically 
a  heavily  made-over  version  of  a  35- 
year-old  plane.  And  so,  as  expected,  in 
early  October  SIA  ordered  10  A3XXs 
plus  15  options,  putting  a  public  $8.6 
billion  price  tag  on  the  deal. 

The  actual  price  is  something  else. 
Airbus  denies  it,  but  industry  sources 
say  that  the  $235  million  list  price  for 
the  A3XX  was  slashed  to  $153  million, 
while  the  engines  (from  Rolls-Royce, 
which  beat  a  consortium  of  GE  and 
UTC's  Pratt  &  Whitney)  went  for  under 
$2  million  each,  versus  a  $10  million 
list  price.  Launch  customers  always  get 
a  deal,  but  such  discounts  would  set  a 
new  record. 

The  real  story  behind  this  deal  is 
how  close  it  came  to  a  pancake  land- 
ing— and  whether  Airbus  itself  will  be 
left  holding  a  very  big  bag  when  the 
planes  are  delivered  in  2006.  Two  weeks 
or  so  before  the  grand  announcement, 
SIA  boss  Cheong  Choong  Kong  had 
just  been  persuaded  by  John  Roundhill, 
Boeing's  head  of  product  development, 
that  his  747X,  even  though  it  is  just  a 
makeover,  could  meet  some  tough 
nighttime-noise  rules  in  force  at  Lon- 
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was  no  big  deal.  But 
Airbus  designers  and  the 
two  enginemakers  say  otherwise: 
What  followed  was  a  panicky  rework- 
ing of  the  A3XX  and  the  engine  de- 
signs, since  meeting  the  takeoff  rules 
would  need  more  engine  power. 

Both  enginemakers  expanded  the 
front  fan  of  their  engines  from  a  110- 
inch  diameter  to  1 16  inches  and  added 
a  low-pressure  turbine  stage,  mostly  to 
cut  noise,  but  also  to  boost  power  to 
85,000  pounds  of  thrust,  from  around 
75,000  pounds.  These  substantial 
changes  will  add  $100  million  to  each 
enginemaker's  $500  million  develop- 
ment bill.  They  will  also  add  to  Airbus' 
nonrecurring  development  cost  for  the 
A3XX,  which,  before  these  changes, 
Airbus  put  at  $12  billion  and  most  peo- 
ple at  $17  billion-plus. 

The  contract  is  tough:  Should  the 
A3XX  fail  to  meet  the  rules,  SIA  will 
send  the  planes  back  to  Airbus.  This  is 
no  idle  threat.  Cheong  did  just  that  in 
1991  with  new  McDonnell  Douglas 
MD-lls  when  they  failed  to  deliver 
contracted  ranee.  This  helped  to  kill 
that  aircraft  an d  tely  was  a  factor 

in  ending  the  independence  of  that 
plane's  maker,  McD  :  nell  Douglas. 

The  superjun  -  onera  ain't  over  by 
a  long  shot.  F 


$10  Oil? 


energy  A  voice  from 
the  past  offers  up  a  startlim 
scenario  for  energy  prices. 

BY  R0BINA  GIBB 

SHEIK  AHMED  ZAKI YAMANI,  1 
Saudi  oil  minister  who  played 
key  role  in  the  1973  oil  embarj 
is  philosophically  very  sympathetic 
the  free  market.  He  is  also  someu 
who  has  never  shrunk  from  conti 
versial  views.  In  today's  dollars,  tl 
price  of  oil  fell  from  more  than  $25i 
below  $15  between  1985  and  198 
The  OPEC  consensus  was  that  $  1 8  w 
a  good  target,  achievable  with  pt 
duction  quotas.  But,  in  a  widely  ccf 
ered  speech  at  Harvard  University 
September  of  that  year,  Yamani  si} 
stability  at  $15,  not  $18.  He  was  ul 
mately  proved  right,  but  withinl 
month  of  his  speech  Yamani  got  t 
boot  as  oil  minister.  "I  had  views  m 
were  not  necessarily  the  views  of  t 
government  or  the  king,"  Yamani  saj 
Now  70,  Yamani  is  chairman 
the  Centre  for  Global  Energy  Stui 
ies,  a  think  tank  in  London  I 
founded  a  deca 
ago.  And  he 
making  anoth 
prediction  th 
will  not  be  pop 
lar  within  the  ra 
alty  of  OPEC:  II 
sees    the  pri 

falling  from  tl 
Ahmed  Yamani   current  $34  t0 

low  as  $10  a  barrel  by  the  end  of  ne 
year.  "I  would  be  happy  if  I  w 
wrong,  but  I  know,  as  sure  as  a-b- 
that  it  is  coming,"  he  says. 

Yamani  sees  several  factors 
work.  There  is  plenty  of  oil  in  tl 
ground,  and  supplies  will  only  ii 
crease.  There's  a  lot  of  non-OPEC  o 
which  today  accounts  for  63% 
production.  OPEC  leaders  themselv 
are  in  disagreement  as  to  what  tl 
proper  price  should  be — $20  (Sau 
Arabia)  to  above  $30  (Venezuela). 

The  current  high  prices,  plus  a* 
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vances  in  alternative  energy  and  fuel 
cells,  will  ultimately  dampen  demand.  . 
"Right  now  there  is  a  huge  amount  of 
oil  in  transit  heading  for  the  market," 
Yamani  says.  "Although  winter  con- 
sumption will  be  high,  there  will  be 
more  oil  than  can  be  used." 

The  extra — about  1  million  barrels 
a  day — will,  he  says,  go  into  stock,  en- 
abling the  oil  companies  to  replenish 
their  inventories.  "By  the  end  of  the 
winter  there  will  be  enough  in  stock. 


Consumption  will  drop."  If  OPEC 
doesn't  cut  its  production — now  29.3 
million  barrels  a  day — in  2001,  prices 
will  drop  to  the  $10  level,  Yamani  says. 

What  will  OPEC  do?  "I  don't  know," 
he  says.  "You  can't  predict.  At  the  mo- 
ment they're  happy.  They  like  a  high  oil 
price  because  they  make  more  money." 
But  high  prices  come  at  a  cost,  he  says, 
as  demand  falls  and  consumers  turn  to 
alternative  sources. 

The  wild  card,  of  course,  is  Saddam 


Hussein.  "I  know  the  man  very  wel 
[could]  commit  suicide  by  stopping 
ports.  Oil  would  jump  to  $50-$60j 
he  would  lose  his  source  of  incq 
benefit  his  enemies,  Saudi  Arabia 
Kuwait,  who  would  make  a  forti 
and  hurt  his  friends,  the  French 
Chinese.  But  he  would  annoy 
Americans."  So  it's  unlikely?  "I  di 
know,"  Yamani  says.  "There's  an  fi 
saying  about  the  wife  who  cuts  off 
nose  to  displease  her  husband." 


Patent  Chutzpah 

legal  If  Al  Gore  invented  the  Internet,  Allan 
Konrad  invented  your  ability  to  access  it.  To 
the  companies  Konrad  sues,  this  is  not  funny. 

BY  KRYSTEN  A.CRAWFORD 

ALLAN  M.  KONRAD,  A  COMPUTER  SCIENTIST  AT  THE  UNI- 
versity  of  California  at  Berkeley,  claims  to  own  the  rights  to 
the  way  many  interactive  Web  sites  or  internal  networks 
operate.  And  he's  got  three  patents,  from  between  1996  and  1999, 
that  say  he  does.  His  methods  let  a  computer  user  request  infor- 
mation from  a  Web  site's  server  and 
get  it  back.  Something  like  this  goes 
on  when  you  download  a  Web  page. 

But  now  Konrad  wants  35  of  the 
country's  largest  corporations — includ 
ing  General  Motors,  United  Air  Lines 
and  Hilton  Hotels — to  start  paying 
him  to  use  that  method.  And  as  ab- 
surd as  it  may  seem,  some  are.  It's 
the  latest  example  of  how  dubious 
patents  for  an  idea,  rather  than  a 
physical  invention,  are  being  de- 
ployed to  extract  ransom 
from  companies.  The  stakes 
here — who  owns  the  deliv- 
ery of  Web-based  informa- 
tion— are  huge. 

"Konrad  is  essentially  try- 
ing to  collect  rent  on  the  en- 
tire Internet,"  says  Lee  Van 
Pelt,  a  California  patent  attor- 
ney not  involved  in  the  case. 

Konrad  launched  a  care- 
fully calculated  attack  ear- 
lier this  year  by  filing  a  fed- 
eral patent-infringement 
suit  in  Texas.  (His  patents 


are  known  collectively  as  "Remote  Information  Service 
cess  System  Based  on  a  Client-Server-Service  Model.")  ' 
defendants,  from  Ford  to  Hertz  to  Marriott,  are  mostly  a 
airline  or  hotel  companies  with  big  reservations  systems. 

Why  file  in  Texas?  The  state  has  a  reputation  for  be 
friendly  to  plaintiffs  with  wacky  claims.  And  notice  thai 
sued  corporate  users  of  the  process  but  not  the  obvious 
gets — the  makers  of  interactive  Web  software,  like  Micro: 
or  Sun  Microsystems.  Could  that  be  because  a  Sun  or  a 
crosoft  would  be  motivated  to  fight  back? 

Three  defendants  capitulated  in  the  summer.  Moton 
Boeing  and  Eastman  Kodak  agreed  to  pay  Konrad  an  un< 
closed  licensing  fee,  estimated  at  somewhere  under  $1  n 
lion  each.  Jonathan  Meyer,  senior  intellectual  property  law 
at  Motorola,  said  the  company  doesn't  believe  it  violated 
patents,  but  found  it  cheaper  to  settle.  The  suit  potentially 
fected  hundreds  of  Motorola  Web  and  intranet  sites,  and  K< 
rad  was  demanding  the  computer  code  for  each,  much  o 
confidential  and  expensive  to  gather. 

Web  software  companies  have  a  lot  at  stake  and  h 
counterattacked.  Microsoft,  Netscape  and  Sun  Microsyste 
sued  Konrad  in  California  last  May,  in  an  effort  to  invalid 
the  patents.  Their  claim:  Konrad's  method  was  used  long 
fore  he  filed  his  first  patent  application  in  1993.  Microsoft 
al.  had  another  motivation  for  stepping  in:  Some 
their  customers  had  asked  them  to  pay  legal  f< 
and  any  damages. 

The  remaining  35  corporate  users  of  W 
software  intend  to  fight,  says  lawyer  Kenn 
Adamo,  of  Cleveland-based  Jones,  Day,  Rea 
&  Pogue.  Konrad's  claims  are  simply  t 
broad,  he  says:  "It's  like  he  invented  the  19 
Packard,  and  now  he's  trying  to  say  he  ow 
every  automobile  known  to  God  and  mar 
Konrad's  lawyer,  Richard  Urquhart,  i 
there  are  varied  ways  to  interact  with  a  W 


It's  like  he  invent 
raying  he  owns  eve 


e  1948  Packard,  and  now  he's 
iitomobile  known  to  God  and  man. 
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A  moment  of  inspiration, 
can  happen  anywhere.  Anytime. 
That's  the  whole  reason  for 
products  like  the  Compaq 
Wireless  LAN.  Send  an  e-mail 
while  you're  away  from  your  desk. 
Retrieve  information 
While  you're  in  another  office. 
Wireless  technology  cuts  you  loose. 
And  once  you're  free, 
it's  hard  telling  where  your 
imagination  might  take  you. 

INSPIRATION  COMES  WITH  NO  STRINGS  ATTACHED. 

Something  cool  is  happening. 
We're  moving  beyond 
the  limitations  of 


Information  Technology 

to  something  more  inspiring.; 


Welcome  to  the  new  IT. 
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site,  but  if  companies  want  to  use  methods  that  have  been 
patented,  they  will  have  to  pay. 

These  so-called  software  business-method  patents  are  flour- 
ishing these  days.  The  number  of  applications  for  them  is  ex- 
pected to  double  to  5,000  this  year,  thanks  to  a  favorable  federal 
appeals  court  dec  ision  in  1998.  Naturally,  litigation  is  following. 
Recall  Amazon's  suit,  now  on  appeal,  alleging  that  Barnes  & 


Noble  infringed  its  one-click  patent,  under  which  Amazon  pi 
ports,  in  effect,  to  own  the  very  concept  of  streamlining  an 
ternet  transaction. 

Both  Congress  and  the  patent  office  are  talking  abt 
giving  more  scrutiny  to  sweeping  business-method  patei 
But  Allan  Konrad  has  pocketed  his  bushel  of  money  am 
waiting  for  more. 


Whoops 


careers  These  aren't  just  any  Internet  losers.  They  gave  up  very  nice  jobs  to  go  digital. 


BY  JOANNE  GORDON 

BEHOLD  THE  BIG-COMPANY  EXECUTIVES  WHO  SPENT 
years  climbing  the  corporate  ladder,  then  quit  to  join 
an  Internet  company.  They  were  lured  by  the 
"new  challenge,"  the  chance  to  get  in  on  the 
"ground  floor  of  a  revolution"  and,  oh  yeah:  the 
prospect  of  a  multimillion-dollar  windfall  from 


stock  options.  Their  formerly  envious  peers  are  now  gloatii 
Still,  if  their  egos  hurt,  these  execs  are  hardly  poor.  In  soi 
cases  their  deflated  compensation  package  is  s 
above  their  old  corporate  pay.  And  besid 
the  learning  experience  has  been  worth  it- 
so  most  of  them  tell  us. 


PATTI  HART,  44 

Former  chief  operating  officer  of  Sprint  Long  Dis 
tahce  joined  Telocity— residential  DSL  services— in 
June  1999.  "I  didn't  join  so  I  could  tell  everyone  at  a 
cocktail  party  my  net  worth."  Good  thing,  since 
her  overall  pay  package  is  down  90%,  to  $4.5  mil- 
lion, from  when  Telocity  went  public  in  March. 


j     GEORGE  SHAHEEN,  56 

The  poster  child  for 
'Internet  greed,  he 
j  jumped  ship  from  the  top 

spot  at  Andersen 

Consulting  to  go  to 
!  WebVan  last  September. 
;  Double  whammy:  His 

compensation  package 

has  plummeted  in  value 
ifrom  $285  million  or  so 

when  WebVan  went 

public  last  November 

to  $2.7  million 


ROBERT  ZOLLARS.  43 

Left  Cardinal  Health  in  Dublin,  Ohio  for  Neoforma.com,  online 
health  care  equipment  outfit.  Shortly  after  Neoforma  went 
public  in  January  his  pay  package  amounted  to  $186  mil- 
lion. Now  down  to  $13  million.  Says  he's  not  look^. 
Jng  back.  Cardinal  shares  have 
nearly  doubled  since  the 
offering,  yet  his  pack- 
age is  worth  about  a  third 
more  than  his  old  job's. 


ARUN  SARIN, 45 

Walked  away  from  a 


$630,000  salary  at  Vodafone 


Meanwhile, 
Andersen 
contemplates  a 
stock  offering 
that  could 
make  it  worth 
$25  billion. 


AirTouch  in  April  to  run  online 
portal  InfoSpace.  Got 
$200,000  salary,  along  with 
3.5  million  options  at  an 
exercise  price  near  $70.  Stock 
now  at  $21.  Long-term  thinker 
shrugs  it  off:  "If  six  months  is 
your  horizon  then  you  should  be  a 

''V  ■  &  ,, 

''■>■■•■  mnnpu  manacor 


Sandy  Weill's  private  dining  room— at 
Citigroup  for  same  role  at  Priceline.com. 
"Leaving  was  not  about  money,  it  was  about  a 
new  learning  opportunity."  A  costly 
education:  Since  she  joined  in  February 
Priceline's  stock  is  down  90%  to  $5:  Citigroup 

stock  is  up  29%. 
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How  to  Save  on 
Taxes  and  Make  1 
Greatest  Charitable 
Impact  Possible. 


BENEFITS 


•  Immediate  tax  deduction 

•  No  capital  gains  taxes  on 
gifts  of  long-term  appreci- 
ated stock 


Open  a  Giving  Account SM  with 
the  Fidelity  Charitable  Gift  Fund.5' 


America's  third  largest  public  charity*  offers  you  a  new  way 
to  give  to  your  favorite  causes.  Establish  a  Giving  Account 
with  an  irrevocable  contribution  of  $10,000  or  more  in  cash 
or  stock.  Receive  an  immediate  tax  deduction,  plus  the 
freedom  to  decide  when  you  want  to  recommend  grants  - 
now  or  in  the  future.  And  because  the  assets  in  a  Giving 
Account  have  the  opportunity  to  grow,  there  is  potential  to 
give  more  to  charity  -  and  make  a  greater  charitable  impact. 

SMART  GIVING  makes  a  difference. 


call:  800-682-4438 

www.charitablegift.org 


hroniclc  of  Philanthropy  •  The  Tidciily  Charitable  Gijt  Fund  is  a  puhlie  eharity  and  donor  advised  fund.  Various  Fidelity  companies  pw'vide'Hivestnient 
nagement  and  administrative  sen  ices  to  the  ?Wm£.  ^',e  fidelity  Charitable  Gift  Fund  has  granted-  more  than  SI. 7  billion  to  ch<ajMei  dcgfss  the  US 


As  much  fun  as  you  can  have 
and  still  run  for  office  someday. 


You  are  wrapped  in  pure  roadster  styling.  Senses  alive.  A  mid-mounted  engine  singing  with 
unbridled  joy.  And  the  committees  that  frown  on  such  fun?  They  ride  in  boring  cars,  behind 
tinted  glass.  Veto  them.  The  Boxster.  To  contact  us,  call  1-800-PORSCHE  or  porsche.com. 


OUTFRONT 


Cosmetic       l^~-f(  )  p 
Improvement  """""  — 

R  E  T  A  I  L  I  Victoria's  Secret 


Victoria's  secret: 
Sharen  Turney  wants  to 
improve  image,  sales. 


The  22-year-old  catalog,  a  substitute  for  Playboy 
in  some  dorm  rooms,  will  look  a  tad  more  like  Vogue, 


brought  lacy  underthings  to 
the  masses.  Now  it's  groping 
for  more  class. 

BY  MELANIE  WELLS 

SHAREN  JESTER  TURNEY  RIPS 
through  a  Victoria's  Secret  cata- 
log, criticizing  what  she  sees: 
breasts — spilling  over  the  tops  of  black, 
purple  and  reptile-print  underthings. 
"We  need  to  quit  focusing  on  all  that 
cleavage,"  she  says. 

Fighting  words  from  the  new  chief 
executive  of  Victoria's  Secret  Direct — 
meaning,  the  mail-order  side  of  Victo- 
ria— wants  to  increase  its  appeal  to  an 
upscale  customer  who  now  feels  more 
comfortable  buying  La  Perla  or  Wolford 
lingerie.  That  means  dimming  the 
hooker  looks  in  Victoria's  Secret  cata- 
log. Tight  jeans  and  stilettos?  Not  on 
Turney's  watch.  In  coming  months,  the 
22-year-old  catalog,  a  substitute  for 
Playboy  in  some  dorm  rooms,  will  look 
a  tad  more  like  Vogue.  Turney,  recruited 
from  Neiman  Marcus  Direct,  envisions 


more  of  a  lifestyle  layout,  where  lingerie, 
sleepwear,  clothes  and  cosmetics  appear 
throughout  the  catalog. 

The  upgrade  coincides  with  a  simi- 
lar face-lift  for  many  Victoria's  Secret 
stores,  run  by  Grace  Nichols.  (The  two 
parts  of  the  Victoria's  Secret  business 
together  make  up  two-thirds  of  Inti- 
mate Brands,  a  publicly  traded  affiliate 
of  Leslie  Wexner's  Limited  Inc.)  Stores 
in  urban  markets  will  lose  the  Victo- 
rian bordello  look  they  now  have. 
Light  colors  and  polished  wood  will 
replace  fuschia  walls  and  gilded  fix- 
tures. If  customers  are  too  mesmerized 
by  itty  bitty  thongs  and  padded  bras  to 
notice  the  new  surroundings,  they  may 
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get  a  clue  from  prices,  which  are  creep- 
ing up.  A  few  years  ago  the  average  Vic- 
toria's Secret  Bra  cost  $12.  Now  there 
are  bras  that  cost  $48,  and  Nichols  says 
she  may  introduce  a  $60  bra  in  affluent 
markets. 

Store  revenues  ($2.1  billion  last 
year)  will  increase  14%  in  2000.  Wexner 
brought  Turney  in  six  months  ago  to 
add  similar  sizzle  to  catalog  sales  ($800 
million  last  year),  where  growth  is  sag- 
ging to  5%  this  year  from  16%  in  1995. 
Overall,  the  brand  is  doing  well.  Total 
Victoria's  Secret  sales  will  come  in  at 
$3.3  billion  this  year,  a  14%  increase 
over  1999.  Shares  of  Intimate  Brands 
have  held  up  comparatively  well  in  a 


bad  market  for  retail  stocks. 

What's  missing?  A  little-known  fie 
tious  corporate  muse  called  "Victoric 
Company  executives  conjured  her  i 
when  selecting  clothing,  models  and  1 
cations  for  catalog  shoots.  Custome 
didn't  know  about  Victoria,  but  fi 
years,  boardroom  fantasizing  about  h 
kept  executives  focused.  (According 
the  myth,  she  was  36,  married  to 
lawyer  and  lived  in  London.)  Linger 
and  clothing  in  the  catalog  were  iten 
executives  imagined  that  she  would  we 
while  sipping  make-believe  martinis 
her  imaginary  homes.  Despite  the  uf  1 
scale  push,  company  executives  seem  I 
little  embarrassed  about  Victoria  toda  I 
Perhaps  it's  because  some  of  the  racii  I 
boudoir  garb  that  let  her  dress  like  a  vei  I 
bad  girl  doesn't  fit  the  company's  ne  I 
image.  Sniffs  Turney:  "That's  not  wh;  I 
the  brand  is  about  today."  I  i 


Bob's  got  a  guy  who  knows 
e-mail. 

Gene's  got  a  guy  who  knows 
LANs. 

Alex's  got  a  guy  who  just 
confuses  the  hell  out  of  you. 


scorn 

Simple  sets  you  free. 


Forbes 
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Sun  Microsystems'  servers  have  been  crashing  for  more  than 
a  year.  Sun  has  kept  the  flaw  secret— and  hasn't  yet  fixed  it. 

BY  DANIEL  LYONS 

THE  MYSTERIOUS  GLITCH 
has  been  popping  up 
since  late  last  year.  At  a 
new  Web  company  in  San 
Francisco,  a  telecommu- 
nications company  in  the 
Midwest,  a  Baby  Bell  in 
Atlanta,  an  Internet  domain  registry  on 
the  East  Coast — for  no  apparent  reason, 
high-end  servers  made  by  Sun  Mi- 
crosystems suddenly  crashed. 

It  happens  not  to  all  of  them,  and 
not  all  the  time,  but  enough  to  cause 
problems  for  America  Online,  Ebay  and 

68     FORBES"  November  13,  2000 


dozens  of  other  major  corporate  ac- 
counts, baffling  Sun  engineers  who 
spent  months  trying  to  identify  the 
problem. 

Adding  to  the  mystery  is  Sun's  own 
reticence.  It  has  never  issued  a  warning 
to  its  customers  or  disclosed  the  flaw  to 
new  buyers.  For  months  Sun  told  cus- 
tomers seeking  a  repair  that  they  must 
sign  a  legal  agreement  promising  to 
keep  it  secret.  Many  still  don't  dare 
speak  out.  Even  now  Sun  hasn't  pub- 
lished on  its  main  Web  site  an  official 
explanation  o! 


Sun  says  it  has  finally  figured  « 
what's  wrong.  It  is  an  odd  problem 
volving  stray  cosmic  rays  and  menu 
chips  in  the  flagship  Enterprise  ser 
line,  whose  models  are  priced 
$50,000  to  more  than  $1  million. 
Sun  won't  fix  all  of  the  servers  it  1 
sold;  instead  it  will  make  repairs  wr 
it  deems  them  necessary. 

"We're  dealing  with  this  on  a  o} 
to-one  basis  with  customers  who  h; 
had  a  problem,"  says  John  Shoemal 
the  executive  vice  president  in  charge 
Sun's  high-end  server  business. 


It 

jC 
•r 
■ 
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challenge; 
how  to  win  back  the 
trust  of  his  customers. 
Some  are  mighty  angry. 


When  the  crashes  began  over  a  year 
o,  Sun  believed  the  problem  was 
used  not  by  its  boxes  but  by  some 
w  in  customer  data  centers.  As  the 
onths  went  by  and  shutdowns  kept 
ppening,  customers  began  leaking 
)rd  of  their  predicament.  Gartner 
'oup,  a  research  firm,  put  out  a  bul- 
:in.  Computerworld,  a  trade  publica- 
>n,  ran  a  story  and  editorial  criticizing 
n's  treatment  of  its  customers. 

Suddenly  Sun,  a  bright  star  in  the 
gh-tech  firmament  and  proud  of 
e  power  and  reliability  of  its  prod- 


ucts, finds  itself  taking  heat  both  for 
quality  and  for  what  looks  like  a 
clumsy  cover-up. 

It  is  not  clear  whether  the  snafu  will 
slow  Sun's  momentum.  It  owns  43%  of 
the  $32  billion  market  for  Unix  servers. 
Sun  sales  grew  60%  to  $5  billion  in  the 
third  quarter;  net  soared  85%  to  $510 
million.  But  Wall  Street  won't  brook 
any  disappointments  with  this  stock.  At 
$1 17,  up  70%  since  January,  Sun  shares 
go  for  90  times  this  year's  expected 
earnings. 

Last  November  Verisign  Global 


Registry  Services,  a  domain  name  reg- 
istry, was  down  for  two  hours  after  a 
crucial  Sun  box  crashed.  Verisign  com- 
plained but  got  no  explanation.  Months 
later  an  executive  at  Verisign  ran  across 
the  Gartner  bulletin. 

"I  said  to  Sun,  'My  God,  you  knew 
about  this  problem,  and  you  didn't  tell 
me?  That's  unconscionable,' "  he  says. 
Verisign  still  uses  Sun  for  some  tasks 
but  has  moved  important  systems  onto 
IBM  Unix  servers. 

Earlier  this  year  Sun  stopped  asking 
aggrieved  customers  to  sign  nondisclo- 
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sure  agreements,  Shoemaker  says.  He 
insists  Sun  wanted  only  to  stop  clients 
from  disclosing  secrets  about  Sun's 
products,  not  gag  them  from  discussing 
the  flaw:  "In  retrospect,  I  would  not  do 
it  again." 

Sun's  tepid  response  comes  despite 
the  harsh  lesson  learned  by  Intel  Corp. 
in  late  1994,  when  it  first  played  down 
reports  of  a  bug  in  a  new  Pentium 
chip  and  refused  to  make  a  sweeping 
fix.  Intel  took  a  drubbing,  issued  the 
recall  and  spent  $450  million  making 
things  right. 

Intel's  Pentium  problem,  moreover, 
involved  a  flaw  that  was  mostly  theoret- 
ical; it  was  hard  to  find  a  customer  who 
could  show  that  the  error  affected  any 
computation.  The  Sun  glitch,  by  con- 
trast, has  caused  crashes  at  dozens  of 
customer  sites. 

The  problem  involves  "cache" 
memory  chips,  which  store  for  instant 
access  the  most  frequently  needed  code. 
In  May,  after  months  of  struggling  to 
identify  the  cause,  Sun  discovered  it  had 
been  shipping  servers  whose  cache 
modules  contained  faulty  S-RAM  (static 
random  access  memory)  chips  from  a 
supplier  it  won't  name. 

The  faulty  chips  are  easily  disrupted 
by  stray  radiation,  alpha  particles  or 
cosmic  rays.  The  trouble  occurs  at  the 
bit  level — a  1  turns  into  a  0,  or  vice 
versa.  When  the  computer  detects  an 


IBM  use  error-correcting 
code,  or  ECC,  which  de- 
tects cache  errors  and  re- 
stores bits  that  were 
changed  by  mistake. 

Sun  servers  lack  ECC 
protection.  "Frankly,  we 
just  missed  it.  It's  some- 
thing we  regret  at  this 
point,"  Shoemaker  says. 
Its  next  high-end  servers, 
based  on  a  new  processor 
called  the  UltraSparc  III, 
will  have  ECC  protection; 
they  are  to  debut  in 
mid-2001. 

For  now  Sun  is  racing 
to  deliver  a  new  "mir- 
rored" cache  to  replace 
defective  modules  in  the 
field,    although  only 
where  needed.  The  mirrored  cache  has 
two  modules.  If  one  fails,  the  other 
backs  it  up.  The  new  modules  begin 
shipping  this  month.  Sun  will  install 
them,  free,  for  customers  whose  ma- 
chines have  crashed.  In  the  meantime 
some  customers  have  fixed  the  problem 
by  installing  special  software  that  can 
find  and  correct  memory  errors. 

At  BellSouth  Technology  Service 
Sun  has  already  replaced  modules  on 
servers  that  crashed,  says  Richard  Lid- 
dell,  a  BellSouth  vice  president.  But  a 
dot-com  in  San  Francisco  has  been 


Bug  Bites 


Sooner  or  later  nearly  every  computer  company  sul 
fers  a  glitch.  Sometimes  the  price  is  a  black  ey* 
Sometimes  it's  a  lot  more  than  that.  A  look  at  som 
famous  fiascos: 

INTEL  In  1994  Intel  relented  under  pressure  an 
replaced  flawed  Pentium  processors.  The  chip 
contained  an  error  that  could  have  caused  them  1 
make  mathematical  mistakes.  Cost:  $450  million. 
APPLE  In  1995  Apple  Computer  recalled  Powei 
book  5300  laptops  after  some  units  burst  inl 
flames.  A  lithium  ion  battery  was  overheating.  On 
1,000  units  had  been  shipped. 
TOSHIBA  In  1999  Toshiba  settled  a  lawsuit  alles 
ing  that  the  company  sold  5  million  defective  lap 
tops.  Culprit  was  a  semiconductor  for  controllin 
floppy  drives.  Cost:  $2.1  billion. 


1 

i 


quential  data  loss  from  a  crash,  one  Su 
customer  claims  to  have  spent  $3  mi 
lion  trying  to  diagnose  and  fix  th 
problem,  according  to  Gartner  Group 
News  of  the  glitch,  which  has  sprea 
over  online  forums,  has  set  other  Su 
clients  on  edge.  "We're  all  living  in  fea 
of  this,"  says  a  Webmaster  at  a  dot-col 
that  uses  Sun. 

Shoemaker  says  Sun  has  spent  ter 
of  millions  of  dollars  on  the  problei 
and  put  in  coundess  hours  individual 
briefing  customers  all  over  the  worl 
Every  Monday,  Wednesday  and  Frid< 
Shoemaker  reviews  the  late 
"red  alerts"  with  Sun  Pres 
dent  Edward  Zander  an 

you  didn't  tell  me?  That's  unconscionable.'"  Nealy  to  assess  the  damage. 

Right  now  Sun  has  com 


"I  said,  'My  God,  you  knew  about  this,  and 


error  in  memory,  it  shuts  down  and  re- 
boots itself.  High  altitude,  high  temper- 
atures and  other  factors  can  contribute 
to  the  problem. 

"You  can  run  tests  for  a  long  time, 
and  the  problem  doesn't  happen.  Then 
you  put  the  machine  back  into  its  envi- 
ronment and  you  get  the  problem.  It 
took  us  months  just  to  figure  out  what 
was  going  on,"  says  Shoemaker. 

Engineers  have  long  known  that 
memory  chips  can  be  disrupted  by  ra- 
diation and  other  environmental  fac- 
tors. That  is  why  Hewlett-Packard  and 


waiting  weeks  for  a  repair.  It  bought  a 
Sun  6500  server  to  run  the  database 
that  is  core  to  its  business.  The  server 
crashed  and  rebooted  four  times  over  a 
few  months. 

"It's  ridiculous.  I've  got  a  $300,000 
server  that  doesn't  work.  The  thing 
should  be  bulletproof,"  says  the  firm's 
president. 

A  major  telecommunications  com- 
pany endured  repeated  crashes  on  Sun 
servers.  It  recently  committed  to  buy  its 
next  batch  of  Un  vers  from  HP. 
While  no  one  has  reported  a  conse- 


piled  a  list  of  customers  who  nee 
cache  replacements.  Clients  will  have  1 
be  patient.  "We're  a  few  months  aw£ 
from  working  our  way  out  of  th 
thing,"  Shoemaker  says. 

But  Sun's  simmering  image  pro! 
lem  could  heat  up  if  a  really  high-prc 
file  crash  or  two  occurs  in  comir 
months.  Lawyers  at  Milberg,  Weiss,  tl 
San  Diego  firm  notorious  for  shan 
holder  suits,  are  ready  to  pounce  on  ar 
stock  price  drop. 

Some  things  are  best  not  swej 
under  rugs. 


■ 
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{epair  Man 

Alec  Gores  a  turnaround 
jniusorthe  Greater  Fool 
leory  personified?  His 
jquisition  of  Mattel's 
oubled  Learning  Co.  may 
lswerthe  question. 


KELLY  BARRON 

IECENT  BUSINESS  HISTORY  HAS 
seen  some  colossal  blunders — 
Quaker  Oats  and  Snapple, 
New  Coke,  AT&T  and  NCR — 
but  Mattel's  $3.5  billion  acqui- 
on  of  the  Learning  Co.  is  in  a  cate- 
y  by  itself.  The  acquisition  drove 
'bie's  owner  into  a  moneylosing  tail- 
n,  sank  the  stock  and  cost  celebrity 
ef  executive  Jill  Barad  her  job. 
Adding  to  shareholder  injury,  Mattel 
aid  to  have  let  slip  a  $400  million  bid 
the  ailing  division  from  Vivendi- 
ned  software  maker  Havas.  Instead, 
ping  Mattel  wound  up  handing  over 
business  in  September  for  no  money 
vn  and  an  undisclosed  amount  of 
ture  consideration."  To  pay  for  the 
Allege,  Mattel  swallowed  a  $440  mil- 
l  aftertax  loss  and  is  still  on  the  hook 
$200  million  in  debt. 
"I'm  overly  confident,"  boasts  Alec 
res,  47,  whose  Gores  Technology 
)up  inherited  the  mess.  Reclining  in 
overstuffed  leather  chair  in  his  west 
:  Angeles  office,  Gores  predicts  he  will 
ninate  the  Learning  Co.'s  $1  million- 
lay  losses  and  make  it  profitable 
hin  six  months. 

"It's  too  scary  for  most  people," 
res  says.  "They  have  no  clue  how  to 
in  it  up.  It  didn't  scare  me."  To  pay 
the  turnaround,  he's  borrowing 
10  million  from  Foothill  Capital  and 
pping  in  another  $20  million  of  his 
n  money. 

Gores  claims  he  didn't  know  who  Jill 
•ad  was  until  he  looked  into  buying 
Learning  Co.,  famed  for  its  Carmen 
idiego  software  series.  Asked  for  his 


ultimate  rescue  plan,  he 
nonchalantly  shrugs:  "I 
don't  know  enough  about 
the  company  yet."  He  had 
to  get  his  personal  chef  to 
show  him  how  to  play  the 
Learning  Co.'s  classic 
game,  Myst. 

Under  Mattel,  the 
Learning  Co.'s  software 
sales  fell  for  1 1  consecutive 
months.  Too  many  home 
computer  users  have  moved 
on  from  CD-ROMs  to  the 
Internet.  To  goose  sales,  Mattel  dropped 
the  average  price  of  the  Learning  Co.  soft- 
ware 30%  to  just  $15  over  the  past  year, 
but  unit  sales  continue  to  plummet,  while 
software  development  has  slowed  to  a 
trickle.  "They  are  becoming  a  bin  product 
offering  at  retail,"  says  Roger  Lanctot,  se- 
nior director  of  research  for  PC  Data  in 


Reston,  Va.  At  least  Mattel  could  muscle 
its  way  onto  shelves  with  its  famous 
brands.  Lacking  that  advantage,  Gores 
may  be  lucky  to  extract  two-thirds  of  the 
Learning  Co.'s  previous  $750  million  a 
year  revenue. 

He  has  one  thing  going  for  him:  Un- 
like Barad,  who  was  suckered  by  the 
promise  of  synergies  between  the  soft- 
ware company  and  Mattel's  aging  toy 
brands,  Gores  is  strictly  a  numbers  guy. 
Since  1992  he  has  done  35  deals  worth 
more  than  $1  billion  with  obscure  tech- 
nology outfits  that  include  such  curiosi- 


ties as  Infinium  Financ 
Graftek.  Gores  coi 
itably  sold  12  of  them,  re< 
ing  software  consulting  firm  Artemis 
Management  Systems,  for  which  i  • 
$1  million  in  1997,  to  Finnish  Internet 
company  Proha  for  $50  million.  Other 
than  now,  the  only  time  Gores  has  gotten 
any  ink  was  last  year,  when  he  unsuc- 
cessfully sought  to  purchase  ailing  Cray 
Research  from  Silicon  Graphics. 

Gores  earned  his  business  skills  the 
hard  way.  The  eldest  of  six  children,  he 
immigrated  to  Michigan  from  Israel  as  a 
teenager  in  1968  and  worked  in  his 
uncle's  supermarket,  bagging  groceries. 
After  a  computer  science  degree  from 
Western  Michigan  University  and  a  short 
stint  as  a  systems  programmer  at  General 
Motors,  he  launched  a  computer  distrib- 
utorship in  his  father's  basement.  He  later 
moved  to  Los  Angeles,  following  brother 
Sam,  who  runs  the  Par- 
adigm Hollywood  tal- 
ent agency,  which  rep- 
resents Andy  Garcia 
and  Billy  Baldwin. 

After  an  unsuccess- 
ful effort  to  buy  back 
his  computer  business 
from  a  bumbling  new 
owner,  Gores  became 
inspired  to  buy  broken 
companies  from  larger 
outfits  and  fix  them.  In 
the  Learning  Co.  he 
saw  an  organization 
suffering  from  back-of- 
fice duplications  from 
a  dozen  unconsoli- 
dated acquisitions.  If 
nothing  else  works, 
Gores  could  just  sell  off 
the  pieces. 

He's  got  his  work  cut 
out  for  him.  Even  Gores' 
younger  brother  Tom  T.,  who  owns  Los 
Angeles  buyout  firm  Platinum  Equity 
and — at  the  time  unbeknownst  to  his 
brother — also  bid  on  the  Learning  Co.,  is 
daunted  by  the  task.  Says  Tom  Gores: 
"There  could  be  an  opportunity,  but  it's 
a  question  of  whether  it's  worth  it." 

Smiles  his  big  brothe;  :  'I  work  best 
when  I'm  in  a  corner."  F 


Learning 
experience: 
Gores  meets 
Reader  Rabbit 
and  Penelope. 
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Dancing  With  Chavez 

Venezuela's  power-hungry  president  scares  off  U.S.  investors. 
So  why  did  booming  electricity  firm  AES  dive  in  deep? 


BY  KERRY  A.  DOLAN 

AFTER  VENEZUELANS  ELECTED 
revolutionary  Lieutenant 
Colonel  Hugo  Chavez  presi- 
dent in  December  1998,  foreign 
investment  in  the  country  fell  nearly 
40%,  to  $2.7  billion  the  following  year. 
Given  Chavez's  campaign  threats  to  de- 
fault on  Venezuela's  $22  billion  of  for- 
eign debt,  slow  down  privatization  of 
state  industries  and  exercise  more  con- 
trol over  the  state-owned  oil  company, 
the  dropoff  was  no  surprise. 

The  more  perplexing  response 
came  from  U.S.  electricity-generating 
firm  AES.  In  late  April  the  Arlington, 
Va. -based  highflier  (FORBES,  Nov.  2, 
1998)  launched  an  intense  seven-week 
battle  for  control  of  C.A.  La  Electrici- 
dad  de  Caracas,  or  EDC,  Venezuela's 
largest  publicly  traded  utility. 

AES  declared  victory  in  mid-June, 
but  at  a  price.  In  its  first-ever  hostile 
takeover  the  multinational  spent  $1.66 

Power  meets  the  people: 
Venezuela's  Hugo  Chavez. 


billion  for  87%  of  EDC  stock.  It  had 
originally  planned  to  spend  $870  mil- 
lion for  a  51%  stake. 

Sure,  at  half  book  value,  the  EDC 
purchase  looks  like  a  steal.  But  it  was 
cheap  for  a  reason.  Thank  Venezuelan 
political  and  economic  risks,  starting 
with  the  unpredictable,  populist 
Chavez.  Since  his  inauguration  he's 
written  a  letter  of  solidarity  to  jailed 
terrorist  Carlos  the  Jackal,  paid  a  visit  to 
Iraqi  President  Saddam  Hussein  and 
pushed  through  an  overhaul  of 
Venezuela's  constitution,  judiciary  and 
congress.  "Chavez  dismantled  the 
country's  thin  political  institutions  in 
order  to  replace  them  with  autocratic 
rule,"  explains  Walter  Molano,  chief  of 
research  at  BCP  Securities  in  Green- 
wich, Conn.  Chavez  has  also  asked  the 
National  Assembly  for  the  power  to 
make  a  range  of  laws  without  consult- 
ing it.  He's  likely  to  get  what  he  wants, 
since  his  party  controls  the  Assembly. 

The  president's  Marxist  rhetoric 
has  mellowed  since  he  took  office, 
though  not  completely.  In  a  long- 
winded  speech  opening  the  late  Sep- 
tember OPEC  leaders'  summit  in  Cara- 


cas, Chavez  mouthed  off  about  cha 
lenging  "the  economic  dictatorship  i 
the  world."  He  clearly  wasn't  referrii 
to  fellow  oil  cartel  members. 

Venezuela  is  a  mess.  Of  the  coui 
try's  24  million  people,  85%  live  i 
poverty.  Last  year  the  economy,  tl 
fourth-largest  in  Latin  America,  coi 
tracted  7.2%.  Thanks  to  an  expecte 
$25  billion  in  oil  revenues,  it  shoul 
grow  just  under  3%  this  year.  Still,  pe 
pie  and  capital  alike  are  fleeing.  Inte 
national  moving  companies  in  Caraa 
can't  keep  up  with  the  demand  as  loca 
and  expats  depart  for  economic  an 
personal-safety  reasons.  Eli  Lilly  close 
down  a  manufacturing  plant  in  th 
country  in  1998.  The  Honda  assembl 
plant  outside  Caracas  shut  down  i 
September.  And  the  overvalued  bol 
var,  the  local  currency,  has  helped  ushe 


n  the  mad  rush  to  put  your  business  on  the  Internet, 
)n't  leave  the  rest  of  your  company  behind. 


Jl   Business  realities  demand  you  move  from  bricks  and  mortar  to  clicks  and  servers.  Fiscal  realities  demand 

-company  jj 

1^  you  take  the  existing  infrastructure  with  you.  And  you  know  what  your  reality  demands.  We  have  a  solution, 
e  Sybase,  a  world  leader  in  Enterprise  Portal  solutions  for  e-Business.  Our  Enterprise  Event  Broker  can  connect  your 
ing  enterprise  applications  to  your  new  e-Business  applications.  And  to  maximize  application  availability,  if  the  need 

is,  our  Adaptive  Server  Enterprise  software  seamlessly  transfers  your  customers  to  a  fully  jPEge 

Uli  W\  A 

tional  backup  server.  Call  1-800  "  SYBASE.  Or  go  to  www.sybase.com/portal.  We'll  help  gp|  j[  £}l\^J^j 
bring  your  whole  company  to  the  NeL  And  the  only  thing  left  behind  will  be  your  competition.    Information  Anywhere 

Sybase.  Inc.  All  nghts  reserved.  All  trademarks  are  the  pr    ert>  4  their  respective  owners. 


VENEZUE 

out  $3.6  billion  in  capital  this  year.  "The 
cash  flow  from  businesses  is  not  being 
reinvested,"  sighs  Orlando  Ochoa,  an 
economic  consultant  in  Caracas.  "Peo- 
ple would  rather  invest  in  a  currency 
other  than  bolivars." 

But  AES,  the  world's  largest  private 
generator  of  electricity,  is  sanguine 
about  an  acquisition  that  will  add  10% 
to  its  expected  $7.2  billion  in  revenues. 
Its  experience  running  electric-genera- 
tion plants  in  places  like  Kazakhstan, 
China  and  Pakistan  certainly  helps.  "I'd 
say  on  balance  Venezuela  is  a  pretty 
good  country,"  says  Paul  Hanrahan, 
president  of  AES  Americas  and  a  key  ne- 
gotiator in  the  EDC  takeover.  AES  took  a 
look  and  decided  that  the  Venezuelan 
electricity  sector,  at  least,  was  set  up  in  a 
rational  way.  So  in  late  April  Hanrahan 
and  AES  Chief  Executive  Dennis  Bakke 
met  with  Chavez  to  explain  their  inten- 
tions. "He  was  pleased  that  we  wanted  to 
invest  in  Venezuela,"  recalls  Hanrahan. 
"He  also  made  it  clear  that  this  really 
wasn't  a  matter  for  the  government,  that 
it  was  a  private-sector  transaction." 

Chavez's  representatives  won't  com- 
ment on  the  record,  but  the  president 
had  a  stake  in  letting  capital  markets 
work  in  this  case:  He  detested  the  local 
business  elite  that  ran  EDC,  and  he  rel- 
ished the  rare  prospect  of  new  invest- 
ment— especially  foreign  investment — 
coming  into  a  vital  sector. 

Kissing  up  to  Venezuela's  energy 
minister  and  the  country's  head  stock 


market  regulator  didn't  hurt  the  Amer- 
icans either.  "Basically,  AES  removed  the 
political  factor  from  the  equation," 
quips  Jose  Roberto  Vazquez,  an  analyst 
at  BBO  Servicios  Financieros  in  Caracas. 

But  the  EDC  managers  fought  back 
on  a  global  scale,  taking  a  9.9%  stake  in 
Florida  Public  Utilities  in  the  hopes  of 
thwarting  AES  with  the  rule  that  requires 
federal  supervision  of  multistate  utility 
holding  companies.  That  didn't  work, 
nor  did  a  foray  in  the  Venezuelan  courts, 
where,  says  Hanrahan,  "We  were  dealt 
with  quickly  and  fairly."  The  EDC  man- 
agers ultimately  were  mollified. 

AES  still  faces  plenty  of  challenges. 
This  year  the  Venezuelan  unit  will  take  a 
$90  million  hit  to  operating  income  in 
order  to  grant  about  half  its  5,000  em- 
ployees voluntary  early  retirement  pack- 
ages. It's  also  in  the  process  of  trying  to 
unload  a  moneylosing  electricity  distri- 
bution company  in  Colombia.  And  it 
will  soon  turn  to  divesting  about  a 
dozen  noncore  businesses  that  came 
with  the  purchase,  ranging  from  a 
Brink's-like  secure  transport  company 
to  a  transformer  repair  business. 

Outright  expropriation  of  AES'  as- 
sets is  unlikely,  given  the  country's  des- 
perate need  for  infrastructure  invest- 
ment. But  expropriation  can  take  many 
forms  and  arguably,  with  electric  com- 
panies, one  way  is  rate  regulation.  To 
date,  under  the  Chavez  administration 
rates  have  lagged  inflation.  "It  looks  like 
AES  is  making  the  bet  that  Venezuela's 


Ready  for  the 
risk:  AES  Chief 
Dennis  Bakke. 


need  to  privatize  other  plants — at  least 
in  the  short  term — will  protect  them 
from  damaging  regulatory  changes* 
says  Merrill  Lynch  analyst  Jonathan 
Arnold.  But  even  before  Chavez, 
Venezuela  liked  to  take  a  piece  of  the  for- 
eigners' hide.  Royal  Dutch/Shell  and 
Exxon  were  expelled  when  Venezuela 
nationalized  its  oil  industry  in  1975. 
Exxon  received  $512  million  in  com- 
pensation-a  reported  $90  million  less 
than  the  book  value  of  its  assets.  AES  has 
registered  to  purchase  political  risk  in- 
surance from  the  U.S.  government  en- 
tity that  subsidizes  it,  the  Overseas  Pri 
vate  Investment  Corp. 

If  the  experience  of  phone  monop 
oly  Compania  Anonima  Nacional  de 
Telefonos  Venezuela,  known  as  CanTV,  is 
any  example,  AES  should  expect  some 
tension  with  the  government.  Three 
times  in  the  past  five  years  the  country's 
telecom  regulator  has  denied  CanTV 
which  is  27%-owned  by  Verizon  Com- 
munications— tariff  increases  to  keep 
pace  with  inflation,  as  allowed  in  the 
phone  concession.  And  the  government^ 
which  will  soon  bust  up  the  fixed-lint 
monopoly,  doesn't  usually  pay  its  bills 
on  time.  (A  Verizon  spokesman  diplo 
matically  says  the  company  is  pleased 
with  its  CanTV  investment.) 

To  be  sure,  utility  investments  ar« 
dicey  even  in  the  most  stable  of  democ 
racies.  Electricity  producer  Southern 
Energy  decided  to  sell  its  electric  supplj 
business  in  Britain  last  year,  after  Prim« 
Minister  Tony  Blair  kept  a  campaign 
promise  to  impose  a  windfall  profits  taj 
on  utilities.  Two  years'  worth  of  South 
ern's  U.K.  earnings  were  eaten  up. 

Sometimes  a  U.S.  swashbuckler  cai 
do  okay  playing  ball  with  a  tyrant.  Oscai 
Wyatt's  Coastal  Corp.  seemed  to  hav< 
made  out  well  in  an  oil  deal  with  Libya' 
Qaddafi — and  nearly  did  with  Iraq' 
Hussein  until  the  Gulf  war  got  in  thj 
way.  Of  course,  that  always  means  liv 
ing  on  the  razor's  edge.  Says  Dieg< 
Arria,  a  former  Venezuelan  ambassado 
to  the  United  Nations:  "The  governmen 
would  never  admit  it,  but  it  prefers  for 
eign  investors  to  locals  because  it  be 
lieves  it  can  control  them.  And  the 
don't  get  involved  in  politics." 


Around  the  world,  the  future  of  Visual 
technology  looks  bright  with  ViewSonic 


Welcome  to  the  Visual  Revolution1." 

We  have  entered  the  new  information 
economy.  Where  demand  for  niched 
content,  e-commerce,  business 
information  and  entertainment  will 
be  supplied  through  a  variety  of 
visual  and  communication  products 
and  services  from  ViewSonic. 

ViewSonic  is  leading  the  visual 
technology  revolution  with  OptiSync™ 
digital  displays  and  networked 
internet  appliances  designed  for  B2B 
and  B2C  commerce.  Look  for  our  lat- 
est display  technology  and  Internet 
appliances  designed  to  deliver  the 
ultimate  visual  communications 
experience  across  the  world  wide  web. 

ViewSonic,  the  #1  best  selling 
monitor  and  display  company  in  the 
USA*  is  working  hard  to  lead  the 
visual  technology  revolution  in  the 
information  economy.  Welcome  to 
the  Visual  Revolution?' 

For  more  information  visit: 
www.ViewSonic.com 
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WE  HELP  YOU  INVEST  RESPONSIBLY5" 


FIDELITY  RETIREMENT 
INCOME  PLANNING 


"Experts  agree  that  once  you  retire,  you'll  still 
need  60%-80%  of  your  pre-retirement  salary. 
Social  Security  or  pensions  won't  even  make  up 
half  of  that*  That  means  you  need  to  determine 
where  the  rest  of  your  retirement 
income  will  come  from  for  the  next  fk 
20  years  or  more  Fidelity  Retirement 
Income  Planning  will  help  you  assess 
how  a  Rollover  and  other  investments 


work  toward 


youi 


tirement  goals." 
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Mr.  Gomez-Ibanez  is  a  Fidelity  customer  and  was  compensated. 

All  statistics  sourced  from  Social  Security  Administration,  1998.  Fidelity  Broker. 
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emember  the  game  show  "Let's  Make 
A  Deal?"  Beautiful,  blond  Carol  Merrill 


lous  prize,  behind  another  is  something 


door,  a  dud. 

Retirement  planning  is  not  unlike  play- 
ing "Let's  Make  A  Deal."  Make  astute 

_    _   _l      l_   _  l_  «  _  _l       _l   ._  .  I   


cnoices  ana  Denina  aoor  numoer  one 
you'll  find  the  retirement  you've  dreamed 
of:  summers  on  an  island  in  Maine,  winters 
golfing  or  fishing  in  Southern  California,  plenty 
of  time  to  travel  the  world  or  do  volunteer  or 
consulting  work  in  between. 

Make  discerning  decisions  now  to  guaran 


what  you're  worth),  401(k),  IRAs  and 
other  clearly  marked  retirement  funds. 
Make  sure  you  add  all  the  stocks, 
bonds  and  mutual  funds  that  aren't  in 
tax-deferred  savings  but  that  you  plan 
to  use  in  retirement. 

Do  you  have  stock  options? 
Because  you'll  probably  cash  them  in 
before  retirement,  count  them  only  if 
you're  sure  you'll  use  them  for  retire- 
ment and  not  for  another  purpose,  like 
your  child's  education.  And  while  you 
can  now  shelter  up  to  $500,000  in 
capital  gains  from  the  sale  of  your  pri- 
mary residence,  don't  count  your 
home  as  an  asset  unless  you're  sure 
you're  not  going  to  be  living  there. 

Finally,  although  the  brouhaha  about 
Social  Security  has  had  investors 
alarmed  for  the  past  few  years  about 
eventually  receiving  benefits,  some 
financial  advisers  are  becoming  cau- 
tiously optimistic  about  the  possibility. 


Make  passable  choices  and  one  of 
the  other  doors  opens  to  an  average 
retirement  —  one  where  you  don't  get 
to  do  everything  you  want,  but  you're 
satisfied.  Make  unwise  choices  and 
you're  stuck  with  what's  behind  door 
No.  3  —  a  retirement  where  you  com- 
pletely run  out  of  money  13  years  into 
retirement. 

Everyone,  of  course,  wants  the  door 
where  the  audience  cheers  with  relief 
when  Carol  Merrill  opens  it  to  reveal 
the  fabulous  prize  within.  But  retire- 
ment planning  shouldn't  revolve 
around  lucky  choices  —  you  need  to 
make  discerning  decisions  now  to 


guarantee  the  right  door  opens  for  you 
in  the  years  ahead. 

Where  Are  You  Now? 

Obviously,  you  need  to  see  where  you 
currently  stand  before  you  can  plan 
where  you  are  going.  Using  financial 
planning  software  like  Quicken  or 
online  programs  like  www.DirectAd 
vice.com  can  make  this  job  easier. 
Most  financial  service  companies  also 
offer  these  kinds  of  services  on  their 
Web  sites.  To  see  what  you've  accu- 
mulated, calculate  what  you've  saved 
in  your  pension  (if  your  company  pro- 
vides one,  ask  your  benefits  officer 


Some  of  you  may  already  have 
received  a  mailing  from  the  Social  Secu- 
rity office  about  your  projected  Social 
Security  benefits,  but  if  you  haven't,  you 
can  log  on  to  www.ssa.gov  to  request 
one,  or  phone  1-800-772-1213. 

Setting  Your  Goals 

Deciding  how  much  money  you  need 
for.those  years  when  you'll  be  sailing 
across  the  Mediterranean  means 
something  different  for  everyone.  Many 
factors  impact  this  decision,  from  how 
you  live  now,  your  projected  health  and 
whether  or  not  you  want  to  retire  early. 
Retirement  used  to  mean  you 


\  needed  only  70%  to  80%  of  your  work- 
ing income,  but  that  figure  has  changed 
over  the  years  as  the  idea  of  retire- 
ment itself  has  changed.  "People  are 
retiring  earlier  and  living  longer,"  says 
Todd  M.  Cleary,  director,  T.  Rowe  Price 
Financial  Planning  Services.  "More  and 
more  people  are  retiring  in  their  mid- 
50s,"  he  says.  "The  extended  bull 
market  has  people  scratching  their 
heads.  They  say  'I  never  thought  I'd 
have  this  kind  of  money.  Can  I  retire? 
Help  me  out.'" 

To  retire  earlier,  Cleary  says, 
investors  must  take  a  comprehensive 
look  at  their  lifestyle.  What  can  you 
afford9  "The  earlier  you  retire,  the 
wider  the  gap  between  when  income 
sources  like  a  pension  or  Social  Secu- 
rity start.  That  means  a  greater 
reliance  on  savings."  The  income  you 
choose  to  take  from  your  savings, 
Cleary  says,  becomes  a  critical  factor 


Unfortunately,  he  stresses,  this 
approach  isn't  a  reliable  starting  point 
if  you're  planning  for  lifetime  retirement 
income.  "Until  a  few  years  ago,"  Cleary 
says,  "all  retirement  planning  analysis 
was  done  with  one  average  rate  of 
return  —  usually  8%.  But  the  rate  of 
return  is  not  always  average.  In  fact, 
it's  never  average." 

It  is  the  sequence  of  returns,  Cleary 
stresses,  that  make  up  the  average 
while  you're  saving,  and  while  you  are 
spending  what  you've  saved.  At  times 
it  can  be  better  than  average,  and  at 
times  it  can  be  worse.  Because  of 
this,  T.  Rowe  Price  Associates  Retire- 
ment Income  Manager  uses  a  "Monte 
Carlo"  approach  to  calculating  the 
ways  future  markets  could  play  out. 

"We  use  computer  modeling  to  look 
at  500  scenarios  of  possible  invest- 
ment performance  for  our  clients," 
says  Cleary.  "Each  scenario  considers 


right  door  opens  for  you  in  the  years  ahead. 


in  what  could  be  a  30-  to  40-year 
period  in  retirement. 

How  Much  Income  Can  You  Take? 

Calculations  can  help  you  form  a  reli- 
able estimate  of  how  much  retirement 
income  you'll  need,  how  much  you  can 
depend  on  from  other  sources  like 
Social  Security  and  pensions,  what  you 
need  to  save  in  total  and  what  you 
need  to  start  putting  away  right  now  to 
meet  your  goals. 

"You  can  make  this  decision  the  way 
a  lot  of  people  do,"  says  Cleary.  Add  up 
your  retirement  assets,  project  an  aver- 
age rate  of  return  and  be  done  with  it." 


returns  on  a  monthly  —  not  an  annual 
—  basis.  Our  analysis  also  factors  in 
annual  inflation,  a  tax-smart  income 
withdrawal  strategy,  a  mix  of  invest- 
ment products  and  other  financial 
planning  principles  ignored  by  most 
shorthand  planning  methods." 

Cleary  also  believes  it  is  important 
to  weigh  the  many,  often-competing 
goals  you  have  for  your  money.  "You 
need  to  develop  a  realistic  income 
strategy  that  best  fits  the  combination 
of  your  priorities,"  he  says,  "and  this 
typically  involves  some  key  trade-offs 
as  you  begin  to  understand  what  drives 
your  long-term  financial  security." 


What's  Behind  Door  No.  3? 

While  we  have  been  enjoying  a  bull 
market  for  more  than  a  decade  now, 
that  hasn't  always  been  the  case.  Con- 
sider this  grim  scenario:  Someone  who 
retired  at  the  end  of  1968  with 
$250,000  in  savings,  for  instance,  who 
decided  to  take  only  $20,000  (8%  of 
initial  assets)  for  annual  income,  was 
out  of  money  just  13  years  into  his  or 
her  retirement  because  of  the  bear 
market  of  1973-74.  "The  average  over 
the  30  years  from  1968  to  1998  was 
11.7%,"  says  Cleary.  "But  the  bear 
market  did  that  investor  in." 

Investors  may  need  to  be  a  bit  more 
conservative  at  the  beginning  of  their 
retirement  than  they  thought  they 
would,  says  Cleary.  "Start  out  being 
less  aggressive.  If  the  bull  market  con- 
tinues for  the  next  few  years,  then  give 


yourself  a  raise.  One  of  the  biggest 
mistakes  people  make  is  starting  out 
aggressively  and  drawing  out  too  much 
money  at  first." 

Cleary  also  notes  that  although  you 
save  for  retirement  while  you  are  work- 
ing, you  must  continue  to  save  once 
you  have  stopped.  "We  look  at  accu- 
mulating and  spending  what  you've 
accumulated  as  two  different  phases," 
he  says.  "You  need  different  strategies 
for  each  phase.  You're  in  a  different 
mind-set  once  you've  begun  to  spend 
down  your  savings." 
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Planning  issues  surface  at  the  time 
of  retirement  that  investors  did  not  nec- 
essarily need  to  focus  on  before.  "The 
minimum  distribution  age  becomes  an 
issue,"  Cleary  points  out,  "as  does 
estate  planning  and  the  tax  issues  that 
loom  large  around  those  issues." 

While  Cleary  notes  the  differences 
between  the  two  phases  of  accumula- 
tion and  distribution,  he  also  clarifies 
that  they  are  both  part  of  a  lifetime 
spending  plan.  "Investors  need  to  be 
aware  of  their  lifestyles  and  what  they 
can  and  need  to  save.  They  need  to 
realize  that  they  are  not  spending  dol- 
lars now  so  that  they  can  spend  them 
later.  It's  important  to  be  realistic  about 
your  spending  patterns." 

Can  You  Retire  Early? 

If  you  are  planning  on  taking  an  early 
retirement,  there  are  a  lot  of  issues 
that  need  to  be  factored  into  the  usual 
retirement  savings  mix.  The  Motley  Fool 
Web  site  (www.fool.com)  is  an  interest- 
ing and  popular  place  for  those  push- 
ing for  early  retirement.  IRAs,  health 
insurance,  mutual  funds  and  investing 
during  retirement  are  just  some  of  the 
topics  participants  engage  in. 

Being  Realistic 

Obviously,  you  need  to  ascertain  the 
amount  you'll  need  to  be  sure  that  you 
won't  run  out  of  money  no  matter  how 
early  you  plan  to  retire.  Some  experts 
advise  that  your  nest  egg  must  be  big 
enough  so  that  you  consume  no  more 
than  4%  of  it  annually,  assuming  an 
•annual  inflation  rate  of  3%  and  an  aver- 
age 7%  annual  after-tax  return.  This 
means  that  you'll  be  living  off  your 
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Value  of  a  $10,000  Investment  (through  12/31/98) 


Invested 

Money  Market  Funds 
Insured  CDs 
Govt.  &  Corp.  Bonds 
Common  Stock 


10  years  ago 

$16,701 
$17,377 
$24,411 
$57,663 


§  Annual  Rates  of  Return  (through  1998) 

1 

|  Invested  10  years  ago 

§  Money  Market  Funds  5.26% 

|  Insured  CDs  5.68% 

as 

I  Govt.  &  Corp.  Bonds  9.33% 


I  Common  Stock 


20  years  ago 

$42,638 
$45,354 
$69,376 
$257,525 


20  years  ago 

7.52%  '  . 
7.85% 
10.17% 


17.64% 


tribution  channels,  giving  them 
the  freedom  to  choose  the  option 
that  best  suits  their  individual 
needs. 

"In  fact,  three  out  of  four  Amer- 
icans don't  have  a  financial  plan," 
he  adds.  "That's  why  we  created 
IHateFinancial  Planning.com  (IHFP). 
We  have  identified  three  con- 
sumer problems  that  lead  poten- 
tial investors  to  hate  financial 
planning.  Thirty-six  percent  of 
Americans  don't  know  how  to  get 
started.  They  cited  that  reason 
as  the  primary  roadblock  to  cre- 
ating a  financial  plan." 

Another  15%  of  Americans 
don't  know  whom  to  trust.  And 
14%,  says  Schuldt,  said  the  cur- 


IHI 

I 
I 

I 


U.S.  Treasury  bonds  are  the  safest,  most  li 


interest,  dividends  and  capital  gains. 
Keeping  in  mind  what  T.  Rowe  Price's 
Cleary  says  about  using  Monte  Carlo 
simulations  to  help  understand  your 
monetary  needs,  the  next  step  is  to 
form  a  strategy. 

Accessing  T.  Rowe  Price's  Web  site 
(www.troweprice.com)  allows  you  to 
work  with  some  of  the  company's  plan- 
ning tools  that  can  help  you  devise  a 
retirement  strategy.  Check  out  their 
Retirement  Income  Calculator  for  help 
with  retirement  planning.  The  T.  Rowe 
Price  Web  site  also  offers  features  like 
"Investment  Insights,"  which  contains 
a  library  of  more  than  30  reports  on 
different  investment  topics,  "Invest- 
ment Planning"  and  "Retirement 
Planning,"  which  offer  interactive  cal- 
culators, as  well  as  "Tax  Planning." 


"News  Archive"  and  "Market  Sum- 
maries," which  provide  extensive  infor- 
mation about  those  subjects. 

Planning 

"Seventy-seven  percent  of  Americans 
agree  with  the  statement  'I  hate  finan- 
cial planning,"  says  Randy  Schuldt,  vice 
president  of  IHateFinancialPlanning.com 
(www.ihatefinancialplanning.com),  a 
business  within  financial  services  pro- 
vider ING  Group. 

With  nearly  100,000  employees  in 
more  than  65  countries,  ING  is  a  giobal 
financial  institution,  which  is  active  in 
the  field  of  insurance,  banking  and 
asset  management.  ING  seeks  to  pro- 
vide a  full  range  of  integrated  financial 
services  to  private,  corporate  and  insti- 
tutional clients  through  a  variety  of  dis- 


rent  processes  to  start  a  plan  and  com- 
plete it  are  either  too  complex  or  take 
too  long.  "What's  interesting,"  says 
Schuldt,  "is  that  very  few  people  said  it 
was  because  they  didn't  have  the 
money.  Many  people  also  told  us  that 
financial  planning  is  a  dry  topic  and  that 
they  would  appreciate  a  bit  of  humor." 

IHFP  balances  fun-filled  features  like 
"Mi$ery  Loves  Company,"  a  financial 
soap  opera,  or  "Panic  Button,"  a  small 
red  button  on  the  Web  site's  main  page 
that  lets  loose  a  loud  scream  —  fol- 
lowed by  an  offer  for  more  help  —  as 
well  as  serious  topics  like  developing  a 
financial  plan,  saving  for  retirement  or 
how  to  cut  debt.  There  is  also  a  section 
called  "FREE  Weekly  Tips"  that  offers 
short,  pithy  clues  on  subjects  such  as 
group  insurance,  college  funding,  how 


to  survive  unexpected  expenses,  flex- 
ing your  401(k)  muscles  and  early 
retirement. 

The  tip  on  early  retirement,  for 
instance,  cautions  against  having 
grand  plans  to  retire  early:  "Under 
normal  circumstances  you'll  need  to 
be  an  industrial-strength  saver  before 
you  see  30  candles  on  your  cake." 
IHFP  also  advises  people  considering 
early  retirement  to  do  so  only  after 
their  kids  finish  with  college  (or  not 
have  kids  at  all)  and  the  mortgage 
has  been  completely  paid  off. 

IHFP's  irreverent  tone  attracts  those 
who  may  be  a  bit  tired  of  more  main- 
stream financial  planning,  or  those  who 
are  just  getting  started  in  the  business 
and  are  intimidated  by  other  sites.  "We 


for  the  beginning  investor  like  the  IHFP 
client  who  has  $25  a  month  to  invest, 
as  well  as  the  investor  who  is  investing 
a  large  sum  of  money  and  wants  to 
spread  it  out  over  time  to  reap  the  ben- 
efits of  dollar-cost  averaging. 

This  course  of  action  holds  true  for 
selling  as  well,  say  experts.  If  you 
decide  to  sell  part  of  your  holdings, 
consider  redeeming  shares  gradually 
through  a  regular  series  of  transac- 
tions. It's  important,  however,  to  avoid 
abrupt  changes  in  your  strategic  asset 
allocations.  The  mainstay  of  any  invest- 
ing strategy  should  be  the  asset  allo- 
cation model  you've  structured  to  set 
the  ideal  mix  based  on  your  income, 
age,  risk  tolerance  and  level  of  confi- 
dence in  the  market. 


itment  next  to  cash  under  your  mattress. 


want  to  be  a  safe  haven  for  people  who 
want  to  get  started  on  their  financial 
planning,"  says  Schuldt.  To  that  end, 
IHFP  has  identified  three  roadblocks  to 
starting  an  investment  program  —  high 
cost,  takes  too  long  and  too  many 
investment  choices.  "Some  people  who 
are  starting  out  feel  that  the  cost  is  too 
high,"  he  says.  "They  don't  have 
$2,000  to  invest  at  one  time."  IHFP's 
Instant  Investor  allows  people  to  use 
dollar-cost  averaging  to  invest  as  little 
as  $25  a  month. 

Dollar-Cost  Averaging 

The  strategy  of  dollar-cost  averaging 
allows  you  to  take  advantage  of  the 
fluctuations  of  financial  markets,  rather 
than  having  these  ups  and  downs  take 
advantage  of  you.  This  strategy  works 


An  annual  allocation  checkup,  and 
rebalancing  if  needed,  makes  sense  for 
most  investors.  It's  also  important  to 
remember  that  you  rebalance  your  port- 
folio to  maintain  a  risk  profile  that's  con- 
sistent with  your  needs  and  tolerance, 
not  to  maximize  your  potential  return. 

You  might  want  to  choose  a  certain 
day  each  year  —  your  birthday,  for  exam- 
ple —  to  see  how  closely  your  current 
allocation  matches  your  target  and  if 
your  portfolio  has  drifted  out  of  line.  If 
you  do  need  to  rebalance,  consider 
moving  funds  out  of  the  asset  class  that 
exceeds  its  target  into  other  invest- 
ments, or  adding  funds  to  the  class  that 
falls  below  its  target  percentage,  or  even 
directing  dividends  from  the  asset  class 
that  exceeds  its  target  into  the  ones 
that  are  below  target. 


How  to  Shorten  the  Process 

For  those  Americans  who  have  found 
the  investment  process  too  long,  IHFP 
has  reduced  the  length  of  the  risk  pro- 
file and  application  program.  "You  can 
complete  it  and  be  on  your  way  in  three 
minutes,"  says  Schuldt.  He  stresses 
that  the  firm's  ideal  customer  is  not 
one  who  is  going  to  be  investing  his  or 
her  own  money  and  making  decisions. 
"Someone  who  opens  an  e-trade 
account  is  confronted  with  thousands 
of  choices,"  he  says.  "We  are  available 
to  those  millions  of  Americans  who 
find  financial  planning  boring,  tedious, 
intimidating  and  confusing.  This  need 
transcends  all  walks  of  life." 
IHFP  provides  clients  with  options 


consisting  of  nine  different  mutual 
funds.  They  provide  asset  allocation 
recommendations,  as  well  as  advise  on 
how  clients  should  split  their  dollars 
among  the  funds  they  choose.  The 
funds  range  from  balanced  funds  (a  mix 
of  stock  equities  and  bonds)  to  growth- 
oriented  funds  and  equity  funds  offered 
by  AIM,  Oppenheimer  and  Pilgrim. 

"By  providing  access  to  funds  that 
match  investors'  financial  needs, 
capacity  for  risk  and  investment  objec- 
tive," says  Schuldt,  "we  help  people 
navigate  the  maze  of  investment  oppor- 
tunities." What's  important  to  remem- 
ber, stresses  Schuldt  "is  that  financial 
advice  isn't  'one  size  fits  all.'  The 
(continued  on  page  11) 


Suddenly,  lowering  my  high  cholesterol 
ecame  even  more  important  than  football. 


-Head  Coach  Dan  Reeves 


Only  six  weeks  before  one  of  the  most  important  games  of  my  life,  I  felt  a 
strange  pain  in  my  chest— and  wanted  to  ignore  it.  I  mentioned  it  to  my 
doctor,  who  encouraged  me  to  get  it  checked  out  the  next  day.  What  they 
found  was  unlike  any  opponent  I  had  ever  faced:  three  of  my  arteries  were 
more  than  90  percent  blocked.  I  was  suffering  from  heart  disease  and  had  to 
undergo  emergency  bypass  surgery.  Fortunately,  I  had  a  full  recovery,  and  was 
even  able  to  coach  my  team  in  the  biggest  game  of  the  season  four  weeks 
later.  Looking  back,  I  wish  I  had  done  some  of  the  things  I  am  doing  now  to 
take  better  care  of  myself.  Some  of  those  things  include 


When  diet  and  exercise  are  not  enough,  ZOCOR  can  help  people  with  high 
cholesterol  and  heart  disease  live  a  longer  life  by  reducing  the  risk  of  a 
heart  attack.  ZOCOR  is  a  prescription  medicine  and 

isn't  right  for  everyone,  including  women  who  are  nursing  or  pregnant  or  who 
may  become  pregnant,  anyone  with  liver  problems,  and  people  who  are  allergic 
to  any  ingredients  of  ZOCOR.  Unexplained  muscle  pain  or  weakness  could  be 
a  sign  of  a  rare  but  serious  side  effect  and  should  be  reported  to  your  doctor 
right  away.  Your  doctor  may  do  blood  tests  before  and  during  treatment  with 
ZOCOR  to  check  for  liver  problems.  To  avoid  serious  side  effects,  discuss  with 
your  doctor  medicine  or  food  you  should  avoid  while  on  ZOCOR  (see  details 
immediately  following  this  ad). 


For  more  information  call  1-8 g 8 - 8 50-5526  or  visit  www.zocor.com. 

Your  results  may  vary.  Please  read  the  add  ;  mation  on  ZOCOR  immediately  following  this  ad. 


ZOCOR 

(SIMVASTATIN) 


PLEASE  READ  THIS  SUMMARY  CAREFULLY,  AND  THEN  ASK  YOUR  DOCTOR  ABOUT 
ZOCOR.  NO  ADVERTISEMENT  CAN  PROVIDE  ALL  THE  INFORMATION  NEEDED  TO 
PRESCRIBE  A  DRUG.  THIS  ADVERTISEMENT  DOES  NOT  TAKE  THE  PLACE  OF  CARE- 
FUL DISCUSSIONS  WITH  YOUR  DOCTOR.  ONLY  YOUR  DOCTOR  HAS  THE  TRAINING 
TO  WEIGH  THE  RISKS  AND  BENEFITS  OF  A  PRESCRIPTION  DRUG  FOR  YOU. 


USES  OF ZOCOR 

ZOCOR  is  a  prescription  drug  that  is  indicated  as  an  addition  to  diet  for  many  patients  with  high  choles- 
terol when  diet  and  exercise  are  inadequate.  For  patients  with  coronary  heart  disease  (CHD)  and  high  cho- 
lesterol, ZOCOR  is  indicated  as  an  addition  to  diet  to  reduce  the  risk  ol  death  by  reducing  coronary  death; 
to  reduce  the  risk  ot  heart  attack;  to  reduce  the  risk  tor  undergoing  cardiac  procedures  (coronary  artery 
bypass  grafting  and  percutaneous  transluminal  coronary  angioplasty),  and  to  reduce  the  risk  of  stroke  or 
transient  ischemic  attack  (TIA). 
WHEN  ZOCOR  SHOULD  NOT  BE  USED 
Some  people  should  not  lake  ZOCOR.  Discuss  this  with  your  doctor. 

ZOCOR  should  not  be  used  by  patients  who  are  allergic  to  any  ol  its  ingredients  In  addition  to  the  active 
ingredient  simvastatin,  each  tablet  contains  the  following  inactive  ingredients  cellulose,  lactose,  mag- 
nesium stearate,  iron  oxides,  talc,  titanium  dioxide,  and  starch.  Butylated  hydroxyanisole  is  added  as  a 
preservative. 

Patients  with  liver  problems:  ZOCOR  should  not  be  used  by  patients  with  active  liver  disease  or 

repealed  blood  test  results  indicating  possible  liver  problems  (See  WARNINGS.) 

Women  who  are  or  may  become  pregnant:  Pregnant  women  should  not  take  ZOCOR  because  it 

may  harm  the  fetus  Women  of  childbearing  age  should  not  take  ZOCOR  unless  it  is  highly 

unlikely  that  they  will  become  pregnant.  If  a  woman  does  become  pregnant  while  on  ZOCOR.  she 

should  stop  taking  the  drug  and  talk  to  her  doctor  at  once. 

Women  who  are  breast-feeding  should  not  lake  ZOCOR. 

WARNINGS 

Muscle:  Tell  your  doctor  right  away  it  you  experience  any  unexplained  muscle  pain, 
tenderness,  or  weakness  at  any  time  during  treatment  with  ZOCOR  so  your  doctor  can 
decide  it  ZOCOR  should  be  stopped.  Some  patients  may  have  muscle  pain  or  weakness 
while  taking  ZOCOR.  Rarely,  this  can  include  muscle  breakdown  resulting  in  kidney 
damage.  The  risk  ol  muscle  breakdown  is  greater  in  patients  taking  certain  other  drugs 
along  with  ZOCOR.  such  as  the  lipid-lowering  drug  Lopid  (gemfibrozil),  and  other  fibrates: 
lipid-lowering  doses  of  niacin  (nicotinic  acid):  Sandimmune  (cyclosporine): 
itraconazole,  ketoconazole,  and  other  azole  antifungal  drugs:  the  antibiotics  erythromycin 
and  clarithromycin;  HIV  protease  inhibitors;  and  the  antidepressant  nefazodone. 
Interruption  of  therapy  with  ZOCOR  should  be  considered  il  you  are  going  to  take  an  azole 
antifungal  medication,  such  as  itraconazole,  or  macrolide  antibiotics,  such  as  ery- 
thromycin. Avoid  drinking  large  quantities  of  grapefruit  juice  (more  than  one  quart  daily) 
while  on  ZOCOR.  The  risk  of  muscle  breakdown  is  greater  in  patients  with  kidney  prob- 
lems or  diabetes. 

Because  there  are  risks  in  combining  therapy  with  ZOCOR  with  the  products  listed  above, 
your  doctor  should  carefully  weigh  the  potential  benefits  and  risks.  He  or  she  should  also 
carefully  monitor  patients  for  any  muscle  pain,  tenderness,  or  weakness,  particularly 
during  the  initial  months  of  therapy  and  if  the  dose  of  either  drug  is  increased.  Your 
doctor  also  may  monitor  the  level  of  certain  muscle  enzymes  in  your  body,  but  there  is  no 
assurance  that  such  monitoring  will  prevent  the  occurrence  of  severe  muscle  disease. 
If  you  have  conditions  that  can  increase  your  risk  of  muscle  breakdown,  which  in  turn 
can  cause  kidney  damage,  your  doctor  should  temporarily  withhold  or  stop  ZOCOR.  Also, 
since  there  are  no  known  adverse  consequences  of  briefly  stopping  therapy  with  ZOCOR. 
treatment  should  be  stopped  a  few  days  before  elective  major  surgery  and  when  any 
major  acute  medical  or  surgical  condition  occurs.  Discuss  this  with  your  doctor,  who  can 
explain  these  conditions  to  you. 

Liver:  About  1%  of  patients  who  took  ZOCOR  in  clinical  trials  developed  elevated  levels 
of  some  liver  enzymes.  Patients  who  had  these  increases  usually  had  no  symptoms.  Elevated  liver 
enzymes  usually  returned  to  normal  levels  when  therapy  with  ZOCOR  was  stopped. 
In  the  ZOCOR  Survival  Study,  the  number  of  patients  with  more  than  one  liver  enzyme  level  elevation  to 
greater  than  3  times  the  normal  upper  limit  was  no  different  between  the  ZOCOR  and  placebo  groups.  Only 
8  patients  on  ZOCOR  and  5  on  placebo  discontinued  therapy  due  to  elevated  liver  enzyme  levels.  Patients 
were  started  on  20  mg  ol  ZOCOR.  and  one  third  had  their  dose  raised  to  40  mg. 
Your  doctor  should  perform  routine  blood  tests  to  check  these  enzymes  before  you  start 
treatment  with  ZOCOR  and  periodically  thereafter  (for  example,  semiannually)  for  your 
first  year  of  treatment  or  until  1  year  after  your  last  elevation  in  dose.  Patients  titrated  to 
the  80-mg  dose  should  receive  an  additional  test  at  3  months.  If  your  enzyme  levels  increas 
your  doctor  should  order  more  frequent  tests.  If  your  liver  enzyme  levels  remain  unusually  high,  your 
doctor  should  discontinue  your  medication. 

Tell  your  doctor  about  any  liver  disease  you  may  have  had  in  the  past  and  about  how  much  alcohol  you 
consume  ZOCOR  should  be  used  with  caution  in  patients  who  consume  large  amounts  of  alcohol 

PRECAUTIONS 

Before  starting  treatment  with  ZOCOR,  try  to  lower  your  cholesterol  by  other  methods  such  as  diet, 
exercise,  and  weight  loss.  Ask  your  doctor  about  how  best  to  do  this.  Any  other  medical  problems  that  can 
cause  high  cholesterol  should  also  be  treated 


Drug  Interactions:  Because  of  possible  serious  drug  interactions,  it  is  important  to  fell  your  doctor  what 
other  drugs  you  are  taking,  including  those  obtained  without  a  prescription. 

ZOCOR'  (simvastatin)  can  interact  with  cyclosporine  (Sandimmune),  itraconazole,  ketoconazole,  Lopid, 
niacin,  erythromycin,  clarithromycin.  HIV  protease  inhibitors,  and  nefazodone. 

To  avoid  possible  serious  side  effects,  avoid  drinking  large  quantities  of  grapefruit  juice  (more  than  one 
quart  daily)  while  on  ZOCOR  (See  WARNINGS,  Muscle.) 

Some  patients  taking  lipid-lowering  agents  similar  lo  ZOCOR  and  coumarin  anticoagulants  (a  type  ol 
blood  thinner)  have  experienced  bleeding  and/or  increased  blood  clotting  time  Patients  taking  these 
medicines  should  have  their  blood  tested  before  starting  therapy  with  ZOCOR  and  should  continue  to 
be  monitored. 

Central  Nervous  System  Toxicity;  Cancer,  Mutations.  Impairment  of  Fertility:  Like  most 
prescription  drugs.  ZOCOR  was  required  to  be  tested  on  animals  before  it  was  marketed  for  human  use. 
Olten  these  tests  were  designed  to  achieve  higher  drug  concentrations  than  humans  achieve 
at  recommended  dosing  In  some  tests,  the  animals  had  damage  to  the  nerves  in  the  central  nervous 
system  In  studies  ol  mice  with  high  doses  of  ZOCOR,  the  likelihood  of  certain  types  of  cancerous  tumors 
increased  No  evidence  ol  mutations  of  or  damage  to  genetic  material  has  been  seen.  In  one  sludy  with 
ZOCOR,  there  was  decreased  fertility  in  male  rats. 

Pregnancy:  Pregnant  women  should  not  take  ZOCOR  because  it  may  harm  the  fetus. 

Safety  in  pregnancy  has  not  been  established.  In  studies  with  lipid-lowering  agents  similar  to  ZOCOR. 
there  have  been  lare  reports  of  birth  defects  of  the  skeleton  and  digestive  system.  Therefore,  women  of 
childbearing  age  snould  nol  take  ZOCOR  unless  it  is  highly  unlikely  they  will  become  pregnant  II  a 
woman  does  become  pregnant  while  taking  ZOCOR,  she  should  stop  taking  the  drug  and  talk  lo  her  doc- 
tor at  once.  The  active  ingredient  ol  ZOCOR  did  not  cause  birth  delects  in  rats  at  3  times  the  human  dose 
or  in  rabbits  at  3  limes  the  human  dose. 

Nursing  Mothers:  Drugs  taken  by  nursing  mothers  may  be  present  in  their  breast  milk.  Because  of  the 
potential  for  serious  adverse  reactions  in  nursing  intants.  a  woman  taking  ZOCOR  should  nol  breast- 
feed. (See  WHEN  ZOCOR  SHOULD  NOT  BE  USED  ) 

Pediatric  Use:  ZOCOR  is  not  recommended  lor  children  or  patients  under  20  years  ol  age. 
SIDE  EFFECTS 

Most  patients  tolerate  treatment  with  ZOCOR  well;  however,  like  all  prescription  drugs,  ZOCOR  can  cause 
side  effects,  and  some  ot  them  can  be  serious.  Side  effects  thai  do  occur  are  usually  mild  and  short- 
lived. Only  your  doctor  can  weioh  the  risks  versus  the  benefits  ot  any  prescription  drug  In  clinical  stud- 
ies with  ZOCOR,  less  than  1 .5%  of  patients  dropped  out  ol  the  studies  because  of  side  effects.  In  a  large, 
long-term  study,  patients  taking  ZOCOR  experienced  similar  side  effects  to  those  patients  taking  placebo 
(sugar  pills).  Some  of  the  side  effects  that  have  been  reported  with  ZOCOR  or  related  drugs  are  listed 
below  This  list  is  not  complete.  Be  sure  to  ask  your  doctor  about  side  effects  before  taking  ZOCOR  and 
to  discuss  any  side  effects  that  occur. 

Digestive  System:  Constipation,  diarrhea,  upset  stomach,  gas,  heartburn,  stomach  pain/cramps, 
anorexia,  loss  of  appetite,  nausea,  inflammation  ol  the  pancreas,  hepatitis,  jaundice,  fatty  changes  in  the 
liver,  and,  rarely,  severe  liver  damage  and  failure,  cirrhosis,  and  liver  cancer. 

Muscle,  Skeletal:  Muscle  cramps,  aches,  pain,  and  weakness;  joint  pain;  muscle  breakdown 

Nervous  System:  Dizziness,  headache,  insomnia,  tingling,  memory  loss,  damage  to  nerves  causing 
weakness  and/or  loss  of  sensation  and/or  abnormal  sensations,  anxiety,  depression,  tremor,  loss  of 
balance,  psychic  disturbances. 

Skin:  Rash,  itching,  hair  loss,  dryness,  nodules,  discoloration. 

Eye/Senses:  Blurred  vision,  altered  taste  sensation,  progression  of  cataracts,  eye  muscle  weakness. 

Hypersensitivity  (Allergic)  Reactions:  On  rare  occasions,  a  wide  variety  of  symptoms  have  been 
reported  to  occur  either  alone  or  together  in  groups  (referred  to  as  a  syndrome)  that  appeared  to  be  based 
on  allergic-type  reactions,  which  may  rarely  be  fatal.  These  have  included  one  or  more  of  the  following:  a 
severe  generalized  reaction  that  may  include  shortness  of  breath,  wheezing,  digestive  symptoms,  and  low 
blood  pressure  and  even  shock;  an  allergic  reaction  with  swelling  ot  the  face,  lips,  tongue  and/or  throat  with 
difficulty  swallowing  or  breathing;  symptoms  mimicking  lupus  (a  disorder  in  which  a  person's  immune 
system  may  attack  parts  of  his  or  her  own  body);  severe  muscle  and  blood  vessel  inflammation;  bruises; 
various  disorders  of  blood  cells  (that  could  result  in  anemia,  infection,  or  blood  clotting  problems)  or 
abnormal  blood  tests;  inflamed  or  painful  joints;  hives;  fatigue  and  weakness;  sensitivity  to  sunlight,  lever, 
chills,  flushing,  difficulty  breathing;  and  severe  skin  disorders  thai  vary  from  rash  to  a  serious  burn-like 
shedding  ol  skin  all  over  Ihe  body,  including  mucous  membranes  such  as  the  lining  of  the  mouth. 

Other:  Loss  of  sexual  desire,  breast  enlargement,  impotence. 

Laboratory  Tests:  Liver  function  test  abnormalities  including  elevated  alkaline  phosphatase  and  biliru- 
bin; thyroid  function  abnormalities. 

NOTE:  This  summary  provides  important  information  about  ZOCOR.  If  you  would  like 
more  information,  ask  your  doctor  or  pharmacist  to  let  you  read  the  complete  prescribing 
information  and  then  discuss  it  with  them. 


ZOCOR  is  a  registered  trademark  ot  Merck  &  Co.,  Inc. 
Trie  other  brands  listed  are  trademarks  of  their 
respective  owners  and  not  of  Merck  &  Co.,  Inc. 
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needs  of  the  affluent  investor  are  very 
different  from  those  of  the  21-year-old 
college  graduate."  IHFP  personalizes 
the  financial  planning  process. 

For  instance,  IHFP  provides  a  ser- 
vice called  "Find  a  Local  Pro."  "This  is 
for  people  who  know  they  want  to 
work  with  someone  but  don't  know 
whom  to  trust."  IHFP  screens  quali- 
fied professionals  for  educational, 
licensing,  compliance  and  disciplinary 
history.  Complete  an  online  profile 
and  "Find  a  Local  Pro"  locates  a 
financial  professional  near  you  who 


can  address  your  specific  needs  and 
financial  situation. 

"We  have  professionals  we  recom- 
mend in  about  30  states,"  says 
Schuldt.  "Although  we  are  very  selec- 
tive about  who  we  recommend,  we  are 
growing  this  service  rapidly,  adding 
people  all  the  time.  And  all  of  these 
professionals  are  independent  repre- 
sentatives, free  to  sell  whichever  prod- 
uct best  meets  your  needs." 

Another  service  IHFP  provides  is  to 
ask  a  financial  question  by  e-mail.  "It's 
a  free  service,"  says  Schuldt.  "We  have 
licensed  professionals  here  who  will 


respond  to  your  question  within  two 
days.  The  questions  range  from  simple 
budgeting  questions  to  fairly  complex 
estate-planning  questions.  And  again, 
there  are  no  strings  attached." 

Other  free  financial  information  on 
this  Web  site  includes  topics  from  "10 
Easy  Steps  to  Take  Care  of  Your  Finan- 
cial Freedom,"  to  "How  to  Live  Like 
Mother  Hubbard  in  Your  Later  Years." 
The  site  also  offers  a  guide  to  financial 
jargon  that  helps  investors  understand 
the  often-complex  language  found  on 
other  financial  Web  sites.  The  Web  site 


V 

offers  several  useful  tools,  as  well, 
including  more  than  a  dozen  financial 
calculators  to  help  you  explore  any 
number  of  "what  if"  scenarios. 

As  the  trend  toward  taking  personal 
responsibility  for  one's  own  financial  plan- 
ning continues  to  accelerate,  Schuldt 
believes  Americans  will  by  necessity 
become  more  sophisticated  consumers. 
"We  want  to  provide  a  resource  to  help 
investors  take  those  important  first  steps 
with  ease,"  he  says. 

Risk  Versus  Return 

Just  what  kind  of  an  investor  are  you? 


Try  taking  this  short  quiz  to  see  how 
easily  you  sleep  between  the  sheets 
at  night. 

How  would  you  feel  if  the  market  fell 
40%,  reducing  the  value  of  your  port- 
folio from  $1  million  to  $600,000? 

a.  The  thought  not  only  makes  me 
shriek  uncontrollably,  it  causes 
nervous  tics  to  appear. 

b.  I  could  handle  it  but  would  rather 
stick  pins  in  my  eyes. 

c.  It's  not  the  end  of  the  world  —  the 
market  does  nosedive  from  time 
to  time. 

d.  Wow!  What  a  great  time  to  invest! 

Success  in  investing  is  mainly  due  to: 

a.  Destiny 

b.  Being  in  the  right  place  at  the 
right  time 

c.  Taking  advantage  of  the  right 
opportunities 

d.  Careful  work  and  analysis. 

If  you  answered  "a"  to  both  ques- 
tions, you  are  probably  a  conservative 
investor  who  does  not  like  taking  risks. 
If  you  answered  "b"  to  one  and  "c"  to 
another,  you  are  moderate  and  feel  com- 
fortable with  some  risk.  And  if  you 
answered  "d,"  you  are  willing  to  take 
high  risks  to  reap  high  rewards  because 
you  are  an  aggressive  investor. 

That  aggressive  investor  —  some- 
one just  starting  out  or  someone  who 
is  secure  in  his  or  her  analysis  of  the 
market  —  is  probably  100%  invested 
in  equities.  Indeed,  someone  just  start- 
ing out  should  be  100%  invested  in 
equities  because  he  or  she  probably 
has  45  years  to  accumulate  assets. 

Someone  who  just  retired  at  age  65, 
on  the  other  hand,  might  be  that 


estors  need  to  be  aware  of  their  lifestyles 
what  they  can  and  need  to  save  .  .  .  It's  im- 
:ant  to  be  realistic  about  your  spending 
erns." 

"odd  M.  Cleary,  Director, 

".  Rowe  Price  Financial  Planning  Services 


middle-of-the-road  investor.  He  or  she 
should  have  50%  invested  in  stocks, 
some  experts  advise,  with  50% 
invested  in  intermediate-term  bonds, 
for  instance.  The  truly  conservative 
investor  might  be  70%  to  80%  invested 
in  bonds,  with  perhaps  10%  invested 
in  stock  and  10%  in  cash.  Or  depend- 
ing on  the  advice  he  or  she  receives, 
that  investor  might  be  30%  invested  in 
bonds,  50%  invested  in  large-cap 
stocks,  10%  invested  in  small-cap 
stocks  and  10%  invested  in  inter- 
national stocks.  It  all  depends  on 
the  financial  strategy  that  best 
fits  your  personal  needs. 

Some  experts  advise  putting 
part  of  your  stock  portfolio  into 
international  investments.  What 
you've  devised  as  your  financial 
strategy  and  the  asset  allocation 
that  best  meets  that  strategy 
should  ultimately  make  that  decision 
for  you. 

The  Case  for  Index  Funds 

Some  advisers  believe  that  given  its 
low  cost,  broad  diversification  and  tax 
efficiency,  an  all-market  index  fund 
remains  the  ultimate  investment. 
Other  investors,  however,  believe  the 
case  for  index  funds  is  not  as  strong 
these  days  because  index  funds  are 
no  longer  beating  90%  of  all  actively 
managed  funds  as  they  had  been  in 
the  '90s. 

Even  though  some  actively  managed 
funds  are  beating  the  market,  many 
others  are  underperforming.  Since  no 
fund  beats  the  market  all  the  time, 
experts  still  advise  investing  in  index 
funds.  Their  low  expenses  and  tax  effi- 


ciency continue  to  make  them  the  best 
choice  for  long-term  investors,  they 
believe.  Because  index  funds  don't 
trade  very  much,  they  are  tax-efficient. 
Over  a  12-month  period,  for  instance, 
the  average  turnover  of  managed  funds 
has  often  risen  to  90%  from  only  20% 
30  years  ago.  That's  a  lot  of  tax  liabil- 
ity to  be  exposed  to. 

The  Case  for  Bonds 

That  21-year-old  college  graduate  with 


under  your  mattress.  If  you're  looking 
for  a  safe  place  to  stash  funds  you 
might  need  in  an  emergency,  or 
money  you'll  need  for  a  down  payment 
on  a  house,  short-term  bonds  are  a 
wise  choice.  Tax-exempt  municipal 
bonds  are  also  another  choice  when 
you've  leveraged  all  the  other  tax- 
advantaged  savings  open  to  you. 

Municipal  bonds  have  been  an  inte- 
gral part  of  the  portfolios  of  those 
investors  well  into  their  retirement.  But 


"We  want  to  be  a  safe  haven  for  people  who  1 
want  to  get  started  on  their  financial  planning." 
—  Randy  Schuldt,  Vice  President, 
IHateFinancialPlanning.com 


a  new  designing  job  at  Nike  would 
probably  scoff  at  the  suggestion  to 
include  bonds  in  her  investment  port- 
folio. We  are  still  in  history's  longest 
bull  market,  and  chances  are  that 
part  of  that  college  graduate's  educa- 
tion was  paid  for  with  benefits  reaped 
during  the  last  decade.  Who  knows, 
however,  if  the  bull  market  is  going  to 
continue  for  another  decade.  Com- 
bining stocks  with  bonds  naturally 
nets  you  a  more  stable  portfolio.  You 
can  get  the  upside  of  equities  while 
limiting  risk,  a  definite  bonus  in  times 
when  the  Nasdaq  can  tank  without 
notice  and  the  S&P  sometimes 
seems  to  rise  or  fall  on  a  whim. 

U.S.  Treasury  bonds  are  the  safest, 
most  liquid  investment  next  to  cash 


for  those  of  you  not  in  retirement,  fall 
2000  is  a  propitious  time  to  look  at 
buying  some  municipal  bonds,  since 
municipal  debt  is  paying  as  much  as 
30-year  Treasury  bonds,  and  it's  tax- 
exempt.  Check  out  the  Triple  A  credits, 
because  the  better  credit  rating  does 
not  increase  the  price  by  much.  Since 
municipal  bonds  are  best  purchased  in 
$10,000  and  $25,000  increments, 
you  might  want  to  consider  a  municipal 
bond  fund  at  a  low  cost  if  your  bond 
allocation  is  less  than  $75,000. 
Always  shop  for  the  best  yields  at  the 
highest  credit  rating. 

Laddered  Bonds 

One  of  the  smartest  moves  you  can 
make  when  including  bonds  in  your 
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retirement  portfolio  is  to  create  a  lad- 
dered bond  portfolio.  By  doing  so  — 
whether  with  Treasury  bonds  or  munic- 
ipal ones  —  you  limit  your  exposure  to 
bonds  of  any  one  maturity. 

How  do  you  build  one?  It's  not  exact- 
ly rocket  science.  To  create  a  laddered 
municipal  bond  fund,  for  instance,  you 
put  equal  amounts  of  cash  into  munic- 
ipal bonds  with  various  maturities.  To 
give  your  portfolio  an  average  maturity 
of  five  years,  purchase  munis  with 
maturities  due  in  one  year,  three  years, 
five  years,  seven  years  and  nine  years. 


tion.  If  you  don't  try  to  at  least  maxi- 
mize that  part  of  your  401(k),  you  are 
in  essence  giving  away  free  money.  The 
responsibility  for  managing  your  401(k), 
of  course,  lies  directly  with  you.  And 
while  you  may  feel  comfortable  that 
automatically  you  are  deducting  a  cer- 
tain amount  from  your  paycheck  each 
month,  you  should  not  rest  on  your  lau- 
rels too  soon.  It  does  matter  which 
fund  you  choose  within  the  401(k) 
family  offered  by  your  company.  And  if 
your  company  is  on  the  cutting  edge  of 
401(k)s  (offering  a  personal  choice 


An  annual  allocation  checkup,  and  rebalancing 
if  needed,  makes  sense  for  most  investors. 


Every  time  one  of  your  bonds  comes 
due,  reset  your  ladder  by  putting 
money  into  new  10-year  notes.  The 
advantage  of  investing  this  way  is  that 
you  don't  need  to  overly  concern  your- 
self with  investment  rates.  You  can 
rest  easy  if  rates  do  rise  soon  after  you 
buy  this  year's  bonds  because  you  will 
have  cash  in  hand  to  take  advantage 
of  the  change.  You  also  can  take  com- 
fort that  you  have  managed  to  lock  in 
the  higher  rates  for  that  portion  of  your 
portfolio  if  rates  decline  after  you  buy. 
The  benefit  of  this  kind  of  investing  is 
that  you  are  protected  either  way. 

Maxing  Out  Your  401(k) 

401(k)  plans  offer  a  great  incentive  for 
saving,  especially  if  your  company 
matches  part  of  your  yearly  contribu- 


retirement  account),  then  the  decisions 
just  became  even  more  crucial. 

Personal  choice  retirement  accounts 
are  self-directed  brokerage  accounts 
offered  as  new  investment  choices 
among  some  company  retirement  sav- 
ings plans.  Personal  choice  retirement 
accounts  are  structured  as  just  anoth- 
er investment  choice  to  allow  you  to 
have  greater  flexibility  with  your  invest- 
ments. A  personal  choice  retirement 
account  gives  you  the  freedom  to 
select  and  manage  investments  from 
a  much  larger  universe  of  mutual  funds 
than  you  would  normally  receive  from 
a  typical  company  401(k)  plan. 

Enrolling  in  a  personal  choice  retire- 
ment plan  means  you  need  to  spend 
more  time  researching,  picking  and 
maintaining  your  investments.  For  the 


self-directed  investor  who  may  be  tired 
of  the  choices  he  or  she  has  with  a  typ- 
ical retirement  plan,  the  personal 
choice  retirement  plan  allows  that  frus- 
tration to  be  alleviated. 

Trends  in  Retirement  Planning 

"We  think  it's  extremely  positive  that 
there  is  a  real  desire  on  the  part  of  Con- 
gress to  increase  both  401(k)  contribu- 
tions and  IRA  limits,"  says  Patrick 
Woelfel,  director  of  Van  Kampen  Funds 
Investment  Platforms  Division.  IRA  con- 
tribution limits,  for  instance,  have  not 
been  increased  since  1981.  Accord- 
ing to  the  Securities  Industry  Asso- 
ciation's Web  site  (www.sia.com), 
if  this  limit  had  been  adjusted  for 
inflation  since  its  creation  in  1974, 
the  limit  would  now  be  more  than 
$5,000.  The  SIA  believes  the  cur- 
rent limit  of  $2,000  per  year  negatively 
impacts  the  level  of  income  Americans 
will  live  on  when  they  retire. 

In  addition  to  increasing  IRA  contri- 
butions to  $5,000,  legislation  wants  to 
increase  the  amount  contributed  to  a 
401(k)  or  other  defined  contribution 
plan  to  $15,000  by  2005. 

This  bill  would  also  expand  the 
number  of  employers  who  offer  pen- 
sion plans  to  their  employees.  Accord- 
ing to  the  SIA,  while  pension  coverage 
is  not  an  issue  for  most  medium-size 
and  large  companies,  pension  cover- 
age severely  lags  in  the  small-business 
arena  where  two  out  of  three  workers 
are  without  a  pension.  "There  is  very 
definitely  movement  on  a  broad  scale 
to  enhance  these  retirement  pro- 
grams," says  Woelfel. 
Another  trend  in  retirement  plan- 


We  have  a  plan  that 


CAN  HELP  CLEAR 


THE 


ADMINISTRATIVE  BURDEN 


OF  YOUR  COMPANY'S  401  (k) 


RIGHT  OFF  YOUR  DESK. 


IT'S  CALLED  THE  401  (k)  Century  Plan 


One  of  the  main  objectives  of  every  com- 
pany wishing  to  establish  a  401  (k)  plan,  or 
improve  upon  its  existing  one,  is  to  add  to 

the  employ-   

ees'  benefits 
without 
adding  to 

the  ad  ministrative  workload.  The  T.  Rowe 
Price  401  (k)  Century  Plan  wras  designed  to 
do  just  that  —  cost-effectively. 

This  comprehensive  plan  not  only  provides 
access  to  one  of  the  nation  's  most  respected 
families  of  100%  no-load  mutual  funds,  it 
also  relieves  you  of  most  of  the  administra- 
tive and  recordkeeping  tasks  other  plan 
providers  may  expect  you  to  perform. 

To  begin  with,  the  401  (k)  Century  Plan  is 
easy  to  set  up.  And  because  we  provide  one 
dedicated  plan  manager  to  service  your 
company's  administrative  needs,  you'll 
always  know  whom  to  call  for  quick,  and 
accurate  answers. 


We  also  provide  your  employees  with  effec- 
tive communications  materials  and  toll-free 
access  to  plan  specialists,  so  the  time  you 

spend  hav- 
ing to  deal 
with  the 


plan  is 

reduced  even  more  —  which  leaves  you  more 
time  to  run  your  business. 

To  learn  more  about  the  T.  Rowe  Price 
401  (k)  Century  Plan  and  how  it  can 
benefit  your  company 
and  your  employees,  call 
today  to  request  your 
free  information  kit. 

1-800-831-1446 


401 

I.YII  !i\  I 

Invest  With  Confidence  - 

T.RoweRte  mw 


For  more  inlormation,  including  fees  and  expenses,  request  a  prospectus.  Read  it  carelullv  before  investing.  T.  Rowe  Price  Investment  Services 
Inc.,  Distributor.  1  EN05642, 
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ning,  says  Woelfel,  is  that  the  image 
of  retirement  has  changed  dramati- 
cally over  time.  "The  image  of  grab- 
bing the  gold  watch  at  a  retirement 
party  is  an  outdated  image,"  he 
notes.  The  emphasis  has  shifted 
away  from  saving  for  "retirement"  per 
se  toward  optimizing  any  tax-efficient 
vehicle  to  accumulate  wealth  for 
future  goals,  he  believes,  whether  it  is 
a  401(k),  403(b),  457,  one  or  more 
IRA  programs,  variable  annuity  or  529 
plans.  "People  are  looking  for  enough 
financial  flexibility  for  achieving  their 
future  goals  and  dreams.  I  see  the 
pressure  on  financial  firms  to  deliver 
a  comprehensive  set  of  services  to 
meet  those  needs.  For  example,  I  see 
more  integration  relating  to  retirement 
planning,  college  funding  and  estate 
planning." 


press,  "I  wouldn't  underestimate  the 
variable  annuity  as  a  retirement  sav- 
ings vetticle.  It's  one  place  an  individ- 
ual investor  can  still  accumulate 
wealth  on  a  tax-deferred  basis  once 
he  or  she  has  maxed  out  other  retire- 
ment savings  vehicles. 

"Another  key  development  that 
favors  retirement  planning  is  the 
ongoing  development  of  wrap  fee' 
programs,"  he  says.  As  investors 
become  more  sophisticated  in  their 
investment  approach,  he  says,  they 
want  pricing  that  favors  flexibility. 
"People  are  looking  for  more  choice 
—  that's  why  wrap  accounts  have 
become  increasingly  popular  in  the 
last  few  years."  A  wrap  account  also 
helps  the  investor  implement  a  com- 
prehensive financial  strategy.  "The 
investor  sits  down  with  a  financial 


comes  to  the  investor  in  one  quarter- 
ly reporting  package,  simplifying  the 
review  and  monitoring  process.  Not 
only  do  SMAs  allow  investors  to 
access  top  money  managers,  the 
wrap-fee  structure  'incentivizes'  per- 
formance, not  transactions." 

The  Dominant  Retirement 
Savings  Vehicle 

Woelfel  believes  the  Rollover  IRA  has 
emerged  as  the  dominant  retirement 
savings  vehicle  of  the  new  century.  "If 
you  have  a  meaningful  balance  in  a 
retirement  plan,"  he  says,  "you  are 
really  almost  forced  to  put  it  into  a 
Rollover  IRA." 

Woelfel  cites  the  demographic  and 
economic  trends  of  the  U.S.:  "People 
change  jobs  much  more  frequently 
than  they  did  in  the  past.  People  are 


One  of  the  smartest  moves  to  make  when  including  bonds  in  j 


Woelfel  points  out  that  investors 
clearly  need  what  he  calls  a  "multi- 
tiered"  strategy  that  leverages  all  the 
tax-advantaged  investment  vehicles 
that  are  available.  Woelfel  also  believes 
that  investors  and  their  financial  advis- 
ers will  need  to  be  more  sophisticated 
in  their  planning  and  more  informed 
about  their  alternatives  if  they  are  to 
meet  this  challenge. 

Woelfel  cites  a  trend  he  calls  "open 
architecture."  "This  started  years  ago 
with  self-directed  IRAs,"  he  says,  "and 
the  evolution  has  been  toward  open 
architecture  in  401(k)s,  variable  annu- 
ities and  other  saving  vehicles." 
Woelfel  notes  that  while  variable 
annuities  sometimes  receive  negative 


counselor  and  goes  over  his  or  her 
long-term  investment  goals.  They 
devise  a  strategy  and  pick  advisers 
that  fit  that  strategy.  The  reporting 
mechanism  shows  how  well  the  over- 
all portfolio  is  performing." 

Woelfel  also  cites  the  phenomenal 
growth  of  separately  managed 
accounts  (SMAs),  a  type  of  wrap 
account.  "This  development  has  been 
driven  by  affluent  investors  who  want 
professional  advice  and  a  portfolio 
that's  tailored  to  their  investment 
needs.  SMAs  also  allow  for  more  tax 
sensitivity.  An  additional  benefit  of 
SMAs  is  that  instead  of  receiving  sev- 
eral statements  from  different  invest- 
ment advisers,  all  of  the  paperwork 


retiring  earlier  and  therefore  need 
their  retirement  nest  egg  to  last  over 
a  longer  retirement  period.  The  IRA 
rollover  is  a  place  for  them  to  contin- 
ue to  shelter  their  distribution  from 
taxes  when  they  change  jobs  or  when 
they  retire."  Woelfel  states  that  the 
favorable  economy  has  afforded  busi- 
nesses and  individuals  the  opportu- 
nity to  increase  contributions  to  sav- 
ings plans,  as  well  as  fuel  a  strong 
equity  market.  This  maximizes  the  tax- 
deferred  compounding  of  balances  in 
these  plans,  not  to  mention  the  posi- 
tive impact  of  increased  share  prices 
of  company  stock,  a  significant  hold- 
ing in  many  plans. 
"When  it  comes  time  for  an  individ- 


ual  to  take  distribution  from  a  plan, 
regardless  of  age,  they  want  to  mini- 
mize their  tax  consequences  and 
keep  their  retirement  nest  egg  grow- 
ing well  into  the  future.  The  vehicle  of 
choice  to  achieve  this  is  the  IRA 
rollover." 

Rollover  IRAs 

Are  you  planning  to  change  jobs?  Do 
you  have  a  401(k)  plan  at  the  old  job? 
If  you  do,  you  must  decide  what  to  do 
with  those  assets  once  you've  changed 
jobs.  You  have  three  options: 

1.  Cash  in  your  401(k).  It  may  seem 
like  a  sudden  windfall  you  can 
use  to  pay  off  your  credit  card 
debt,  but  you  have  to  remember  a 
few  things.  If  you  don't  do  a  direct 
tollover  immediately,  the  IRS  will 
automatically  withhold  20%.  You'll 


into  your  new  employer's  401(k)  or 
403(b)  account,  if  your  new  employ- 
er allows  this.  The  upside  is  that  all 
of  your  funds  are  together;  the 
downside  may  be  that  the  new  plan 
does  not  offer  wonderful  choices. 
You  may  also  be  able  to  leave  your 
money  in  your  old  401(k)  or  403(b) 
account.  It  depends  on  whether  you 
want  to  cut  ties  with  your  past  or 
start  to  self-direct  your  distribution. 
If  so,  consider  option  No.  3,  a 
Rollover  IRA. 
3.  Check  out  the  Van  Kampen  Web 
site  (www.vankampen.com)  for 
more  information  on  this  option. 
Because  a  Rollover  IRA  lets  you 
decide  where  you  want  to  invest 
your  assets,  you'll  probably  have  a 
greater  choice  than  you  had  with 
your  employer-sponsored  plan. 


olio  is  to  create  a  laddered  bond  portfolio 


then  have  60  days  to  reinvest  the 
entire  amount  of  your  distribution, 
including  the  20%  the  IRS  with- 
held, in  another  employer-spon- 
sored plan  or  an  Individual  Retire- 
ment Account.  If  you  don't  do 
this,  you'll  be  subject  to  another 
10%  tax  penalty,  in  addition  to 
applicable  federal  income  taxes. 
That's  potentially  more  than  in 
taxes.  You've  not  only  lost  every- 
thing you've  accumulated  so  far 
toward  your  retirement  fund, 
you've  also  lost  the  power  of  com- 
pounding interest  that  could  have 
spurred  those  funds  on  to  critical 
mass. 

2.  You  can  roll  over  your  distribution 


To  avoid  paying  the  tax  and  penalty 
described  in  the  first  option;  you  want 
to  do  a  direct  rollover.  To  establish  a 
Rollover  IRA,  just  contact  the  invest- 
ment company  of  your  choice  and 
request  a  direct  rollover  form. 

Supercharge  Your  IRA 

Health  care,  long-term  health  insur- 
ance, travel  and  entertainment  may 
actually  increase  the  amount  you'll 
need  in  retirement.  One  of  the  biggest 
mistakes  investors  can  make  with  their 
IRAs  is  to  be  too  conservative  with 
their  investments.  Putting  your  rollover 
IRA  into  CDs  and  money,  for  instance, 
won't  allow  your  investments  to  grow 
fast  enough  to  keep  up  with  inflation 


and  taxes.  Experts  advise  that  some- 
one retiring  at  65  should  plan  to  invest 
for  25  more  years.  Since  the  nature  of 
IRAs  is  long  term,  investors  can  be 
more  aggressive  and  ride  out  market 
volatility. 

The  Roth  IRA 

For  individuals  who  could  not  invest  in 
a  deductible  IRA  because  their 
incomes  were  too  high,  the  Roth  IRA 
offers  a  wonderful  tax  break.  While 
Roth  contributions  are  nondeductible, 
the  earnings  build  up  tax-free.  That 
means  you  never  pay  taxes  on  what 
you  earn  inside  a  Roth  IRA,  as  long  as 
you  are  59  1/2  or  older  and  your  Roth 
IRA  has  been  open  at  least  five  years. 
You  can  also  contribute  to  a  Roth  IRA 


if  you  are  self-employed  and  contribute 
to  a  SEP  or  Keogh  plan  as  well. 

Another  important  factor  to  consider 
with  a  Roth  is  that  after  five  years,  your 
beneficiaries  will  not  be  taxed  on  Roth 
assets  as  they  are  on  regular  IRA 
assets.  That  makes  the  Roth  a  good 
estate-planning  tool. 

Couples  earning  less  than  $160,000 
and  individuals  earning  under  $110,000 
can  contribute  up  to  $2,000  of  earned 
income  annually,  or  $4,000  per  couple 
to  a  Roth  IRA.  You  can  also  still  con- 
tribute to  a  regular  IRA  as  long  as  con- 
tributions don't  exceed  $2,000  per 
person  in  total. 
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"We  continue  to  see  the  Roth  IRA 
gaining  in  popularity,  as  more  financial 
advisers  and  their  clients  become 
aware  of  this  as  an  option,"  says 
Maryanne  Elias,  first  vice  president 
and  director  of  IRA  marketing  for 
Morgan  Stanley  Dean  Witter.  "It's 
almost  too  good  to  be  true.  People 
make  their  annual  contribution,  and  if 
you  need  to  take  money  out,  you  can 


When  investors  convert  to  a  Roth 
IRA  from  a  regular  IRA,  they  will  have 
to  pay  tax  on  any  earnings  and  pretax 
contributions.  It  does  not  make  sense 
to  use  funds  from  the  IRA  to  pay 
those  taxes,  because  you'll  have  to 
pay  a  10%  penalty  on  the  amount 
you're  using  (if  you  convert  before  age 
59  1/2)  and  you'll  lose  the  ability 
to  garner  tax-free  savings  on  the 


"[The  Roth  IRA  is]  almost  too  good  to  be  true. 
People  make  their  contribution,  and  if  you  need  to 
take  money  out,  you  can  take  out  your  original  con- 
tribution without  paying  a  penalty." 
—  Maryanne  Elias,  First  Vice  President  and  Director, 
IRA  Marketing,  Morgan  Stanley  Dean  Witter 


take  out  your  original  contribution 
without  paying  a  penalty." 

You  can  also  convert  a  regular  IRA 
to  a  traditional  deductible  or  nonde- 
ductible IRA  to  a  Roth  if  your  adjusted 
gross  income  is  $100,000  or  less  the 
year  that  you  convert. 

Should  You  Convert? 

"It  makes  sense  for  a  lot  of  people  to 
convert  traditional  IRAs  to  Roth  IRAs," 
says  Elias,  "especially  if  individuals 
want  to  pass  tax-free  funds  along  to 
their  heirs.  At  Morgan  Stanley  Dean 
Witter  we  often  use  the  Roth  for  estate- 
planning  purposes.  It's  a  useful  tool  for 
people  who  don't  anticipate  needing 
that  money  to  live  on  in  retirement." 


amount  if  you  had  left  it  in  the  IRA. 

There  are  several  other  factors  to 
consider,  as  well.  The  conversion 
income  could  elevate  you  into  a 
higher  tax  bracket.  This  could,  in  turn, 
disqualify  you  from  other  tax  benefits 
like  college  tuition  tax  credits  and 
dependent  child  benefits.  This  is  why 
it  sometimes  does  not  make  sense  to 
convert  to  a  Roth  IRA  if  you  are  an 
older  investor. 

If  you  are  using  the  Roth  for  estate 
planning,  then  that  rule  no  longer  holds 
true.  Regular  IRAs  require  the  account 
holder  to  begin  taking  taxable  with- 
drawals from  their  IRA  no  later  than  the 
year  after  you  turn  70  1/2.  But  Roth 
IRA  accounts  require  no  minimum  with- 


drawals from  either  the  principal 
account  holder  or  the  surviving 
spouse.  That  can  mean  a  lot  more 
money  for  your  heirs.  Your  estate  taxes 
also  will  be  reduced  by  the  amount  you 
paid  to  convert. 

Some  experts  advise  that  the  place 
to  be  most  aggressive  is  in  a  Roth 
IRA,  since  stock  earnings  accumulate 
tax  free.  Attractive  industries  to  con- 
sider right  now  are  the  automotive 
industry  —  especially  luxury  vehi- 
cle manufacturers  —  the  leisure 
industry  (remember  those  golf 
clubs  and  boats!),  REIT  mutual 
funds  (which  may  be  making  a 
comeback)  or  the  paper  industry, 
since  the  paperless  office  con- 
tinues to  be  inundated  with 
layers  of  paper.  Another  tip  to 
consider  is  to  insure  your  large 
IRA  rollover  with  life  insurance. 
Income  and  estate  taxes  can  take 
up  to  a  70%  bite  of  your  IRA. 

You  don't  want  your  heirs  to  have  to 
tap  into  the  IRA  just  to  pay  those  taxes. 
Again,  it's  best  to  discuss  your  options 
with  a  knowledgeable  financial  adviser. 

Consulting  a  Financial  Adviser 

Winding  your  way  through  the  myriad 
choices  available  to  you  in  retirement 
planning  may  seem  both  complicated 
and  overwhelming.  It  also  helps  to 
explain  the  growing  number  of  financial 
advisers  available  to  help  you.  You  can 
add  critical  value  to  your  long-term 
investment  results  by  utilizing  the  expe- 
rience and  skills  of  a  trained  profes- 
sional. How  do  you  choose  the  best 
adviser  for  your  situation,  and  when  is 
the  right  time? 


would  like  to  introduc 
you  to  my  second 
significant  other. 


My  Financial  Advisor  —  helping  me  secure  my  future. 

It's  reassuring  to  know  that  I'm  not  the  only  one  who  cares  about  my  future.  That 
I  can  turn  to  someone  I  trust  for  sound  financial  advice.  My  Morgan  Stanley  Dean 
Witter  Financial  Advisor.  First,  he  helped  me  define  my  goals.  Then  he  chose  the 
perfect  combination  of  mutual  funds,  including  a  variety  of  Morgan  Stanley  Dean 
Witter  iFunds,  to  match  these  goals  specifically.  Best  part  is,  he  did  all  that  and 
never  once  asked  me  to  pick  up  the  dry  cleaning. 


1 


Funds 


Morgan  Stanley  Dean  Witter 

Success.  One  investor  at  a  time. 


To  find  out  how  we  can  tailor  a 
Morgan  Stanley  Dean  Witter  iFunds  portfolio 
for  you,  call  toll-free  1  -877-93 7-MSDW. 

msdw.com/individual/runds 


Dr  our  free  brochures  and  prospectuses,  whir  •  njwn  more  complete  information  on  risks,  charges  and  expenses.  Read  the  r. 
west  or  send  money. 

an  Stanley  Dean  Witter  is  a  service  marl-  o  Stanley  Dean  Witter  &  Co.  Services  are  offered  through  Dean  Wit: 

Witter  Online  Inc.  Members  SIPC.  i  is  a  se;  '  Morgan  Stanley  Dean  Witter  &  Co.  ©  2000  Morgan  Stanley  Dean  Witter  D 
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Many  individual  investors  who  don't 
want  to  do  their  own  financial  planning 
because  their  wealth  has  simply  grown 
beyond  the  point  where  they  feel  com- 
fortable managing  it  on  their  own  often 
choose  to  consult  an  adviser. 

You  may  not  feel  comfortable 
enough  to  take  that  $2  million  worth  of 
IRA  rollover  money  you've  received 
from  your  job  and  write  checks  in  incre- 
ments of  $200,000,  for  instance.  You 
may  want  more  direction  than  you  have 
the  time  to  invest.  Choosing  the  right 
investments  can  be  confusing.  Mutual 


selection  of  investment  choices  offered 
today.  Financial  consultants  can  help 
you  not  only  to  evaluate  your  objectives 
but  also  to  build  an  investment  plan 
tailored  to  your  specific  needs  and 
goals.  That  is  a  significant  point  to 
keep  in  mind  when  searching  for  a 
financial  adviser. 

It's  important  to  remember  when 
choosing  an  adviser  to  make  sure  he 
or  she  takes  the  time  to  establish  your 
wants  and  needs  and  matches  invest- 
ments accordingly.  Advisers  should 
also  be  proactive,  calling  you  when  it's 


"People  are  looking  for  enough  financial  flexibility 
for  their  future,  and  because  of  that,  I  see  the  pres- 
sure on  financial  firms  to  deliver  a  broader  set  of 
services  to  meet  those  needs." 
—  Patrick  Woelfel,  Director, 

Van  Kampen  Funds  Investment  Platform  Division 


funds,  for  instance,  now  outnumber 
stocks  listed  on  the  New  York  Stock 
Exchange  and  the  American  Stock 
Exchange  combined. 

A  great  number  of  resources  are 
available  to  you  when  choosing  your 
investments:  the  Internet,  magazines, 
television,  radio,  newspapers,  family 
and  friends.  Do  you  have  the  time  to 
sort  through  all  of  this  information 
meticulously  enough  to  base  your  finan- 
cial future  on  what  you've  discovered? 

Experts  believe  that  most  investors 
simply  don't  have  the  time,  capacity  — 
or  wish  —  to  keep  up  with  the  wide 


appropriate,  involving  you  in  investment 
decisions,  offering  you  sensible  alter- 
natives. 

As  an  investor,  your  retirement  goals 
may  change,  depending  on  your  job  and 
family.  An  astute  financial  adviser 
should  keep  up  with  your  goals. 
Investors  should  look  for  someone  who 
can  help  them  understand  what  they 
want  to  accomplish,  someone  who 
understands  their  goals,  who  is  fluid 
and  flexible,  who  can  set  up  a  long-term 
relationship  that  is  a  process. 

Asking  friends  and  acquaintances  for 
recommendations  is  often  a  smart  way 


to  start  shopping  around  for  an  advis- 
er. You  can  also  use  Web  sites  like 
IHateFinancialPlanning. corn's  "Find  a 
Local  Pro"  service.  Experts  stress  that 
it  is  important  to  make  sure  your  advis- 
er has  been  in  the  business  for  at  least 
five  years,  that  he  or  she  has  a  clear 
regulatory  record  and  at  least  50  active 
clients.  Asking  for  a  random  sample  of 
clients  to  call  allows  you  to  collect  facts 
and  check  references  as  well. 

You  should  feel  very  at  ease  with  the 
person  you  eventually  decide  to  work 
with,  since  choosing  a  financial  adviser 
is  a  highly  personal  choice.  Remem- 
ber that  you'll  be  revealing  the 
most  intimate  details  of  your  finan- 
cial life.  If  you  are  not  at  ease  with 
the  adviser  you've  chosen,  the  rela- 
tionship probably  isn't  going  to 
work,  no  matter  how  highly  recom- 
mended that  person  is. 

In  the  last  few  years,  invest- 
ment advisers  have  flooded  the 
financial  service  marketplace. 
How  can  you  sort  out  the  wheat 
from  the  chaff?  Collecting  names,  con- 
ducting interviews  and  checking  refer- 
ences is  of  utmost  importance, 
experts  advise.  Since  the  responsibili- 
ty to  save  for  a  secure  retirement  is; 
exceedingly  the  individual  investor's 
responsibility,  educating  yourself  about 
your  options  will  allow  you  to  make  the 
best  financial  decisions  for  your  future. 

Facts  and  Figures 

Resumes  should  contain  the  adviser's 
educational  background,  professional 
affiliations  and  registration,  areas  of 
specialization  and  years  of  profes- 
sional service.  Accessing  the  Nation- 


WHEN  EMPLOYEES  ARE  HAPPY  WITH  THEIR  401(k)  PLAN,  IT  SHOWS.  They  work  harder 
and  stay  with  you  longer.  We  should  know.  As  the  nation's  40 1  (k)  leader,  we've  been  helping 
growing  businesses  and  their  employees  secure  their  financial  futures  for  over  50  years.  No  wonder  more 
companies  choose  The  Principal"  for  their  401(k)  plans. ::'  Investment  choice  and  education,  recordkeeping, 
loan  services  and  asset  allocation-we've  got  what  you  need,  plus  personalized  service  and  local  support  to 
make  the  process  easy.  What's  not  to  love?  If  you'd  like  to  hear  what  a  401  (k)  plan 
from  The  Principal  can  do  for  your  employees,  call  1-800-986-3343  (ext.  80080).  One 
of  our  representatives  will  be  happy  to  help,  no  matter  what  you're  wearing. 

We  understand   what  you're  working   fo  rsm 

www.principal.com 


Principal  Life  Insurance  Company,  Des  Moines,  IA  50392.  Products  and  services  offered  through  Principal  Life  Insurance  Company  (The  Principal  "),  its  subsidiaries  and  affiliates.  Mutual  funds  distributed  through 
Financial  Services  Corporation  (Member  SIPC).  'CFO  Magazine,  April/May  2000,  based  upon  total  plans  served  in  1999  by  insurance  companies,  banks  and  investment  firms. 
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al  Association  of  Securities  Dealers 
(NASD)  at  www.nasdr.com  or  by  call- 
ing 1-800-289-9999  will  let  you  review 
the  records  of  potential  financial 
advisers.  You  can  also  log  onto  the 
Certified  Financial  Planner  Board  of 
Standards  (www.cfp-board.org)  for 
help  as  well. 

If  you  have  the  time,  attending  sem- 
inars also  allows  you  to  help  focus 
your  decision.  This  is  a  good  way  to 
determine  if  your  personality  and  the 
personality  of  the  adviser  will  mesh, 
whether  you  think  you  will  feel  com- 
fortable working  with  him  or  her. 

Once  you've  narrowed  down  your 
search  to  a  few  names,  take  a  list  of 
questions  along  with  you  when  you  go 
for  an  interview.  What  is  his  or  her 


way  you  choose  to  pay  for  advice 
should  in  no  way  limit  the  number  of 
investment  options  that  are  available 
to  you.  It's  also  important  to  make 
sure  that  you  can,  if  you  want,  have 
an  ongoing  relationship  with  any  finan- 
cial adviser  you  choose.  In  the  past, 
investors  may  have  used  an  adviser 
as  a  onetime  consultant.  But  that  has 
changed  along  with  401(k)  and  IRA 
balances.  Investors  need  direction  not 
only  with  portfolio  building  but  also 
ongoing  maintenance  of  that  portfo- 
lio. Rebalancing  is  an  important  part 
of  any  adviser/client  relationship. 

The  Stretch-Out  IRA 

"IRAs  are  growing  not  just  in  number, 
but  in  size,"  says  Morgan  Stanley 


to  receive  required  minimum  distribu 
tions  that  come  due  after  the  deaths 
of  both  the  IRA  owner  and  the  desig 
nated  beneficiary.  Using  the  nonre 
calculation  method  of  determining 
required  minimum  distributions,  the 
ability  of  the  IRA  owner  or  beneficiary 
to  name  a  remainder  beneficiary  ere 
ates  the  'stretch-out  IRA.'  Stretch-oul 
IRAs  also  make  sense  for  Roth  IRAs 
because  while  Roth  IRAs  do  not 
require  distributions  at  age  70  1/2, 
they  do  require  distributions  after  the 
owner's  death.  And  while  most  post 
death  Roth  IRA  distributions  are  likely 
to  qualify  for  tax-free  treatment,  the 
longer  the  Roth  IRA  distributions  can 
be  stretched  out,  the  greater  the 
potential  for  the  tax-free  growth  of 


For  I- 


estors  don't  have  the  time,  capacity  —  or  wish  —  to  keep  up 


particular  investment  philosophy? 
How  does  the  adviser  plan  to  assess 
your  investment  needs?  How  does  he 
or  she  plan  to  help  meet  those 
needs?  What  kind  of  paperwork  do 
you  need  to  bring  to  each  meeting? 
What  type  of  follow-up  can  you 
expect?  How  much  should  you  expect 
to  pay? 

How  you  pay  for  advice  differs 
between  advisers.  Fee-only,  commis- 
sion-only or  fee-based  are  the  prima- 
ry choices.  Some  advisers  may 
charge  a  percentage  based  on  assets 
under  management.  The  cost  of 
receiving  quality  advice  has  continued 
to  become  less  expensive  over  the 
past  few  years,  which  has  prompted 
more  investors  to  seek  advice. 

It's  important  to  remember  that  the 


Dean  Witter's  Elias.  "The  growth  of 
401(k)  and  other  defined  contribution 
plans,  corporate  transactions  like 
mergers  or  spin-offs,  early  retirements 
and  the  extended  bull  market  mean 
that  an  IRA  rollover  account  may  be 
the  single  largest  financial  asset 
many  investors  own  or  will  own." 

As  this  occurs,  two  questions  arise 
for  the  American  investor:  Who 
receives  the  IRA  after  the  death  of 
both  the  IRA  owner  and  the  designat- 
ed beneficiary;  and  for  how  many 
years  may  IRA  payments  be  stretched 
out? 

Using  a  stretch-out  IRA  is  often  a 
good  solution  to  these  questions, 
says  Elias.  A  stretch-out  IRA  allows 
the  designated  beneficiary  of  an  IRA 
to  name  a  person  or  charity  or  trust 


Roth  IRA  assets. 

One  example  of  a  stretch-out  IRA  is 
this:  An  IRA  owner  establishes  a  term 
certain  of  21  years  of  payments  at! 
age  70  1/2.  The  IRA  owner  dies  after 
five  years  of  payments  and  the  pri- 
mary beneficiary,  not  a  spouse, 
begins  to  receive  payments  on  the 
remaining  16  years.  If  the  primary 
beneficiary  dies  after  10  years,  the 
primary  beneficiary's  remainder  ben- 
eficiary can  receive  distributions  over 
the  six  remaining  years  of  the  distrib- 
ution schedule.  This  means  that  the 
distribution  has  been  "stretched-out" 
over  the  full  distribution  schedule. 
Sound  complicated?  It  is,  which  is 
why  it  makes  sense  to  consult  a 
financial  adviser  before  attempting 
this  on  your  own. 


Other  Estate-Planning  Strategies 
For  Your  IRA 

"One  effective  estate-planning  strate- 
gy is  to  accumulate  IRA  assets,  either 
by  annual  contributions  or  by  rolling 
over  your  employer  plan  to  an  IRA," 
says  Elias.  A  direct  rollover  not  only  is 
smart  but  it  allows  investors  to  avoid 
the  mandatory  20%  federal  withhold- 
ing tax  that  applies  to  that  money  if 
paid  directly  to  the  person.  (Log  on  to 
Morgan  Stanley  Dean  Witter's  Web 
site  —  www.msdw.com  —  to  watch  a 
Webcast  of  Elias  and  four  colleagues 
called  "Roth  and  Rollover:  What  You 
Need  to  Know  about  Today's  IRAs.") 

If  you  don't  strategize  and  come  up 
with  an  estate  plan,  you  are  liable  to 
lose  any  tax  benefits  you  might  get  if 


and  gift  taxes  on  both  the  federal  and 
estate  levels  will  help  conserve  IRA 
assets.  "Our  financial  advisers  have 
access  to  tools  that  can  personalize 
the  tax  ramifications  of  these  kinds  of 
decisions,"  says  Elias. 

The  Small  Business  and  Retirement 

As  was  mentioned  before,  pending 
legislation  will  expand  coverage  for 
small-business  employers.  Offering 
retirement  plans  as  part  of  a  benefit 
package  for  a  small  business  also 
allows  you  to  attract  better  employ- 
ees. "Under  the  umbrella  of  IRAs," 
says  Elias,  "small  businesses  can 
already  establish  Simplified  Employ- 
ee Pension  (SEP)  IRAs  as  well  as 
Simple  IRAs." 


vide  selection  of  investment  choices. 


you  do  have  a  strategy.  State  laws  or 
the  IRA  document  will  make  the  deci- 
sion for  you,  which  does  not  usually 
benefit  your  heirs. 

With  a  plan,  you  decide  who 
receives  what,  you  decide  how  and 
when  the  assets  are  distributed,  and 
you  will  decide  who  will  manage  the 
assets  in  the  estate.  Keep  in  mind 
that  these  decisions  will  have  major 
tax  ramifications.  Developing  a 
thoughtful  estate  plan  mitigates  set- 
tlement costs  and  takes  into  account 
the  needs  of  your  loved  ones.  You  can 
also  effectively  use  your  assets  for  the 
care  of  minor  children  or  incapacitat- 
ed adults,  instead  of  having  the  court 
appoint  a  guardian  or  conservator. 

Minimizing  administration  fees  and 
expenses  as  well  as  income,  estate 


SEP-IRAs  are  funded  with  tax- 
deductible  employer  contributions, 
and  the  small-business  owner  must 
cover  all  eligible  employees.  Employ- 
ee contributions  are  not  allowed,  and 
the  amount  may  vary  from  year  to 
year. 

You  can  contribute  up  to  15%  of 
your  employee's  wage,  up  to 
$25,500,  or  $25,500  if  you  are  self- 
employed.  The  employer  must  con- 
tribute to  eligible  employee  accounts 
the  same  salary  percentage  he  or  she 
contributes  to  his  or  her  own.  Contri- 
butions do  not  have  to  be  made  every 
year.  "With  Simple  IRAs,"  says  Elias, 
"the  employees  establish  Simple  IRA 
accounts  and  can  contribute  up  to 
$6,000  tax  free.  The  employer  match- 
es up  to  3%  of  those  funds.  Either  the 


employer  or  the  employee  can  be 
responsible  for  the  maintenance  fee." 

Simple  IRAs  have  been  around  only 
since  1997,  and  while  easy  to  admin- 
istrate, they  won't  let  you  sock  away 
as  much  as  you  can  with  a  SEP-IRA. 
The  downside  for  the  small-business 
owner  with  a  SEP-IRA  is  that  he  or  she 
has  to  contribute  the  same  amount 
for  everyone.  The  legislation  pending 
in  Congress,  however,  hopes  to 
address  these  issues.  "Top-heavy 
rules  will  be  substantially  modified," 
says  the  Securities  Industry  Associa- 
tion. One  reason  the  SEP-IRA  and  the 
Simple  IRA  are  gaining  in  popularity 
for  small  businesses,  says  Elias,  is 


because  there  is  no  government 
reporting  with  either  of  these  plans. 

"Most  small-business  owners  don't 
have  the  time  to  figure  out  a  retire- 
ment plan,"  says  Elias,  "much  less 
take  the  time  to  administrate  it.  They 
are  too  busy  running  their  business. 
A  SEP  or  a  Simple  IRA  makes  it  much 
easier.  There  is  no  fiduciary  respon- 
sibility, and  each  participant  makes 
his  or  her  own  investment  decisions." 

What's  interesting  overall  about 
IRAs  is  that  they  are  not  just  a  retire- 
ment planning  tool  any  longer,  notes 
Elias.  "Participants  also  use  them  for 
higher  education  expenses  and  to 
fund  the  purchase  of  a  first-time 
home."  ■ 


Because  tomorrow  s  here  sooner 
than  you  think 


TIAA-CREF  has  been  the  retirement  system  of  choice  for  millions  of 
educators  and  researchers  for  over  80  years.  The  TIAA-CREF  group  of 
companies  has  a  proven  history  of  helping  people  plan  for  tomorrow.  Today, 
our  mutual  funds,  IRAs,  personal  retirement  annuities,'  trust  services  and 
tuition  plans  are  available  to  everyone. 


TIAA-CREF  pension  accounts  have  some  of  the  lowest  expense  charges  in 
the  financial  services  industry,  one  of  the  reasons  why  Morningstar  says 
that  "TIAA-CREF  sets  the  standard  in  the  financial  services  industry."* 

Call  800  226-0147  for  more  information  about  TIAA-CREF's  products  and 
services,  including  charges  and  expenses,  or  for  mutual  fund  and  personal 
annuity  prospectuses.  Please  read  them  carefully  before  you  invest  or 
send  money. 

Isn't  that  a  tomorrow  you  can't  live  without? 


Ensuring  the  future  for 
those  who  shape  it. M 


RETIREMENT 


INSURANCE 
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TRUST  SERVICES  TUITION  FINANCIN 


Past  performance  is  not  a  guarantee  of  future  results.  I  t  Availability  subject  to  state  approval. !  'Source:  Morningstar.  June  2000.  referring  to  the  TIAA-CREF 
pension  accounts'  consumer  education,  service  and  low  fees.  TIAA-CREF  Individual  and  Institutional  Sen/ices.  Inc.  distributes  CREF  and  TIAA  Real  Estate 
variable  annuities  •  Teachers  Personal  Investor  Services.  Inc.  distributes  the  Personal  Annuities  variable  annuities.  Mutual  Funds,  and  Tuition  Savings 
Agreements  •  TIAA  and  TIAA-CREF  Life  Insurance  Co.  issue  insurance  and  annuities  •  TIAA  CHEF  Trust  Company,  FSB  provides  Trust  Services. 
©  2000  TIAA-CREF  and  TIAA-CREF  Life  Insurance  Companies,  NY,  NY  •  Investnien  not  FDIC  insured,  may  lose  value  and  are  not 

bank  guaranteed. 


8  0  0   2  2  6-01 

www.tiaa-cref. 


-=^~-^T  H  AT 

TiAM  CREF  proudly  sponsors  MONEY 

SHOW 


informative  newsmagazine  about  money  every  week  on  PI 

[check  local  listings  for  airtim 


Trouble  in  Para 

1  another  boom  year  for  auto  sales,  the  manufacturers  are  starting  to  sei 
ars  like  sofas— no  money  down!  God  save  them  when  a  slowdown  hits. 


f  ROBYN  MEREDITH 

J RING  YOUR  OWN  BAGELS,  PLEASE. 
At  General  Motors,  managers  are 
being  told  not  to  put  snacks  for 
iff  meetings  on  the  company's  tab. 
id  while  you're  at  it,  the  cost-cutting 


memos  beseech,  watch  your  cell 
phone  calls. 

Across  town,  managers  at  the  for- 
mer Chrysler,  facing  a  half-billion  dol- 
lars of  third-quarter  red  ink,  recently 
spent  four  anxiety-producing  days  try- 


ing to  prove  to  the  boss  that  they  had 
the  lowest  costs  for  every  line  of 
planned  spending.  Ford,  even  as  it 
struggles  to  assure  customers  that  their 
Explorer  won't  crash  after  its  Firestone 
tires  shred,  is  battling  losses  in  Europe 
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E  COPYING 
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No  more  trips  to  the  copier.  No  more  waiting.  No  more  cutting  in.  Now  you  can  make  copies  from 
vn  computer.  Through  an  innovative  embedded  controller,  our  Toshiba  DP8070  black-and-white  copier 
lets  you  fire  off  80  pages  per  minute.  Which  will  give  you  more  time  to  work  and  revolutionize  your  own 
industry.  Catch  up  with  our  complete  line  of  copiers,  fax  machines  and  printers  at  copiers.toshiba.com. 
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Don't  ropy.  Lead. 


and  profit-sapping  rebates  in  the  U.S. 

In  Detroit  "everybody's  got  alarm 
bells  going  off,"  says  James  Holden, 
chief  executive  of  DaimlerChrysler's 
U.S.  unit. 

Why  is  Detroit  battening  down  the 
hatches?  There's  no  recession  crippling 
the  cyclical  auto  industry.  On  the  con- 
trary, there  have  been  seven  years  of 
strong  auto  sales.  In  the  2000  model 
year,  sales  of  cars  and  light  trucks  hit  a 
record  17.5  million,  up  from  the 
record  set  the  year  before  of  16.7  mil- 
lion. The  auto  industry  shouldn't  be 
penny-pinching  now.  It  should  be 
coining  money. 

But  the  car  market  is  glutted  and 
the  sport  utility  market  soon  will  be, 
too.  U.S.  and  foreign  manufacturers 
have  about  40  more  assembly  factories 
than  they  need  to  meet  current  world- 
wide demand.  And  lots  of  the  vehicles 
being  churned  out  are  aimed  at  Amer- 
ican shores.  "Eventually  the  capacity 
just  piles  up  like  plaque  in  the  arter- 
ies," says  John  A.  Casesa,  Merrill 
Lynch's  auto  analyst. 

The  ballooning  supply  has  forced 
automakers  to  offer  costly  rebates  and 
other  incentives,  discounts  normally 
not  seen  until  a  downturn  hits.  Add  to 
this  that  list  prices  of  cars  have  been  flat 
or  declining  already,  so  it's  not  so  sur- 
prising that  automakers  are  watching 
their  bagels. 

"We  used  to  take  these  measures 
when  we  were  driving  into  a  down 
cycle,"  says  Chief  Executive  G.  Richard 
Wagoner  Jr. 

What  happens  when  car  sales  do 
slow  down?  Upheaval  looms,  especially 
for  General  Motors.  GM's  share  of  the 
U.S.  market  has  fallen  from  35.8%  a 
decade  ago  to  27.4%  in  the  third  quar- 
ter. Each  year  GM  executives  have 
promised  and  failed  to  deliver  better 
cars  and  higher  market  share.  But  the 
disaster  lurking  in  GM's  shrinking  busi- 
ness has  been  camouflaged  for  years  by 
the  pace  of  demand  overall. 

Consider  these  scenarios:  GM  can 
now  build  5.5  million  cars  and  trucks 
in  the  U.S.  and  Canada,  but  sold  only 
5  million  in  the  2000  model  year.  That 
means  it  has  about  two  factories  too 


Weather's  Fine— Now 

Auto  sales  rise  and  fall  with  the 
economy,  the  current  boom  tracing 
the  nation's  good  times.  But  the 
global  car  glut  is  cutting  into  profits. 

18mil 
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Source:  Ward's  AutolnfoBank. 

many  today.  If  auto  sales  were  to  slow 
from  their  current  18  million  pace  to 
a  long-term  demand  level  of  16  mil- 
lion, GM  would  have  to  slash  produc- 
tion by  570,000  cars  and  trucks — or 
two  more  factories'  worth.  If  industry 
sales  fell  to  13  million,  the  average 
level  during  the  last  recession,  GM 
would  have  to  stop  producing  1.8  mil- 
lion vehicles.  That's  the  rough  equiv- 
alent of  seven  assembly  plants  em- 
ploying 22,400  workers,  to  say  nothing 
of  the  jobs  lost  in  shuttered  compo- 
nent factories. 

It  is  wrenching,  expensive  and  polit- 
ically difficult  to  close  an  auto  factory. 
Promises  made  to  union  members  over 
the  years  mean  that  it  costs  GM  almost 
as  much  to  keep  a  worker  idle  as  it  does 
to  keep  him  busy. 

For  now,  to  move  its  bloated  inven- 
tory of  2000  models  and  keep  factories 
humming,  GM  is  discounting.  It's  of- 
fering free  car  loans  for  five  years  on 
17  models.  The  discounts  are  typically 
worth  $5,000  to  $7,000,  erasing  prof- 
its for  each  vehicle  sold.  Oldsmobiles — 
even  2001  models — are  now  being  sold 
like  cut-rate  couches:  Buyers  can  drive 
away  a  new  car  with  no  money  down 
and  no  payments  or  interest  charges 
for  a  year.  That's  unprecedented  at  GM. 

The  brunt  of  the  rebates  will  hit 
fourth-quarter  earnings.  But  earlier 
discounts  were  starting  to  show  up  in 
GM's  third  quarter,  when  net  income 
fell  to  $829  million  from  $877  million 
a  year  ago,  although,  with  the  help  of 
$  1 .4  billion  in  stock  buybacks  this  year, 


GM  eked  out  a  16%  gain  in  third-quarnl 

ter  earnings  per  share,  to  $1.55. 

Still,  with  $13.5  billion  in  cash  on 
hand,  GM  doesn't  face  anything  like  tha 
financial  crisis  it  did  in  the  last  recesJ 
sion.  "The  balance  sheet  is  much) 
stronger,"  says  Wagoner,  who  should) 
know,  since  he  was  tapped  as  chief  fi- 
nancial officer  to  get  the  company  pasn 
those  troubles.  "The  pensions  ara 
funded,  as  opposed  to  being  a  $20  bil- 
lion hole." 

The  capacity  glut  has  hit  Daimler- 
Chrysler  the  hardest.  Its  U.S.  operation 
expects  a  third-quarter  loss  of  $528  mil- 
lion, thanks  to  rebates  and  the  costs  ofl 
introducing  redesigned  minivans. 

Do  the  math,  says  Holden:  Rebates  I 
rose  on  average  $1,000  per  vehicle,| 
while  list  prices  remained  flat.  Chrysler 
sold  2.6  million  cars  and  trucks  last  year 
in  North  America.  So  it  must  cut  $2.6 
billion  out  of  its  $68.4  billion  in  ex- 
penses to  stay  even  with  last  year's  re-l 
suits.  It  got  stuck  this  summer  with  too 
many  2000  model  minivans  ($3,000  re- 
bate), and  with  an  aging  Jeep  Cherokee 
($1,500  off  a  2001  model)  as  otheJ 
companies  rushed  out  new  sport  utility 
vehicles  and  minivans. 

"The  ultimate  trick  pony  in  this 
game  is  to  have  the  hot  product  that; 
doesn't  need  that  incentive,"  said] 
Holden.  He's  talking  about  the  PT 
Cruiser,  which  his  company  can't  make 
fast  enough. 

Chrysler  has  its  own  peculiar  prob- 
lem. Daimler  bought  scrappy  Chrysler] 
because  its  management  could  design 
head-turning  and  highly  profitable  cars 
and  trucks.  Except  for  Holden,  the 
dream  team  is  gone  or  on  its  way  out,] 
from  revered  designer  Thomas  Gale  to 
deposed  former  vice  chairman  Thomas 
Stallkamp,  who  at  a  recent  Donaldson, 
Lufkin  8c  Jenrette  seminar  compared 
Chrysler  to  the  Survivor  TV  show.  "It 
was  better  to  be  voted  off  the  island 
early,"  he  said  acidly. 

Some  former  Chrysler  executives 
have  even  predicted,  privately,  that  the 
deal  will  be  unwound — with  a  partial 
or  complete  spinoff  of  Chrysler.  "That's 
crazy,"  says  Holden. 

Ford  will  unavoidably  be  hurt  by 
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HUE  MARTINI 

NOW  SERVING  TWO  TO  TWENTY. 

Shopping  is  simply  more  fun  in  a  group.  Now,  Blue  Martini's  collaborative  capabilities  allow  groups  to  shop  online  as 
well  With  it  two  people  in  different  cities  can  browse  their  favorite  site  together,  two  dozen  people  can  be  taken 
through  an  online  training  exercise  simultaneously  and  customer  service  representatives  can  guide  clients  through 
their  site.  The  uses  are  endless.  Browsers  turn  into  buyers.  And  nobody  has  to  be  lonely.  To  find  out  how  Blue  Martini  s 
e-business  solutions  can  improve  your  customers'  online  experience,  visit  bluemartini.com/group. 

AUTO  INDUSTRY 


Quebec 


MASSACHUSETTS 
CONNECTICUT 


Lake  MICHIGAN 

Michigan  \ 

Orion  Towns 


RHODE  ISLAND 


MISSOURI 


ARKANSAS 


PENNSYLVANIA  Ljnden 

Lordstownf  .  NEW  JERSEY 

Wilmington 

Baltimore 


VEST 

RGINIA  VIRGINIA 


STE.  THERESE,  QUEBEC,  CANABA 
Workers:  1,766 
Product:  Chevrolet  Camaro, 
Pontiac  Firebird 
Year  opened:  1965 

Sonoma 


LINBEN,  N.J. 
Workers:  2,484 
Product:  Chevrolet  S-10  picky  I 
GMC  Sonoma  pickup,  Chevrole  | 
Blazer,  GMC  Jimmy 
Year  opened:  1937 


SOUTH  CAROLINA 


BALTIMORE,  MB. 

Workers:  2,504 
Product  Chevrolet  Astro  van,  GMC 
Safari  van 
Year  opened:  1935 


WILMINGTON, DEL 

Workers:  2,605 
Product:  Chevrolet  Malibu,  Saturn  LS 
Year  opened:  1947 


Workers:  4,034 
Product:  Oldsmobile  Aurora, 
Buick  Park  Avenue,  Buick 
LeSabre,  Pontiac  Bonneville 
Year  opened:  1983 


Sources:  PaineWebher;  General  Motors. 


LORDSTOWN,  OHIO 

Workers:  5,111  \, 
Product:  Chevrolet  Cavalier, 
Pontiac  Sunfire 
Year  opened:  1966  " 


The  Hit  List? 


GM  has  29  assembly  factories,  enough  to  produce  31.5% 
of  the  cars  and  trucks  sold  in  the  2000  model  year. 
Trouble  is,  it  ended  the  2000  model  year  with  only  28.5%| 
share  of  the  market.  Times  are  good  now  but  if  sales  slow] 
to  16  million  cars  and  trucks  a  year,  GM  will  be  under 
pressure  to  slash  that  excess  capacity.  Predicting  plant 
closings  is  tricky,  but  we  think  the  likeliest  ones  are  in 
Linden  and  Ste.  Therese.  The  others  might  be  next  in  linei| 
LIKELY  TO  CLOSE     MIGHT  BE  CLOSED 


the  growing  rebates  at  GM  and  Daim- 
lerChrysler.  But  it  has  less  overcapac- 
ity than  GM  and  won't  be  as  damaged 
during  a  slowdown.  And  while  Ford's 
market  share  for  the  2000  model  year 
fell  0.6%,  it  has  not  been  in  a  decades- 
long  decline  like  GM. 

In  some  ways  the  troubles  in  De- 
troit's paradise  can  be  traced  precisely 
to  Daimler's  announcement  two  and  a 
half  years  ago  that  it  would  buy 
Chrysler.  That  deal  ushered  in  an  era  of 
truly  global  competition  in  the  auto  in- 
dustry, with  numerous  takeovers  and 
alliance  deals  struck  since  then.  Renault 


teamed  up  with  Nissan.  Ford  bought 
Volvo  and  Land  Rover.  GM  bought  con- 
trol of  Saab  and  forged  alliances  around 
the  world,  taking  or  increasing  stakes 
in  Fiat,  Isuzu,  Fuji  Heavy  Industries  and 
Suzuki.  DaimlerChrysler  recently 
linked  up  with  Mitsubishi  and 
Hyundai. 

Now,  most  car  companies  have  ex- 
panded their  offerings  everywhere,  and 
even  smaller  companies  are  rushing  to 
compete  in  nearly  every  segment  of  the 
market — from  small  cars  to  luxury 
sedans.  Hyundai  is  selling  a  sport  util- 
ity vehicle,  n,  onoboxes.  Mer- 


cedes and  Jaguar  have  gone  downmai| 
ket  with  cheaper  offerings.  BMW 
hawking  a  station  wagon  version  of  thl 
ultimate  driving  machine.  The  foreigl 
automakers  have  been  lucky  in  the  U.!l 
The  strong  dollar  has  allowed  them  tj 
drop  their  prices  or  hold  them  stead] 
without  pinching  profits. 

Instead  of  cheering  a  just-rigfl 
Goldilocks  economy,  the  auto  industr 
is  grappling  with  an  economy  that 
too  hot  and  too  cold  at  the  same  tim<| 
"The  impact  of  global  competition 
playing  out,"  says  Wagoner.  Right  nov| 
it  is  playing  loudly  in  Detroit. 
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Gravy  Train 

Little  GATX  Corp.  finds  itself  fighting  giant 
General  Electric  for  customers.  Warren 
Buffett  is  betting  on  the  little  player.  Why? 


BY  BERNARD  CONDON 

IT'S  EVERY  BUSINESSMAN'S 
nightmare.  GATX  Corp.,  the 
Chicago  tankcar  company,  got 
word  that  General  Electric  was 
buying  into  its  industry.  The 
lightbulb  maker's  wildly  suc- 
cessful financing  arm,  GE  Capi- 
tal, had  agreed  to  purchase 
30,000  cars.  The  phone  began 
ringing  almost  immediately  at 
GATX's  headquarters.  How  will 
you  ever  compete  against  a 
company  with  50  times  your  as- 
sets? One  money  manager 
called  to  offer  a  prophesy: 
"Game  over." 

Well,  not  quite.  Since  that 
July  day  three  years  ago  GATX 
has  held  on  to  its  customers — 
and,  in  fact,  increased  its  mar- 
ket share  2  percentage  points  to 
37%.  GATX  stock  is  up  60%  in 
the  past  two  years  and  one 
smart  investor  apparently 
thinks  it  will  rise  more.  Warren 
Buffett  has  spent  more  than 
$200  million  over  the  past  year 
buying  15%  of  the  company  for 
his  Berkshire  Hathaway. 

GATX  took  in  revenue  of  $1.8  billion 
last  year  running  its  own  tankcars,  leas- 
ing tankcars  and  planes,  and  tracking 
shipments  for  oil  and  chemical  compa- 
nies. But  the  line  of  business  that  ap- 
pears to  have  caught  Buffett 's  eye  is  the 
first  of  these,  and  the  one  that  got  it 
started  102  years  ago.  Operating  its 
tankcars  accounted  for  $571  million  of 
1999  revenue. 

What  does  Buffett  see  in  this  little 
operation?  An  efficient  use  of  capital. 
GATX's  tankcars  throw  off  some  $100 
million  a  year  of  what  Buffett  calls 
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a  tricky  matter.  Companies  are  required 
to  disclose  their  capital  expenditures, 
but  not  to  distinguish  the  outlays  that 
expand  a  business  from  the  outlays  that 
merely  enable  it  to  tread  water.  In  arriv- 
ing at  the  $100  million  estimate  we 
looked  at  the  number  of  cars  GATX  is 
scrapping  every  year  and  the  money  it 
spends  to  buy  a  new  one  today. 

The  next  matter  is  how  much  capi- 
tal must  be  tied  up  in  a  business  in 


"owner's  earnings."  These  are  the 
profits  the  owner  can  safely  spend 
without  impairing  the  business.  Ide- 
ally you  calculate  this  measure  of 
profit  by  adding  back  to  reported  af- 
tertax earnings  the  allowance  for  de- 
preciation, then  subtracting  the  nec- 
essary capital  outlays  made  to 
maintain  the  business  at  its  existing 
level.  For  railcars,  the  maintenance- 
level  capital  ure  is  a  big  num- 
ber. The  cars  rust  out  in  30  years. 

Calculating  o  s  earnings  in  a 
capital-intensive  1       ess  is  sometimes 


order  to  generate  a  certain  level  of 
owner's  earnings.  Buffett  has  warned 
investors  not  to  be  fooled  by  companies 
that  report  fast  earnings  growth  if  most 
of  those  earnings  must  stay  on  the  bal- 
ance sheet  and  so  can't  be  distributed  to 
shareholders  or  used  to  buy  back  stock 
You  might  as  well  put  your  money  in  a 
savings  account. 

Here  is  where  the  numbers  from 
GATX  will  surprise  you  a  little.  The  com- 
pany seems  to  be  at  a  grave  disadvan- 
tage to  GE.  S&P  rates  its  debt  BBB,  so  it 
must  pay  more  interest  when  it  finances 


We've  sone  a  lon5  way  to  make  tke  journey  (eel  really  skort. 


rirstfciass 


 s  f   Iberia  introduces  its  new  First  Class.  When  you  find  comfort  in  every  detail  and  travel  becomes 

,nonymZs  with  relaxation,  then  you've  discovered  First  Class  privileges  with  Iberia.  Iberia's  First  Class  offers  every  service 
naginable  including  300  plus  VIP  lounges  in  airports  worldwide,  and  when  flying  on  Iberia,  members  of  oneworld  frequent 
'Iyer  programs,  such  as  /Advantage?  may  earn  and  redeem  frequent  flyer  miles  along  the  way.  Only  the  best  fly  this  high, 
or  reservations  contact  your  travel  agent,  call  Iberia  Airlines  at  1-800-772-4642,  or  visit  wutw.iberia.comlingles 

IBERIA  i  M 

^  The  Best  Kept  Secret  of  European  Travel. 

m  All  our  flights  arc  non-smoking. 
..H<.»A.,Un...ndAAd,^^^ 

•lit.,  and  ...  end  th<  »Ad».nt«<  program  with  si.  month*  nol.ee.  AAdvanl.g.  travel  "^'S^^^TJSS-P^JS^I  .,,."„    .„..  ,  .mn.ni...  I  or  complou  d«t.il«  about  .he  AAdv.nr.gc  pro., am.  ..,.<  ««•"•«• 


TX 


David  vs.  Goliath 

At  first  glance,  GE  Capital  should  crush 
GATX  in  the  railcar  business.  But  the 
return  on  assets  tell  a  different  story. 


railcars  owned  by  GE. 
railcars  owned  by  GATX. 
GE  Capital's  ROA 
GATX's  ROA 


a  railcar  than  GE  Capital  does  with  its 
AAA  credit  rating.  Moreover,  just  to 
hang  on  to  that  low  rating,  GATX  must 
maintain  a  shareholders'  equity  cush- 
ion of  14%  of  its  assets.  GE  Capital  gets 
away  with  6%;  any  excess  capital  can  be 
upstreamed  to  the  parent  company  for 
use  in  other  lines  of  business  or  in  pay- 
ing dividends. 

Why  would  Warren  Buffett  want  to 
own  a  company  that  ties  up  so  much 
money  to  make  more  money  and  that 
pays  more  for  a  borrowed  dollar  than 
the  competition?  Two  reasons.  One  is 
that  GATX  is  cheap — trading  at  14 
times  trailing  earnings  rather  than 
GE's  47  times.  The  other  is  that  GATX 
has  recently  gotten  good  at  ways  to 
leverage  its  skills  without  leveraging  its 
balance  sheet. 

Until  recently  GATX  would  share 
ownership  risk  of  most  newly  ac- 
quired cars  with  banks.  Most  of  the 
money  for  a  new  $55,000  tankcar 
would  be  borrowed;  in  addition,  a 
bank  looking  for  a  nice  depreciation 
writeoff  would  put  up  the  20%  equity. 
GATX  would  then  lease  the  cars  back 
from  the  bank  for  21  years,  typically 
under  a  formula  that  would  give  the 
bank  an  aftertax  annual  return  of  5%. 
GATX  would  then  sublease  to  cus- 
tomers like  chemical  companies  in 
short-term  deals,  lasting  three  to  five 
years.  GATX  would  make  a  nice  spread 
for  its  trouble,  but  it  took  a  lot  of  risk, 
too.  If  a  car  sat  idle  during  a  recession, 
GATX  would  lose  money  on  it. 

Under  Ronald  Zech,  a  57-year-old 
former  finance  professor  who  has  been 
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running  GATX  since  1996,  the  company 
has  greatly  expanded  the  railcar  busi- 
ness while  fobbing  off  risk.  GATX  leases 
cars  from  the  banks  under  a  formula 
that  is  supposed  to  yield  the  bank  a 
5%%  real  aftertax  return,  assuming  the 
cars  stay'busy.  However,  if  GATX  is  un- 
able to  sublease  the  cars,  or  if  rental 
rates  collapse,  the  banks  take  the  hit. 

A  year  and  a  half  after  making  a 
push  for  these  new  deals,  Zech  got  the 
first  results:  A  $170  million  order  for 
2,700  tankcars.  The  banks  put  up  the 
equity,  while  GATX  put  up  its  subleasing 
savoir  faire. 

Not  that  Zech  is  fearful  of  taking 
risks.  Before  becoming  president  in 
1995,  he  spent  most  of  the  previous  ten 
years  running  GATX  Capital,  a  San 
Francisco-based  division 
that  placed  bets  on  every- 
thing from  leases  for  tele- 
com gear  to  stakes  in  golf 
courses.  He  lent  money  to 
new  companies,  taking  in 
interest  payments  in  the 
form  of  cash  and  warrants 
to  buy  stock.  He  likes  plac- 


five  years  GATX  returned  30%  on  its  ir 
vestment  with  only  half  of  the  portfc 
lio  sold.  The  company  is  still  collectinj 
Like  other  lessors,  GATX  also  make 
money  managing  assets  for  other: 
While  assets  owned  by  GATX  grew  to  $ 
billion  from  $5  billion  in  the  past  thre 
years,  those  the  company  oversees  fa 
others  (like  big  banks)  ballooned  to  $1 
billion  from  $4  billion.  Now,  asset  mar 
agers  like  GATX  traditionally  take  a  fee  C 
1%  annually  of  a  plane  or  railcar's  orig 
inal  cost.  Zech  would  cut  the  fee,  some 
times  by  as  much  as  half,  in  exchang 
for  getting  a  big  cut  on  the  eventual  sal 
of  the  fleets.  It's  a  bet  that  Zech  know 
the  cycles  better  than  the  markel 
Shades  of  the  Zell  deal.  Profits  frori 
sales  have  already  risen  fivefold  over  th 
past  five  years  to  $85  mil 
lion,  more  than  the  fla| 
management  fee  brings  in 
"You  can  fight  all  dai 
over  10  or  20  basis  points, 
Zech  says.  "It's  better  to  as 
for  a  big  piece  of  the  upside 
So  what's  next  fo 
GATX?  Zech  is  finding  ne\i 


Like  Buffett,  GATX's  Zech  will  figure 
the  odds  on  virtually  anything. 
The  more  complicated,  the  better. 


ing  bets,  and  sometimes  lapses  into 
racetrack  bookie  talk,  spitting  out  odds 
on  likely  winners  of  everything  from 
an  upcoming  weekend  golf  game  to 
races  at  the  company  picnic. 

After  Sam  Zell  bought  transporta- 
tion equipment  broker  Itel  Corp.  out 
of  bankruptcy  in  1984,  Zell  had  to  get 
rid  of  the  pieces  of  paper  that  gave  Itel 
rights  to  collect  money  on  the  eventual 
sale  of  70,000  locomotives,  railcars  and 
other  big-ticket  items  owned  by  150 
different  lessors.  Zech  checked  every 
contract,  estimating  sale  prices  from 
GATX  experience  and  sizing  up  each 
lessor,  nearly  ,f  which  had  been 
GATX  customers.  He  offered  $25  mil- 
lion to  2  hole  package,  no 
cherry-pi.  -  i  In  less  than 


ways  to  improve  the  profitability  of  hii 
capital.  After  selling  a  logistics  busines 
in  June,  Zech  is  now  shopping  around 
division  that  owns  tanks  that  can  holo 
35  million  barrels  of  oil  and  chemicals 
The  business  could  fetch  $1  billion  afte: 
taxes.  What  would  Zech  do  with  ih« 
money?  He  might  buy  back  GAT? 
shares,  whose  earnings  yield  is  a  hig 
7%  (the  inverse  of  the  14  P/E)  anc 
growing. 

The  talk  now,  as  is  typical  after  Buf 
fett  invests,  is  whether  the  famed  in 
vestor  will  purchase  the  whole  com 
pany.  But  that  $  1  billion  expected  fron 
the  tank  sale  is  enough  to  buy  half  o 
GATX's  outstanding  shares  at  recen 
prices.  Don't  be  surprised  if  Zech  beat 
Buffett  to  the  trading  post. 


Market  summari 
Account  balances; 
Trades? 


Its  your  call 


So  easy  to  use,  so  much  access— s 
is  it?  An  Internet-ready  phone 
Schwab  PocketBroker™  service 


i\  Schwab 
PocketBroker 


What  can  you  do  with  it?  Even  when 
you  are  on  the  move,  you  can  manage  your 
accounts,  get  market  updates,  make  trades  and 
more  with  the  power  of  Schwab.  And  you  can 
do  it  all  via  your  Internet-ready  cell  phone. 

And  as  you'd  expect  from  Schwab, 
PocketBroker  is  also  available  from  your 
choice  of  Palm™  Illxe  or  Palm  Vx  handhelds. 
And  the  RIM  Wireless  Handheld™ 

With  Schwab's  PocketBroker  you  get  a 
whole  new  level  of  convenience  and  control. 
After  all,  if  you're  a  well-connected  investor, 
you  can  be  a  smarter  one. 

If  you  already  have  an  Internet-ready 
phone,  you  can  find  us  on  your  phone's  web 
menu  or  at  pb.schwab.com.* 


OPEN  AN  ACCOUNT: 
GET  AN  INTERNET-READY 
PHONE. 

Open  a  Schwab  account  online  with  a 
minimum  of  $10,000  and  get  your  choice  of 
an  Internet-ready  phone,  compliments  of  Schwab. 

Just  log  on  to  schwabwelcome.com. 

Or  call  1-800-3-SCHWAB  or  visit  a  Schwab 
branch  near  you. 


schwabwelcome  ♦  com 


where  every  investor  is  always  welcome" 


Charles  Schwab 


creating  a  world  of  smarter  investors™ 


'Customers  are  subject  to  service  levels,  privacy,  security,  fees  and  usage  policies  of  their  wireless  service  provider. 

Offer  valid  for  new  Schwab  or  SchwabOne  accounts  opened  online  and  funded  between  10/16/00  and  2/1 5/01 .  Offer  does  not  include  retirement  and  Schwab  Institutional  accounts  If  you  work  at  Schwab,  a  wireless  equipment 
or  service  provider,  another  financial  institution,  broker-dealer,  news  or  financial  information  media  company,  you  are  also  not  eligible  for  this  offer  Offer  is  valid  until  2/15/01,  unless  terminated  earlier  by  Schwab  Terms  and 
conditions  appiy  Please  consult  Schwab  for  details  Web  phones  are  manufactured  and  supplied  and  wireless  service  is  provided  by  independent  third  parties  that  are  not  affiliated  with  Schwab  Selection  ol  web  phones  may  also 
be  limited  due  to  market  availability  or  compatibility  require  ments  of  the  wireless  service  providers  PocketBroker  Service,  including  real-time  quotes,  news  and  trading  features  may  be  delayed,  limited  or  unavailable 
due  to  limits  of  wireless  coverage  and  during  periods  of  peak  demand,  market  volatility,  system  upgrades  or  maintenance.  Palm  is  a  trademark  of  Palm.  Inc.  or  its  subsidiaries  and  Research  In  Motion.  RIM  and  the 
RIM  Wireless  Handheld  family  are  trademarks  of  Research  In  Motion  Limited,  independent  companies  not  affiliated  with  Schwab  Domestic  US  customers  only  Limit  one  per  customer  Offers  must  be  redeemed  no  later  than  6/30/01 
Deposits  must  be  new  to  Schwab,  margin  loans  and  deposit  01  t'ansfers  between  Schwab  accounts  do  not  qualify  Exceptions  may  apply  ©2000  Charles  Schwab  &  Co.  Inc.  All  rights  reserved  Member  SIPC/NYSE 11000-65621 


Companies  are  made  of  people.  Which  makes  red  ,  the  right  talent  key  to  succeeding  in  today's  competitive 
job  market.  Effective  use  of  the  Internet  can  h  ck|y  find  the  best  candidates.  We  can  show  you  how. 

e  have  the  expertise,  technology  and  alliance  2ed  to  deliver  high-impact  Internet  solutions  for  your 


business.  Whether  you  manage  your  own  network,  or  use  the  services  of  a  Cisco®  Powered  ClSC^^^^ 
Network  provider,  we  can  help  you  discover  a  new  way  to  recruit  for  your  future.  Come 

Empowering  the 

see  for  yourself  at  Cisco.com/go/iq.  Discover  all  that's  possible  on  the  Internet.     Internet  Generation 


The  China  Factor 


Looking  shabby  everywhere  else,  Motorola  pins  its 
hopes  on  the  world's  largest  market. 


BY  BENJAMIN  FULFORD 

MOTOROLA  HAS  TAKEN  A  DRUB- 
bing  in  recent  weeks  on  slowing 
sales  of  cell  phones  in  Europe 
and  North  America.  It  can  always  seek 
solace  in  a  silver  lining:  China. 

Markets  such  as  Finland  and  Japan 
may  be  getting  saturated,  but  China  al- 
ready ranks  second  in  the  total  number 
of  cell  phones  in  use — and  the  local 
market  is  growing  a  torrid  60%  a  year. 
China  will  soon  overtake  the  U.S.  to  be- 
come the  largest  cellular  market  in  the 
world,  with  80  million  subscribers  by 


year-end  and  up  to  a  quarter-billion  by 
2003,  the  government  says. 

At  only  4.6%  market  penetration, 
China's  wireless  revolution  is  just  warm- 
ing up — and  Motorola  got  here  first  and 
could  reap  the  spoils  accordingly.  After 
decades  of  false  promises  the  market  is 
finally  taking  off  as  more  people  in  a 
population  of  1.3  billion  can  afford  to 
buy  wireless  service,  TV  sets  and  even 
automobiles.  China  already  is  the 
world's  largest  TV  market;  its  electronics 
sales  are  growing  25%  a  year. 

The  economy  will  be  so  big  that  a  se- 


ries of  Chinese  conglom^ 
ates  in  various  industries ; 
expected  to  burst  onto  t 
world  stage  in  the  comi 
years.  Most  of  their  produj 
will  need  semiconductors! 
Motorola's  next  big  gam 
in  this  enigmatic  market. 
"At  the  very  least,  we  want  to  be  p; 
of  their  food  chain,"  says  Scott 
Stevens,  who  recently  transferred  fro 
headquarters  in  Austin  to  be  a  direct 
of  Motorola's  local  chip  business 

The  company  first  entered  the  cou 
try  in  1987  and  has  invested  $1.5  billid 
here,  mostly  on  the  wireless  businei 
Now  Motorola  will  double  up  on  its  b 
spending  another  $1.9  billion  to  builc 
chipmaking  plant  in  Tianjin,  a  port 
northern  China. 

The  new  chip  operations  will  supp 
Motorola  but  also  arm  the  enemy,  sei 


Motorola  is  the  top  mobile  rand  ui  China.  But  selling  is  har 
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s.iow  up  with  friends  and  take  two  or  three  hours  to  select  a  phone 


MOTOROLA 

ing  crucial  parts  to  a  passel  of  new  Chi- 
nese rivals.  Ten  domestic  makers  have 
appeared  out  of  nowhere  in  the  past 
year  to  grab  a  5%  share  of  the  local  mar- 
ket. "Our  policy  is  that  competition  is 
good,  so  we  will  sell  chips  to  them  even 
as  we  compete  in  the  handset  side  of  the 
market,"  Stevens  says. 

Nor  is  this  just  a  case  of  a  backwater 
slowly  catching  up.  By  arriving  late  to 
the  wireless  world,  China  has 
leapfrogged  past  several  generations  of 
technology — from  copper  wires  to  ana- 
log mobile  phones — and  moved  into 
Web-enabled  mobiles.  The  country  will 
soon  have  more  wireless  phones  than 
wired  ones  (now  at  125  million  and 
growing  at  a  rate  of  2  million  a  month). 
And  when  China  does  get  wired  up,  it 
will  skip  the  copper  and  install  high- 
speed fiber  optics. 

That  is  why  other  global  players  are 
expected  to  at  least  match  Motorola's  ante 
in  the  next  year  or  two.  Vodafone  recently 


Dial  "S"  for 
Superstition 

Chinese  consumers  are  willing  to  pay  a 
huge  premium  for  the  right  phone  num- 
ber and  will  shun  others.  One  business- 
man paid  $20,000,  or  20  times  the  average  an- 
nual income,  for  a  particularly  auspicious 
phone  number,  says  Liang  Chao,  a  20-year-old 
salesman  at  a  bustling  mobile  phone  shop  in  a 
Beijing  suburb. 

On  the  other  hand,  he  says,  there  are  phone 
numbers  nobody  would  ever  accept.  The  worst 
possible  would  be  one  ending  in  54-7424,  be- 
cause in  Chinese  that  sounds  like:  "I  die,  my 
wife  dies,  my  child  dies,"  he  says.  A  Chinese 
employee  at  Motorola  complained  that  the 
company  had  been  cheated  when  it  bought 
phone  numbers  wholesale  for  its  own  staff,  be- 
cause it  was  given  numbers  that  all  ended  in  4, 
which  means  death. 

Thanks  to  local  design  and  market  re- 
search, though,  the  actual  model  numbers  for 
Motorola  phones  sold  in  China  are  all  auspi- 
cious combinations  like  888,  while  a  color  as- 
sociated with  funerals,  such  as  white,  is 
avoided.  —  B.F. 


announced  a  $2.5  billion  investment  in 
China  Mobile,  but  the  terms  underscore 
Motorola's  enviable  head  start.  For  its 
money  Vodafone  gets  only  a  2%  stake  in 
China  Mobile;  Motorola  has  100%  own- 
ership of  its  China  wafer  factory. 

Still,  the  path  to  profits  has  been  a 
tortured  one.  Motorola  has  sold  25  mil- 
lion cell  phones  in  China  and  holds  a 
commanding  31.5%  share  of  the  market 
(Nokia  is  second  at  29%,  but  govern- 
ment figures  show  Motorola's  share  is 
expanding).  Its  China  revenues  were 
$3  billion,  or  10%  of  total  sales  in  1999. 
This  year  Motorola's  China  sales  are  ex- 
pected to  rise  to  $4.5  billion.  The  com- 
pany claims  it  earns  a  profit  here  but 
won't  say  how  much — and  admits  that 
it  plows  all  of  it  back  into  the  market. 

The  company's  presence  here  dates 
back  to  1986,  when  a  Motorola  group 
led  by  then-chairman  Robert  Galvin,  fa- 
ther of  Chris  Galvin,  the  current  chief, 
made  an  extensive  tour  of  China.  They 
_____  found  a  country  mired  in  the 
technology  of  the  1940s  and 
1950s,  but  decided  to  make  a 
long-term  commitment, 
convinced  that  China  was  se- 
rious about  modernizing  its 
economy. 

The  first  years  were  diffi- 
cult, says  CD.  Tarn,  who 
heads  Motorola's  overall  Asia 
operations.  The  company 
soon  learned  that  deals  made 
in  Beijing  were  routinely  ig- 
nored or  sabotaged  by  local 
government  officials,  he  says. 
China  lacked  adequate  legal 
infrastructure,  making  Mo- 
torola subject  to  the  whims 
of  individual  officials.  As  in 
many  Asian  countries,  it  was 
importan  >o  build  long- 
term  relaii.  >hips  with  the 
central  gc  :nt — but 

also  with  loc  ials. 

"Even  if  law  igue.if 
they  know  you,  are 
often  willing  to  u  ret 
them  in  your  favor, 
says.  One  early  suppo 
was  Shanghai  mayor  Jiai 
Zemin,  now  China's  top 


By  the  Numbers 


Great  Beep  Forward 

China  is  the  fastest-growing  wireless 
handset  market  and  will  soon  surpass 
in  size  the  current  leader,  the  U.S. 


Number  of  mobile- 
phone  subscribers  by  year-end. 

Portion  of  China's  population 
owning  mobile  phones  by  year-end. 


Number  of  mobile- 
phone  subscribers  by  2003. 

Portion  of  population  owning 
mobile  phones  by  2003. 

Sources:  Chinese  government:  Motorola. 


leader.  His  friendship  has  helped  speeel 
negotiations  with  junior  officials  oveil 
the  years. 

Tarn,  56,  is  an  American-educated 
Taiwanese  whose  ancestors  lived  irl 
southern  China,  but  he  still  had  to  make  I 
cultural  concessions.  At  a  banquet  irl 
Motorola's  honor  he  grimaced  ancl 
chomped  down  the  local  specialty 
deep-fried  scorpions.  "In  the  initial  year) 
we  would  go  to  the  Ministry  of  Elec; 
tronics  and  get  a  one-hour  political  doc) 
trine  lesson  and  then  ten  minutes  to  disi 
cuss  business,"  Tarn  says.  It  took  a  fevil 
years  before  the  political  lessons  wer<| 
down  to  ten  minutes  and  the  businesj 
discussions  lasted  an  hour. 

Throwing  around  some  capital  die" 
not  hurt.  Motorola  has  trained  people  a 
347  different  state-owned  enterprises  an« 
21  universities — and  now  benefits  b; 
having  direct  access  to  one  of  the  deepes 
and  brightest  talent  pools  in  the  world.  I 
also  transferred  technology,  helped  flooo 
victims,  built  schools  and  underwroti 
many  other  activities  seemingly  unre 
lated  to  the  business.  The  goodwill — tb 
old-fashioned  kind — paid  off. 

In  1989  Motorola  was  allowed  to  se 
up  a  100%-owned  semiconductor- test 
ing  facility  in  China  (the  first  awarde< 
to  any  foreign  company).  Even  that  righ 
may  have  been  granted  only  after  th 
government  failed  in  its  attempts  at  re) 
verse  engineering. 

"I  remember  meeting  Chinese  gov 
ernment  officials  who  told  me  how,  a 
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Nights  out  partying  (energy) 
Days  in  college  (tram) 
Weekends  at  mom's  (train) 
Ming,  19,  future  engineer 
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government  laboratories,  they  used  to 
examine  Motorola  chips  with  a  micro- 
scope and  then  draw  charts  of  the  path- 
ways on  a  big  board  in  order  to  try  to 
reverse  engineer  them,"  says  Jenny 
Wang,  Motorola's  chief  representative 
in  China. 

This  proved  to  be  impossible  given 
that  their  methodology  consisted  of 
welding  and  soldering  the  parts,  she  says. 
They  welcomed  the  notion  that  Mo- 
torola was  willing  to  just  step  in,  send 
hundreds  of  Chinese  technicians  to  the 
U.S.  for  training,  set  up  local  R&D  cen- 


"Americans  treat  it  like  a  trip  to  the 
doctor  and  just  get  themselves  prescribed 
a  phone,"  says  Thomas  Masci,  who  runs 
Motorola's  handset  business  in  China. 
Chinese  customers  put  far  more  work 
into  it,  in  part  because  a  handset  typi- 
cally costs  four  to  six  weeks'  income,  and 
monthly  phone  bills  can  run  to  20%  of 
monthly  income  or  more.  Customers 
show  up  with  friends  and  take  two  or 
three  hours  to  select  a  phone,  says  Philip 
Leacock,  who  has  been  selling  phones  for 
Motorola  in  China  for  six  years. 

In  the  early  days  the  company  also 


lead  in  what  will  soon  be  the 
world's  top  wireless  market. 


"I  want  to  buy  two  phones,  one  for  my 
father ...  and  one  for  myself.  It  will  be 
the  only  telephone  in  his  village."  


ters  and  build  a  multibillion-dollar  inte- 
grated-semiconductor  plant  right  in 
China,  she  says.  China  has  benefited 
enormously,  since  no  other  company  has 
been  willing  to  make  such  a  big  invest- 
ment in  advanced  chipmaking. 

The  U.S.  giant  also  tackled  the  poorly 
developed  Chinese  retail  market,  setting 
up  training  centers  in  Beijing,  Chengdu, 
Shanghai  and  (soon)  Guangzhou.  Re- 
tailers learn  how  to  display  and  sell  mo- 
bile phones,  make  simple  repairs  and  an- 
swer the  incredibly  detailed  technical 
questions  that  Chinese  consumers  ask. 


learned  it  couldn't  simply  sell  U.S.- 
geared  products  in  China.  Local  con- 
sumers weren't  inter  ed  in  pagers  that 
couldn't  handle  Chine  ''laracters.  So 
Motorola  invested  hea\ .  n  R&D  cen- 
ters in  China.  It  now  ha:.  '  ites  em- 
ploying 800  researchers  ani.  \s  to  al- 
most double  the  staff  by  20C  i 

The  local  effort  is  now  st  ing  to 
pay  off  in  unexpected  ways.  A  .  hip  set 
designed  for  Chinese  characters  und 
an  important  U.S.  application  as  a  om- 
ponent  in  the  PalmPilot,  Tarn  says.  In 
addition  Motorola  is  preparing  a  com- 


bination phone/PDA  designed  by  its  Chi- 
nese engineers  for  the  U.S.  and  Europe. 

Called  the  Taichi  (Accompli  in  the 
U.S.),  it  looks  like  a  mobile  phone,  but  it 
has  a  Palm-like  touch  screen  instead  of 
a  keypad.  It  was  designed  to  allow  easy 
writing  of  Chinese  characters  for  e-mail, 
but  it  also  functions  as  a  dictionary,  Web 
surfer  and  organizer  all  in  a  package  that 
looks,  feels  and  functions  like  a  phone. 

Motorola  officials  say  it  is  only  the 
first  generation  of  a  flood  of  Chinese  de- 
signs hitting  world  markets  in  coming 
years.  The  phones  designed  here  are  par- 
ticularly tiny,  innovative  and  trendy,  in  a 
variety  of  shapes  and  colors. 

Not  all  of  the  Chinese  market  is  that 
advanced,  though.  In  rich  coastal  areas, 
where  250  million  people  have  annual 
household  incomes  above  $4,000, 
finicky  and  newly  rich  consumers  want 
the  absolute  latest  in  technology.  In  the 
impoverished  interior,  where  annual  in- 
comes are  closer  to  $500,  few  people  are 
just  now  getting  ready  to  buy  their  first 
pagers.  It  is  better  to  think  of  China  as 
two  or  more  countries  than  one,  Lea- 
cock  says. 

The  story  of  Zhang  Ling  Li,  a  23- 
year-old  art  student  in  Beijing,  relays 
how  much  of  a  quantum  leap  a  Net-en- 
abled phone  is  for  most  Chinese  con- 
sumers. Her  father  was  only  3  when  his 
own  father  died,  and  he  was  all  of  7 
when  his  mother  starved  to  death.  He 
spent  the  rest  of  his  childhood  in  a  cave 
living  on  scraps  he  found  in  the  garbage. 
He  now  has  his  own  farm  and  has  saved 
enough  to  send  his  daughter  to  college. 

"I  want  to  buy  two  phones,  one  for 
my  father  in  Shaanxi  Province  [in 
China's  interior]  and  one  for  myself,  so 
we  can  keep  in  touch.  It  will  be  the  only 
telephone  in  his  village,"  she  says.  Thus 
will  another  Chinese  village  jump  from 
the  Neolithic  to  the  Internet  age. 

As  the  rest  of  China  moves  for- 
ward, assuming  the  country  avoids  an 
Indonesian-style  descent  into  eco- 
nomic chaos,  Motorola  could  be  in 
place  to  benefit  the  most.  Being  first 
to  provide  new  technology — which 
China  would  have  obtained  eventually 
anyway — looks  like  a  winning  bet  for 
Motorola.  F 
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Goodwill  Ambassador 

Cisco's  fastest-rising  star  brings  in  business  but  doesn't  sell  routers. 


BY  ELIZABETH  CORCORAN 

THERE'S  THE  "HARD  SELL,"  THE 
"soft  sell"  and  now  the  "Cisco 
sell."  It  begins  with  a  confession. 
"Are  you  getting  any  value  out  of 
your  investment  in  IT?"  For  years  Cisco 
didn't,  Susan  L.  Bostrom,  a  senior  vice 
president,  tells  a  group  of  15  executives 
visiting  the  customer  briefing  center  at 
Cisco's  San  Jose,  Calif,  site.  Even  now 
Cisco  could  do  better,  she  adds,  tugging 


at  the  laminated  ID  badge  clipped  to 
her  jacket.  "It  says:  'Initiatives  for  2001: 
Leadership  in  Internet  capabilities  in  all 
functions.'  That  would  presume  we 
didn't  have  it,"  she  says. 

Cisco  Chief  Executive  John  Cham- 
bers attributes  much  of  the  company's 
tremendous  success  to  using  Internet 
technology  to  run  its  own  business;  on- 
line sales  now  account  for  90%  of  total 
revenue.  Bostrom's  job:  help  compa- 


nies become  faster,  leaner  and  morel 
profitable  by  doing  the  same.  She  does  I 
not  charge  a  dime  for  the  advice.  And! 
unless  they  ask  for  it,  visiting  executives 
won't  hear  so  much  as  a  whisper  about 
Cisco  routers. 

It  is  a  subtle  but  savvy  sales  pitch. 
Bostrom  promises  to  part  the  corporate 
veil  and  show  customers  just  how  Cisco 
uses  (and  struggles  with)  Internet  tech 
nologies.  In  exchange  she  is  cementing 
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nsion  and  growth  are  the  goal  of  any  business,  but  if  you're  not  ready  for  it,  it  can  prove 
itrous.  Consider,  for  example,  the  loss  to  your  company  in  downtime  should  your  system 
r,  slow  down,  or  at  worst  fail  completely.  And  what  about  the  security  risks  associated  with 
:ased  internet  usage  and  e- Business?  That's  where  we  come  in.  Entex  IT  Service81  is  one 
nerica's  leading  IT  service  providers.  We  can  provide  you  with  ai 
structure  Assessment  for  e-Business  that  can  help  you  identify 
infrastructure  risks,  mitigate  them  and  turn  your  strateg 
n  into  reality.  We've  already  done  just  that  for  half  the 
ed  Fortune  100  companies,  who  also  happen  to  be 
x  clients. 

ith  over  30,000  routers,  servers  and  switches, 
770,000  desktops  under  our  management, 
x  supports  millions  of  IT  transactions  every 
Why  take  chances  with  your  company's  IT 
structure.  Get  Entex. 
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The  last  thing  you  shd 


For  many  years  we've  been  known  for  making 
machines  that  are  big  and  yellow. 

Now  we've  developed  a  new  mining  truck 
which — at  roughly  the  size  of  a  four-story  building- 
is  the  biggest  of  them  all. 

And  something  else:  it's  very  smart. 


The  797  truck  has  literally  miles  of  wiring  aboarc 
hundreds  of  sensors  and  eight  linked  computers.  It 
can  make  decisions,  provide  ongoing  information  foi 
the  operator  and  send  out  enormous  amounts  of  real- 
time data  and  telemetry  for  analysis  elsewhere. 

Now  that  is  one  smart  truck. 


©2000  Caterpillar 


npressed  by  is  its  size. 


And  it's  not  the  only  example  of  high-tech  equip- 
nt  with  our  name  on  it.  We  make  wheel  loaders 
t  communicate  with  satellites  to  find  out  where  to 
.  And  many  of  our  products  determine  and  keep 
:k  of  their  own  maintenance  schedules,  and  signal 
en  any  of  their  vital  operations  need  attention. 


So  the  next  time  you  think  of  Caterpillar,  don't 
just  think  big  and  yellow. 

Think  big  and  yellow  and  smart. 


CATERPILLAR 


CISCO 


tight  bonds  with  top  executives  and 
getting  Cisco  an  exclusive  peek  at  the 
problems  customers  confront  as  they 
try  to  get  up  to  speed  on  the  Internet. 

It's  a  powerful  draw.  All  told, 
Bostrom's  team,  the  Internet  Business 
Solutions  Group,  hosted  800  compa- 
nies in  the  last  year,  including  270  chief 
executives  in  just  the  past  six  months. 
Those  visitors  have  included  some  of 
the  biggest  names  in  corporate  Amer- 
ica. In  late  August,  in  the  heat  of  the 
Firestone  tire  crisis,  Ford  Chief  Execu- 
tive Jacques  Nasser  and  1 5  top  execu- 
tives spent  two  days  at  Cisco.  General 
Electric  brass  have  made  50  visits  to 
Cisco  in  the  past  year. 

The  strength  of  these  bonds  was  clear 
during  a  recent  two-day  workshop  that 
Bostrom  convened  for  Tricon  Global 
Restaurants,  a  1997  spinoff  from  PepsiCo 
that  now  runs  food  chains  Taco  Bell,  KFC 
and  Pizza  Hut  with  total  worldwide  sys- 
tem sales  of  $22  billion  in  1999. 

In  22  hours  of  meetings  Tricon  ex- 
ecutives shared  their  strategy  and 
growth  plans,  listened  to  Bostrom's 
team  analyze  industry  trends  and  filled 
out  Cisco  questionnaires  measuring 
how  "ready"  they  were  for  the  Internet. 

Larry  R.  Carter,  Cisco's  chief  finan- 
cial officer,  shared  war  stories  about 
how  Cisco  learned  to  use  Internet  tech- 
nology to  close  its  books  in  a  single  day. 
Chambers  spent  three  hours  talking 
about  his  views  of  the  industry  and  cri- 
tiquing Tricon's  plans. 

"A  consultant  can  tell  you  how  oth- 
ers do  it,  but  there's  nothing  like  talking 
with  the  horse's  mouth,"  says  Tricon's 
chief  executive,  David  Novak.  "I  was 
particularly  impressed  by  their  discus- 
sion of  the  things  that  didn't  work." 

"Our  visit  was  totally  selfish,"  says 
Charlene  Begley,  vice  president  of  GE's 
corporate  audit  staff.  In  May  she  and 
five  other  GE  executives  spent  three 
days  at  Cisco.  "We  set  the  agenda,"  Beg- 
ley says.  "We  told  them  what  we  wanted 
to  learn."  Later  she  briefed  top  GE  exec- 
utives on  what  GE  should  do  with  Inter- 
net technologies — but  made  no  recom- 
mendations about  buying  Cisco 
products.  "I  don't  deal  with  Cisco  on 
the  business  side,"  she  says. 


Bostrom's  group  is  still  tiny  within 
the  36,000-person  Cisco  but  growing, 
rising  from  56  a  year  ago  to  its  current 
150.  Cisco's  bet:  by  helping  firms  get 
online,  it  will  pick  up  the  lion's  share  of 
the  new  business.  Bostrom's  team  woos 
clients  by  talking  business,  not  hard- 
ware. After  a  decade  of  hearing  tech 
firms  boast  about  "speeds  and  feeds," 
executives  have  had  enough.  "Business- 
people  don't  want  to  talk  about  tech- 
nology," Chambers  says.  "They  want 
real  applications  with  real  paybacks." 

Chambers  learned  from  experi- 
ence. Three  years  ago  he  found  he  was 
spending  more  time  telling  customers 
how  Cisco  used  technology  than  talk- 
ing about  router  specs.  "Customers 
were  asking  us  to  help  them  make  the 
transition,"  he  says.  He  took  a  hint 
from  his  alma  mater,  IBM:  By  position- 
ing itself  as  a  "trusted  business  ad- 
viser," rather  than  a  box  seller,  Cham- 
bers reckoned  that  Cisco  could  score 
bigger  wins. 

All  he  needed  was  a  messenger 
whom  customers  could  trust — some- 
one who  could  talk  business  rather 
than  technology,  and  do  it  with  the 
same  fervent  conviction  he  holds. 

That  was  when  Bostrom  walked  in 
Cisco's  door.  Articulate,  with  a  disarm- 
ing, midwestern  directness,  Bostrom 


Sue  Bostrom's 
Internet 
road  rules 

•  Make  e-business  your  business.  Fig- 
ure out  how  the  Internet  can  help  you 
serve  customers  better  and  improve 
your  numbers— then  do  it. 

•  Hold  all  managers  responsible  for  get- 
ting results  from  new  technologies  and 
for  the  money  spent  to  make  it  happen. 

•  Prioritize  -then  be  fast.  Demand  that 
your  top  projects  show  measurable  re- 
sults in  four  months  or  less. 


had  an  M.B.A.  from  Stanford  and  expi 
rience  as  a  consultant  with  McKinsi 
and  as  a  marketing  manager  at  N; 
tional  Semiconductor  and  elsewher 
Her  mother  and  father,  a  farme 
turned-custodian,  simply  wanted  her 
finish  college. 

"My  father  taught  me  to  work  hai 
and  persevere,  and  my  mother  taugl 
me  to  dream  that  things  could  be  be 
ter,"  she  says.  Most  important,  she  coi 
veys  a  clarity  of  purpose  that  seems 
instill  trust. 

"Sue  has  been  working  with  us  fro. 
day  one,  always  asking  'how  can  vj 
help?'  and  making  sure  we  get  the  be 
out  of  Cisco,"  says  Brian  Kelley,  pres 
dent  of  Ford's  e-business  division.  No 
Ford  has  committed  to  a  long-ten 
partnership  with  Cisco. 

These  days  the  40-year-old  Bostroi 
spends  almost  half  her  time  workir 
with  customers.  She  devotes  the  rest 
her  time  working  inside  Cisco  to  he: 
product  managers  and  salesmen  unde 
stand  what  she  hears  from  custome 
and  how  products  and  pitches  can  11 
tuned  accordingly. 

Chambers'  tutoring  show 
Bostrom  recendy  spoke  at  an  800-pe 
son  industry  dinner  in  San  Francisc 
Chambers  gave  her  a  warm  introdu 
tion,  describing  how  typically  he  wouj 
be  the  Cisco  rainmake 
"Now,  Sue's  going  in  fir 
and  I'm  taking  the  secor 
spot,"  he  added  gleefully. 

Much  like  Chamber 
Bostrom  gave  a  passiona 
pitch  about  how  the  We 
can  change  companie 
speaking  without  note 
gesturing  passionately  ar. 
pacing  to  and  fro  across  tl 
stage.  In  the  audienc 
Chambers  watched  her,  tl 
trace  of  a  smile  playir 
across  his  hps. 

"Customers  are  lookir 
for  partners,  for  someor 
who  will  be  there 
Bostrom  says.  Break  th. 
trust  and  you  don't  ju| 
lose  a  sale — you  lose  yoi 
reputation. 
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The  Bushmeat  Crisis 

Jane  Goodall  has  devoted  her  life  to  studying  chimps.  Her  new 
mission  is  to  save  them  from  an  African's  dinner  plate. 


THE  FIRST  THING  YOU  LEARN  WHEN  HAVING  LUNCH 
with  the  famous  primatologist  Jane  Goodall,  66, 
is  that  she  doesn't  really  eat.  A  strict  vegetarian, 
Goodall  ordered  a  plate  of  vegetables,  then  took 
most  of  them  back  to  her  hotel  room  so  she 
wouldn't  have  to  waste  money  on  food  that  evening.  The  sec- 
ond thing  you  learn  is  she  can't  get  used  to  waste,  period. 
When  I  pushed  my  vegetables  away  she  asked  if  she  could 
take  mine,  too.  No  problem. 

The  serene,  even  ethereal,  Goodall  is  the  Mother  Teresa 
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of  the  simian  world.  She  doesn't  live  for  food,  but  fo 
chimpanzees. 

London-born,  Goodall  found  Africa  in  1957,  when  sh 
was  23.  Her  quiet  observations  of  chimpanzees  in  the  Gomb 
preserve  of  Tanzania  altered  the  very  definition  of  the  humai 
animal.  Among  her  discoveries  were  that  chimps  have  minds 
personalities  and  feelings.  Forty  years  and  17  books  later,  sh 
has  earned  the  right  to  rest  on  her  laurels.  But  no  resting  fo 
this  wisp  of  a  woman,  who  wears  her  trademark  ponytail  anc 
looks  the  same  as  she  did  in  her  twenties.  Through  her  Jan 


Morgan  Sto^fey  D*or>  WiHet  &  Co. 

msdw.net/ShaiiWeDance? 

To  grow  in  tomorrow's  e.conomy,  you  may 
have  to  find  some  new  partners. 

Building  greater  shareholder  value  in  the  growing  e.conomy 
may  call  for  learning  some  new  steps. 

Like  creating  virtual  networks.  Partnering  with  tech  companies. 
Setting  up  joint  ventures  with  your  suppliers  and  customers.  Even 
forming  alliances  with  your  competitors. 

That's  where  the  footwork  gets  a  little  complicated. 

Competitors  may  already  be  talking.  Technology  suppliers 
are  limited.  And  speed  is  critical. 

We'll  connect  you  to  all  the  people,  services  and  technology 
you'll  need  going  forward. 

Because  for  any  company  this  is  absolutely  not  the  time  to 
be  a  wallflower. 

Network  the  world 


Morgan  Stanley  Dean  Witter 

Institutional  Securities  &  Investment  Banking 
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Goodall  Institute  she  is  on  a  feverish 
crusade  to  save  her  animals  from  ex- 
tinction. "We  only  have  a  small  win- 
dow [of  time],"  she  says  somberly. 

The  blame,  she  tells  us,  does  not  lie 
with  the  logging  companies.  Most  of 
them,  Goodall  says,  practice  sustain- 
able logging,  not  deforestation:  In- 
stead of  clearing  out  a  forest,  they  take 
down  selected  trees  of  a  certain  size 
and  within  a  certain  distance  of  each 
other.  The  real  culprits  are  the  African 
people  themselves. 

She  explains  that  African  people 
have  never  developed  a  taste  for  do- 
mesticated animals.  Chickens  and  cat- 
tle have  never  been  cost-effective  to 
breed.  Instead,  Africans  want  their 
bushmeat,  and  that's  not  changing, 
even  as  they  move  to  urban  areas. 
Bushmeat  is  just  about  anything  that  moves  in  a  forest.  Go- 
rillas, apes  and  monkeys,  elephant,  duikers  (a  type  of  ante- 
lope), porcupines,  cane  rats,  bush  pigs,  guinea  fowl  and 
lizards.  Primates  and  porcupines  are  said  to  taste  sweet.  The 
most  affluent  of  the  middle  class  will  even  sponsor  a  gorilla 
hunt,  its  meat  is  so  prized.  Though  killing  endangered  species 
is  illegal,  law  enforcement  barely  exists. 

More  demand  for  bushmeat  comes  from  the  tens  of 
thousands  of  people  in  the  logging  camps.  The  logging  jobs 
are  like  magnets,  and  a  single  employee  might  draw  a  dozen 
family  members  who  must  also  be  fed  in  camp.  Endangered 
or  not,  if  it's  crawling,  it's  food. 

A  million  tons  of  wildlife  are  being  stripped  annually 
from  the  forest,  mainly  felled  by  commercial  hunters  with 
automatic  weapons.  Even  the  rapidly 
reproducing  animals  like  duikers  and 
cane  rats  are  being  killed  at  a  rate 
that's  not  sustainable.  "They  hack  it 
up,  smoke  it  and  cart  it  off  on  logging 
roads,"  says  Goodall  with  obvious 
distaste.  "Anyone  trying  to  stop  these 
butchers  from  using  the  roads  is 
threatened  with  death.  Half  the  time 
people  don't  even  know  what  animal 
they're  eating!" 

Composing  herself  a  moment,  she  goes  on:  The  logging 
roads  pushed  into  previously  unreachable  areas.  The  pyg- 
mies, who  once  hunted  just  for  themselves,  now  hunt  for 
hire.  "Pygmies  used  to  kill  only  what  they  needed,  and  never 
killed  a  mother,"  says  Goodall.  "Now  they  kill  indiscrimi- 
nately, because  they  are  given  guns  and  are  paid  for  qu  a  ntil 

According  to  Goodall,  the  African  locals  are  eating  their 
future.  When  the  wildlife  is  gone,  the  indigenous  forest  peo- 
ple will  starve.  And  without  the  animals,  any  shot  at  a 
tourism  is  history. 


Jane  with 
one  of  her 
friends  in 
1972. 


The  most  affluent 
of  the  middle  class 
will  even  sponsor 
a  gorilla  hunt,  its 
meat  is  so  prized. 


The  bushmeat  cris: 
as  it  is  being  described, 
the  single  largest  threat 
wildlife  in  central  ar 
western  Africa.  "Within  ten  yea) 
Africa  could  lose  all  apes,"  she  sa)j 
Some  organizations,  like  the  new 
created  Silver  Spring,  Md.-basd 
Bushmeat  Crisis  Task  Force,  predict 
could  be  closer  to  five.  The  chin 
panzee  population  was  close  to  2  mi 
lion  at  the  turn  of  the  last  century.  It| 
now  less  than  150,000  and  goirt 
down  fast. 

Talking  about  eating  cane  rats  an 
chimpanzees  doesn't  contribute  to  on 
appetites.  We  rest  our  forks  to  tai 
about  what  is  hopeful — that  Goode 
believes  the  best  way  to  curb  th 
slaughter  is  working  with  the  varioi) 
business  entities  that  have  a  stake  in  Africa's  future.  Houston 
based  Conoco,  for  example,  which  has  oil  interests  in  tH 
Congo  basin,  built  a  sanctuary  for  chimpanzees  orphaned 
the  bushmeat  trade.  Most  promising  are  steps  taken  by  Soci 
Congolaise  Industrielle  de  Bois,  or  CIB,  the  giant  German  t 
ber  company  with  operations  in  Congo.  It  has  agreed  to  cot 
fiscate  unauthorized  guns  from  workers  hunting  their  ow, 
food  and  is  importing  meat  to  feed  them.  Others  are  lookin 
at  farming  cane  rats,  considered  tasty  dishes  and  fast  breeder 
Economically  speaking,  bushmeat  is  sold  at  too  lowj 
price,  because  it  does  not  reflect  the  true  cost  to  future  ger 
erations  who  will  not  have  bushmeat  to  eat  or  even  look  at. 
CIB's  actions  become  a  model,  bushmeat  will  become  scarce 
raising  the  price  to  local  people.  While  this  may  also  raise  tH 
price  of  the  prized  African  mahogar 
harvested,  it  would  reflect  the  cost  d 
saving  large  numbers  of  the  precioii 
wildlife  left  in  the  world. 

With  so  many  dire  problems  fac 
ing  humans,  why  should  we  cars 
Goodall  tells  us  kindly  that  most  pec 
pie  do  understand,  and  she  rarely  he 
to  explain.  Suddenly,  she  reaches  fc 
my  hand  from  across  the  table,  am 
shows  me  what  David  Greybeard, 
chimpanzee,  taught  her  in  her  early  African  days.  Goodai 
was  offering  him  a  nut,  and  he  made  a  point  of  pushing  th 
nut  away  and  giving  her  hand  a  gentle  squeeze  of  recognitio 
to  let  her  know  their  relationship  was  not  about  the  food. 

A  last  question:  "Do  chimps  smile?"  No,  she  says,  the 
make  a  noise  that  means  they  recognize  you.  "Uh  uh  uh  uh, 
she  says  gutturally,  sounding  very  apelike.  "They  do  have 
play  face.  But  it's  not  the  big  grin  that  you  see.  That  grin  is  ac 
tually  fear."  Jane  Goodall's  fear  is  that  her  chimpanzee  friend 
and  our  close  relatives  are  on  the  road  to  extinction.  I 
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NEW  STANDARDS 

NEW  DEMANDS 

NEW  EXPECTATIONS 

NEW  WORK 
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NEW  WORLD 


NEW  ATTITUDE 

NEW  SERVERS 

[  ©server  ] 


NEW 

WORLD 

e-business. 

First  there  were  stock  prices  and  movie  times  online. 
Then  there  were  new  business  plans  and  bold  new  va 
Now,  e-business  is  a  part  of  the  basic  DNA  of  every  b 
regardless  of  size,  industry  or  sophistication.  Not  as ' 
foray,"  but  as  broad  strategic  plan.  Not  in  lieu  of  b 
principles,  but  in  search  of  radically  new  business  res 
as  faddish  technology,  but  as  basic  business  infrastruo 
The  hype  has  peaked, 
but  the  meaningful  change  has  just  begun. 


NEW 

THINKING 


A  new  world  demands  new  thinking. 

New  thinking  about  e-business  infrastructure  and 
new  thinking  about  servers— from  how  they're 
designed,  delivered,  integrated  and  supported  to 
how  they  are  assured  in  operation. 

Why?  Because  business  today  means  preparing, 
evaluating  and  adjusting,  every  day,  for  relentless 
change  and  unpredictable  growth. 

In  infrastructure,  this  new  world  means  breaking 
away  from  a  rigid  past  of  single  platforms,  closed 
standards,  and  integration  as  an  afterthought. 
It  means  embracing  and  championing  flexibility 
and  openness,  without  compromising  reliability. 

At  IBM,  it  means  an  entirely  new  breed  of  servers, 
built  from  the  ground  up  for  e-business. 

Introducing  IBM  ©Server 

Servers  made  possible  by  new  IBM  innovations, 
legendary  mainframe-level  expertise,  acknowledged 
e-business  leadership,  and  a  commitment  to  create 
new  tools  to  meet  new  demands. 

This  is  not  about  a  few  more  megahertz.  This  is 
about  new  thinking  backed  up  with  new  actions. 


New  servers.  A  new  line  of  best-of-breed  servers, 
covering  every  platform  from  Windows®  2000  to  UNIX8 
to  Linuxf  And  new  enhancements  to  WebSphere^" 
IBM  e-business  software,  to  provide  web-enabled 
integration  across  35  application  environments. 

Superior  performance.  New  raw  power  and  cost- 
effectiveness  through  IBM  science,  like  the  30%  to 
40%  speed  gains  of  new  IBM  second-generation 
copper  chips  with  silicon-on-insulator  technology. 
Proof?  The  new  p680  server,  which  employs  both 
technologies,  is  the  fastest  Web  server  on  earth! 

Open  standards.  New  IBM  servers  are  built  to 
embrace  open  standards  like  Linux,  and  all  of  IBM  is 
ready  to  support  Linux.  Want  the  best  of  both  worlds? 
Match  the  flexibility,  affordability  and  freedom  brought 
to  you  by  the  Linux  community  with  the  assurance  of 
IBM  service,  support  and  consulting  services. 

Capacity  on  demand.  Have  extra  capacity  on  hand, 
but  don't  pay  for  it  until  you  use  it.2  IBM  now  offers 
Capacity  Advantage— additional  internal  processors 
or  even  entire  servers  preinstalled  onsite,  ready  for 
activation,  24x7,  on  a  pay-as-you-grow  basis. 

Uptime  assurance.  High  availability  services  from 
IBM  can  help  assure  uptime  performance  on  new  IBM 
servers,  even  help  assure  uptime  across  applications, 
networks  and  entire  enterprises. 


NEW 

SCIENCE 


Power.  IBM  just  built  the  world's  fastest  computer,  Efficiency.  IBM  Memory  expansion  Technology 

capable  of  over  12  trillion  calculations/second—  doubles  the  capacity  of  server  memory.  Soon  you 

enough  power  to  process  an  online  transaction  from  can  cut  memory  costs  without  sacrificing  perfor- 

every  man,  woman  and  child  on  earth  in  one  minute,  mance,  or  increase  performance  at  no  extra  cost. 

Maximum  Linux. The  new  z900  server  can  run  thousands  of  Linux  images  simultaneously  as  virtual 
servers.  All  for  under  $500  an  image,  putting  it  among  the  most  cost-effective  Linux  servers  in  the  world.3 


NEW  SERVERS 


IBM  (©server  xSeries 

Affordable,  Linux-ready,  Intel'-based  servers  with  mainframe-inspired  reliability  technologies. 

1U  rackable  server  I  up  to  2-way  Intel  Pentium' III  processors  1  GHz  I  new  cable-chaining  technology  I  up  to  4GB 
memory  I  integrated  service  processor  I  hot-swap  drives  I  Light  Path  Diagnostics'"  I  runs  Linux,  Windows  2000  and 
Windows  NT   I  Netfinity"  Director'"  management  software  I  the  x330  starts  at  $4,426'  I  xSeries  models  start  at  $1,4135 


IBM  (©server  iSeries 


Fast  implementation,  high  performance  and  near-zero  maintenance  for  thousands  of  ready-to-run  business  solutions. 

Sixth  generation  64-bit  chips  I  new  copper  and  SOI  technology  I  up  to  16GB  memory  I  up  to  4TB  disk  I  hot-plug  PCI  I 
1GB/s  high-speed  link  I  enterprise-class  Logical  Partitioning  (LPAR)  I  99.9+%  reliability  out  of  the  box  I  integrated 
operating  system,  middleware,  database  and  communications  for  high  performance  and  fast  ROI  I  1-year  warranty,  24x7 
onsite  service  I  the  iSeries  400  Model  820  starts  at  $34,9256  I  iSeries  models  start  at  $10,413' 


IBM  (©server  pSeries 


The  most  powerful,  technologically  advanced  UNIX  servers. 

RS64  IV  64-bit  processor  600MHz  I  16MB  L2  cache  I  6-,  12-,  18-  or  24-way  configurations  I  up  to  873GB  hot-swap 
storage  I  supports  up  to  45TB  of  SSA  storage  I  4GB  SDRAM  expandable  to  96GB  I  IBM  AIX'  operating  system,  rated  #1 
by  D.H.  Brown8  I  the  p680  starts  at  $420,000'  I  pSeries  models  start  at  $13,599'° 


IBM  (©server  zSeries 

The  most  reliable,  mission-critical  data  transaction  servers  on  earth. 

Designed  for  up  to  99.999%  availability"  (down  just  5  minutes/year)  I  up  to  640-way,  clustered  with  up  to  2TB  memory  I 
integrated  cryptographic  coprocessors  yielding  64,000  SSLs/sec.12  I  automatic  system  resource  reallocation  I  runs  z/OS, 
Linux,  S/390"  software  I  HiperSockets  @24GB/sec.  I  workload-based  software  pricing  I  as  low  as  $500  per  Linux  image'3 


©server 


For  the  next  generation  of  e-business. 


'=  t  =•  For  more  information  or  to  buy  direct,  go  to  ibm.com/eserver 


1  Based  on  SPECweb99  benchmark  result  current  as  of  9/20/00.  See  www.spec.org  for  details.  2  Certain  enablement  fees  may  apply.  !  Price  claim  based  on  z900  Configuration  for  Lini 
($1,200,000)  running  2500  separate  instances  of  Linux.  Storage  not  included.  See  www.ibmcomfeserver/zseries/linuxconfig  for  full  details  on  this  configuration.  '  IBM  list  price  for  xSeries  3; 
Model  865411 Y  with  800MHz  processor,  256MB  memory  and  open  bay,  not  including  hard  drive,  operating  systems  or  other  options  s  IBM  list  price  for  xSeries  200  Model  847840X  with  800MH 
processor.  128MB  memory  and  open  bay.  not  including  hard  drive,  operating  systems  or  other  options. '  IBM  list  price  for  iSeries  400  Model  820.  FC  #2395.  uni-processor.  256MB  memory  ai 
8.58GB  disk.  IBM  list  price  for  iSeries  400  Model  270,  FC  #2422.  uni-processor.  256MB  memory  and  8.58GB  disk. '  Rated  #1  UNIX  operating  system:  D.H.  Brown  Operating  System  Scoreca 
3/24/00.  J  IBM  list  price  for  pSeries  680  with  6  processors,  4GB  memory  and  9.1GB  disk  ?nd  unlimited  user  license  for  AIX  4.3.3. "  Special  price  available  only  through  ShoplBM  for  pSerii 
640  with  ROWER3-II  375MHz  copper  chip,  1-way  256MB  memory,  9.1GB  disk  and  unlimil  jser  license  of  AIX  4.3.3."  Requires  available  Parallel  Sysplex'  technology  In  a  full  Parallel  Syspl' 
cluster.  "  Price  claim  based  on  z900  Configuration  for  Linux  ($1,200,000)  running  2500  separate  instances  of  Linux  Storage  not  included.  See  www.ibm.com/eserver/zseries/linuxconfig  f 
full  details  on  this  configuration.  Actual  reseller  prices  on  all  systems  may  vary.  List  prices,  specifications  and  availability  may  change  without  notice.  IBM,  iSeries,  pSeries,  zSeries.  xSerit 
Netfinity,  S/390.  Parallel  Sysplex,  AIX,  WebSphere,  Light  Path  Diagnostics,  Netfinity  Diiertoi  and  the  e-business  logo  are  trademarks  or  registered  trademarks  of  International  Business  Machint 
Corporation.  UNIX  is  a  registered  trademark  of  The  Open  Group.  Windows  and  Win;  :  \JT  ere  registered  trademarks  of  Microsoft  Corporation.  Intel  and  Pentium  are  registered  trademan 
of  Intel  Corporation  Linux  is  a  registered  trademark  of  Linus  Torvalds.  All  other  Companis  -  r  products  are  trademarks  or  registered  trademarks  of  their  respective  companies.  ©2000  IB 
Corporation  All  rights  reserved. 
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The  Profit  Givers 

Vant  to  know  how  to  beat  Office  Depot? 
idd  philanthropy  to  your  bag  of  marketing  tricks. 


Y  NATHAN  VARDI 

JEFFREY  WILLIAMS,  CHIEF  FINANCIAL  OFFICER  AT 
a  Sacramento,  Calif,  consultancy  for  public  school 
districts,  buys  $250,000  worth  of  office  supplies 
each  year.  He  could  turn  to  the  biggies,  like  Office 
Depot,  but  for  the  past  three  years  he's  given  his 
usiness  instead  to  a  small  Oakland  company  called  Give 


do-goodism  as 
marketing  toot:  Mike 
annigan  (left)  and  Sean 
x  on  a  wave  of  charity. 


Something  Back,  It's  not  the 
price  or  selection  that  tips 
his  buying  decision — they're 
about  the  same — but  the 
chance  to  do  good. 

Williams  can  direct  some  of 
the  money  to  his  favorite  com- 
munity charity,  the  WellSpring 
Women's  Center.  "You  have  the 
big  national  office  products  companies  around  here,"  says 
Williams.  "But  we  were  intrigued  by  the  idea  of  giving  back 
to  the  community." 

Like  Paul  Newman,  and  ice-cream  makers  Ben  Cohen  and 
Jerry  Greenfield,  the  founders  of  Give  Something  Back, 
Michael  Hannigan  and  Sean  Marx,  have  figured  out  that  char- 
ity can  be  an  effective  marketing  tool.  The  company  funnels 

a  portion  of  its  pretax  profits  to 
charity  each  year,  and  customers 
get  to  pick  their  favorites.  The 
privately  held  Give  Something 
Back  has  given  away  on  average 
38%  of  its  pretax  profits  to  char- 
ity in  the  past  three  years.  Last 
year  that  translated  into 
$260,000  in  donations,  $1  mil- 
lion over  its  nine-year  existence. 

Don't  let  the  idealist  name 
fool  you — this  is  no  nonprofit. 
Its  revenues  grew  by  26%  to 
$16  million  in  1999.  Most  of  its 
donations— $200,000  worth 
last  year — are  also  tax  de- 
ductible. Give  Something  Back 
has  managed  to  survive  the  on- 
slaught of  Office  Depot,  the 
world's  largest  supplier  of  office 
products.  There  were  1 1,500  of- 
fice products  dealers  when  Of- 
fice Depot  superstores  started 
popping  up  in  the  late  1980s. 
Today,  only  5,700  are  left. 

Hannigan,  50,  and  Marx, 
35,  fed  up  with  the  ways  of  big 
corporations,  founded  the 
company  in  1991.  They  were 
working  for  a  San  Francisco 
copier  dealership  when  it  was 
bought  by  Ikon,  the  copier  and 
printer  distributor,  and  they 
were  instructed  to  fire  some  of 
the  staff.  They  quit  and  started 
with  $40,000  of  their  own 
money  and  set  up  in  Hanni- 
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gan's  living  room.  They  don't  have  a 
storefront  but  operate  out  of  ware- 
houses and  sales  offices  in  Oakland 
and  Sacramento. 

Using  charity  as  a  marketing  tool 
isn't  quite  as  easy  as  it  may  sound.  The 
philanthropy  card  is  used  only  to 
trump  the  competition,  not  as  a  chief 
selling  point.  If  the  sales  representatives 
talk  up  the  charity  too  much,  potential 
customers  might  think  they  are  being 
asked  to  overpay  or  sacrifice  quality  for 
the  greater  good.  Call  it  the  Girl  Scout 
cookie  syndrome. 

Sales  reps  calling  on  customers  are 
trained  to  first  talk  up  how  Give  Some- 
thing Back  can  save  both  time  and 
money,  for  instance,  guaranteeing  free 
next-day  delivery  on  40,000  items. 
Then  they  explain  the  bizarre  name  of 
the  company,  just  in  case  the  customer 
is  confused. 

"Initially  we  find  there  can  be  resis- 
tance to  the  idea,"  says  Hannigan.  "But 
once  a  customer  sees  the  donation 
process,  it  makes  it  very  difficult  for  the 
Office  Depot  guy  to  compete." 

The  company  bylaws  entitle  cus- 
tomers to  choose  where  40%  of  the 
profits  earmarked  for  donation  go, 
while  employees  delegate  another 
30%.  Hannigan  and  Marx  get  to  fun- 
nel the  rest.  Once  a  year  the  company 
sends  out  ballots  that  have  the  names 
of  50  local  charities  selected  by  an  em- 
ployee-led committee.  The  size  of  the 
contribution  to  each  charity  is  deter- 
mined by  vote  distribution.  Lobbying 
groups  and  religious  organizations 
aren't  eligible. 

The  industry  giants  may  have  taken 
notice.  Office  Depot,  which  has  128  re- 
tail outlets  in  California  alone,  had  its 
stores  give  a  5%  in-kind  merchandise 
donation  of  up  to  $10  million  to  local 
schools  in  August.  Customers  got  to 
choose  which  schools  got  the  money. 
Sound  familiar? 

Hannigan  and  Marx  freely  admit 
their  business  plan  was  heavily  influ- 
enced by  Newman's  Own,  actor  Paul 
Newman's  18-year-old  philanthropic 
food-products  company.  Neither  of 
their  salaries  .  xeed  80%  of  the  in- 
dustry sta  mnigan  and  Marx 


are  making  $96,000  each. 

The  concept  jibes  with  the  liber< 
backgrounds  of  the  two  founder 
Hannigan  was  a  protesting  hippi< 
marching  against  the  Vietnam 
while  a  graduate  student  at  the  Un 
versity  of  California  at  Berkeley.  Mar^ 
the  son  of  a  former  Harvard  statistic 
professor,  grew  up  in  Cambridge 
Mass.  From  their  office  in  Oakland' 
inner  city,  30  miles  away  from  Silicoi 

The  charity  card 
is  used  to  trump 
competitors,  not 
as  a  chief  selling 
point.  That  avoid 
the  Girl  Scout 
cookie  problem. 


Valley,  the  two  see  the  gap  between  thi, 
rich  and  the  poor.  "Our  goal  is  to  hav 
people  use  their  consuming  power  ii 
a  way  that  helps  their  community, 
says  Hannigan. 

Give  Something  Back's  approacl 
has  also  helped  it  amass  a  sales  staff  a 
42  in  a  tough  labor  market.  There  is 
cult-like  devotion  by  employees,  wh< 
spend  their  lunch  breaks  sitting  oi 
committees  that  oversee  the  philan 
thropic  process.  Says  sales  rep  Michae 
Fitting:  "I  work  for  Give  Somethin; 
Back  so  that  I  can  provide  for  my  fam 
ily — and  I  can  drive  home  and  feel  lik< 
I  have  made  a  difference." 

Heartwarming.  But  wouldn't  it  b< 
better  if  the  do-gooders  just  reinvestec 
every  last  penny  to  build  the  company 
made  a  large  profit  and  then  gave  i 
away?  Marx  says  the  answer  require, 
finding  a  balance  between  donation; 
and  growth.  "We  could  donate  mor« 
money  if  we  weren't  trying  to  grow,"  he 
says.  "But  we  understand  that  growtl 
is  an  important  part  of  the  whole  thinj 
— just  as  donating  along  the  way  help: 
the  business."  f 
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-Microwave 
Missionarie 

Matsushita  reaps  the  whirlwind  as  the  world's  biggest 
electronics  and  appliance  market  wakes  up  in  China. 


BY  BENJAMIN  FULFORD 


(T  SENT  SHIVERS  UP  YUKIO 
Shohtoku's  spine  at  this  year's  Con- 
sumer Electronics  Show  in  Las  Vegas: 
Konka,  a  Chinese  company,  won  two  in- 
novation awards,  one  for  its  high-defini- 
tion, big-screen  digital  TV  and  one  for  a 
combination  TV/DVD  player.  Shohtoku, 
the  man  in  charge  of  overseas  operations 
for  Matsushita,  the  world's  biggest  con- 
sumer-electronics company,  realized  his 
day  of  dread  had  come:  Mainland  man- 
ufacturers were  toe-to-toe  competitors. 
"This  was  pretty  state-of-the-art  stuff, 
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and  it  will  be  much  cheaper  than  we  can 
offer,"  says  Shohtoku,  61,  who  spends 
much  of  the  year  away  from  Osaka  head- 
quarters, overseeing  the  overseas  market 
for  the  Panasonic  and  National  brands. 

Every  big  player  in  this  realm,  includ- 
ing Sony,  Philips  and  General  Electric, 
faces  this  awesome  prospect.  But  Ma- 
tsushita has  a  special  reason  for  ruing  the 
Chinese  electrc  nics  might:  Shohtoku's 
company  largely  a  eated  the  monster. 

He  recal'  ow,  in  1978,  Chinese 
leader  Deng  X       ing  visited  a  Pana- 


sonic TV  factory  in  Osaka  and  asked 
company  founder  Konosuke  Matsushita 
to  help  him  modernize  China's  electron- 
ics sector.  Moved  by  the  personal  appeal 
for  help,  Matsushita,  then  83,  vowed  to 
do  everything  he  could. 

He  visited  China  and  found  factories 
using  technology  from  the  1940s. 
Throughout  the  1980s,  on  a  nonprofit 
basis,  Matsushita  transferred  technology, 
trained  Chinese  workers  and  otherwise 
helped  China  modernize  its  industry 
through  150  separate  projects.  No  other 
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corporate  citizen  of  a  nation  that  a  gen- 
eration before  had  been  a  bitter  and  bru- 
tal foe  had  played  such  a  role  (see  box, 
p.  146).  China  learned  how  Matsushita 
made  everything  from  electric  irons  to 
transformers  to  semiconductors.  To  this 
day  Chinese  industry  journals  extol  Ma- 
tsushita management  philosophy. 

In  return  Matsushita  earned  the  Chi- 
nese government's  goodwill  and  gained 

"One  day  one 
official  will  say  I 
do  not  owe  duty, 
the  next  day  a 
different  official 


million  and  competition  from  Chinese 
domestic  makers  has  been  intense. 

A  visit  to  the  Lan  Dao  Da  Sha  depart- 
ment store  in  Beijing  finds  Panasonic  is 
but  one  player  in  a  market  teeming  with 
names  like  Haier,  TCL  and  Konka;  brands 
that  Americans  may  not  have  heard  of 
yet — but  will  soon.  In  most  product  cat- 
egories, ranging  from  refrigerators  and 
rice  cookers  to  flat-screen  TVs  and  DVD 
players,  they  undersold  brands  like  Sony 
and  Panasonic  with  products  that  looked 
eerily  identical.  The  Japanese  can  still 
claim  a  quality  premium,  but  the  gap  is 
quickly  shrinking. 

Although  foreign  manufacturers 
controlled  70%  of  China's  TV  market 
six  years  ago,  their  share  has  now 
dropped  to  20%.  And  the  Chinese  have 
begun  to  export  to  the  U.S.,  offering 
color  TV  sets  for  under  $100  retail,  33% 


ity  is  growing  25%  a  year. 

Before  long  American  consume) 
may  be  reaping  benefits  like  microwa^l 
ovens  retailing  for  $49  or  less,  turniri 
this  kitchen  staple  into  a  near-disposabi 
commodity.  Long  ago  wired  telephon 
sets  and  clock  radios  made  in  China  bi 
came  cheaper  than  a  good  lunch  in  a 
big  U.S.  city. 

When  Matsushita  set  up  the  first  fd 
eign  microwave  factory  in  China  six  yeai 
ago,  it  never  meant  for  Americans  to  g 
such  a  bargain  on  their  ovens,  sa] 
Takeshi  Morishita,  head  of  the  company 
factory  in  Shanghai.  It  was  supposed  I 
supply  China's  market,  or  at  least  tH 
elite  who  could  afford  a  $250  device. 

By  early  1997,  however,  a  Chine: 
manufacturer,  Galanz,  started  sellir 
ovens  for  less  than  half  of  Matsushita 
price.  "It  was  reverse  engineering;  v 


Bargain  in  Beijing:  Konka  televisions  beat  the  imported  brands'  prices  by  a  long  stretch. 


unparalleled  expertise  in  manufactur- 
ing and  selling  in  the  Chinese  market. 
Until  recently,  Matsushita  was  the 
largest  foreign  investor  and  producer  in 
China.  (Motorola  is  now  the  largest;  see 
story,  p.  116.) 

Today  China  is  integral  to  Ma- 
tsushita's operation.  It  has  31,000  em- 
ployees in  China  at  35  factories,  more 
than  anywhere  but  the  U.S.  and  Japan. 
They  produce  annual  sales  of  $3  billion 
and  a  small  profit;  not  bad,  considering 
the  total  capital  outlay  was  only  $700 


below  Panasonic's  best  price. 

China  is  now,  or  will  soon  be,  the 
biggest  market,  manufacturer  and  ex- 
porter in  the  world  of  televisions,  refrig- 
erators, microwaves,  air  conditioners 
and  a  growing  range  of  other  products 
that  rely  on  standard-issue  chips,  tubes 
and  compressors.  The  sheer  scale  of  pro- 
duction— the  country  made  43  million 
color  TV  sets  last  year — is  relentlessly 
driving  down  the  global  prices  of  these 
goods,  in  some  cases  to  half  or  less  of 
their  level  tw<      three  years  ago.  Capac- 


took  their  microwaves  apart  and  th 
were  identical  to  ours,  even  down  to  tl 
mistakes,  such  as  unneeded  holes  th 
we  made,"  Morishita  says.  The  savai 
price  war  forced  Matsushita  to  expo 
in  order  to  cover  losses  in  China.  It  w 
also  forced  to  shift  to  Chinese  par 
suppliers.  This  year  it  will  send  800,01 
of  the  appliances  abroad,  mostly 
North  America. 

"We  are  now  selling  at  less  than 
third  of  what  we  charged  four  yea) 
ago,"  he  says.  Matsushita  is  making 
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profit,  but  the  cost-cutting  required  is 
fierce.  It  will  soon  shut  down  its  factory 
in  Kentucky,  and  production  in  Japan  is 
being  phased  out. 

China  produces  a  third  of  the  global 
microwave  demand  of  30  million  units  a 
year,  Morishita  notes.  Meantime  its  do- 
mestic market  has  expanded  tenfold 
since  1994  to  5  million  units  a  year,  and 
will  likely  double  again  in  a  few  years. 


who  runs  Panasonic's  audio  factory  at 
the  port  of  Xiamen  (once  called  Amoy) 
in  southern  China,  says  this  permits  un- 
usual just-in-time  manufacturing:  With 
wages  running  at  around  $80  a  month,  it 
is  cheaper  to  keep  paid  workers  on 
standby  at  home  than  to  warehouse  un- 
sold products. 

The  factory  workers  are  almost  all 
women  between  the  ages  of  1 8  and  25 


In  the  early  days  another  probler 
was  that  Chinese  workers — usually  sup 
plied  by  state  employment  agencies- 
would  spit  and  throw  garbage  on  th 
floor  and  resist  discipline,  factory  mar 
agers  say.  They  also  refused  to  sing  th) 
company  anthem,  which  young  Japan1 
ese  workers,  too,  are  now  reluctant  to  do 

The  insular  attitude  of  Matsushiti 
managers  does  not  help  their  causa 


Throwaway  line:  Shanghai  oven  factory  makes  them  so  cheap,  they're  virtually  disposable 


Shanghai  output  has  gone  from  30,000 
units  in  1995  to  an  expected  1  million 
this  year. 

So,  too,  is  Chinese  domestic  demand 
beginning  to  drive  home-entertainment 
hardware.  Having  missed  the  video-  and 
audiocassette  cycles,  China's  market 
now  is  fixed  on  DVD  players,  whose  basic 
price  is  likely  to  drop  from  the  current 
$150  to  $300  to  less  than  $50. 

There  was  never  any  demand  for 
home  recording  because  Chinese  televi- 
sion was  such  boring  drivel,  says  Ka- 
tsuhiko  Imae,  head  of  Matsushita  China. 
At  the  same  time  rampant  piracy  has 
made  audio  and  video  CDs — and  now 
DVDs — so  cheap  nobody  needs  to  tape. 

Nonetheless,  China  is  becoming  the 
biggest  manufacturing  base  for  both 
video-  and  audiocassette/CD  players. 
Production  has  moved  because,  using 
20-year-old  Japanese  technology,  labor 
costs  are  decisive.  Yoshihide  Sumasu, 


who  come  from  rural  districts,  Mat- 
sushita officials  say.  Men  seem  unable  to 
cope  with  the  repetitive  work.  Zheng 
Chunyu,  19,  working  at  Matsushita's  Xi- 
amen factory,  says  Matsushita  came  to 
her  vocational  high  school  in  rural 
Changtai  City  and  hired  her  entire  class. 
"It  is  safer  to  go  in  a  group  than  to  go 
alone  and  look  for  a  job,"  she  says. 
Zheng  plans  to  save  money  for  a  few 
years  to  earn  tuition  for  a  university. 

Thanks  to  the  cheap  labor  of  women 
like  Zheng,  the  retail  price  of  Panasonic 
portable  audiocassette/CD  players  has 
dropped  from  $200  to  $59  over  the  past 
three  years,  Sumasu  says.  * 

Not  that  Matsushita  has  had  an  en- 
tirely easy  time  pioneering.  One  of  the 
biggest  problems  has  been  getting  Chi- 
nese retailers  and  distributors  to  pay  their 
bills.  While  Chinese  electronics  compa- 
nies are  willing  to  deal  on  a  consignment 
basis,  Mats  i  hita  insists  on  cash. 


e  microwaves 
were  identical  to 
ours,  even  down 
to  the  mistakes 
we  made,  such  as 
unneeded  holes." 

After  20  years  in  China  they  still  have 
not  incorporated  Chinese  talent  intc 
their  wider  work  force  and,  in  contrast 
with  companies  like  Motorola,  they  have 
not  bothered  to  tap  China's  brainpower 
by  setting  up  R&D  centers  there. 

At  the  same  time  Chinese  officials 
can  be  a  headache.  The  biggest  problems 
according  to  Shohtoku,  is  that  different 
branches  of  the  Chinese  government 
contradict  each  other.  For  example,  offi-l 
cials  at  the  department  of  industry  will^ 
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Choices,  choices,  more  choices. 

Managing  a  401  (k)  today  involves 
many  complicated  decisions.  Your 
employees  need  help  in  making 
sense  of  it  all. 

And  no  one  is  better  at  providing 
this  help  than  MetLife,  the  fifth-largest 
full-service  DC  provider,  serving  2.2 
million  eligible  participants! 

As  a  leading  benefits  provider, 
MetLife  knows  it's  not  enough  to  offer 
the  best  products,  it's  also  about 
educating  employees  so  they  can  get 
the  full  benefit  of  their  401(k)  plan. 

That's  why  MetLife  offers  access 
to  key  information  24  hours  a  day, 
including  an  award-winning  website1 
featuring  retirement  and  investment 
decision  support. 

When  it  comes 
to  picking  a  DC 
provider,  the  choice 
is  easy:  MetLife. 

To  learn  more, 
call  MetLife  or 
visit  our  website. 


MetLife  DC  expertise: 


$96  billion  in  DC  plan 
assets  administered 
as  of  6/30/00 
Experienced  Plan 

Consulting 
Educational  &  Advisory 

Services 
Open  Investment 
Architecture 
•Recordkeeping  & 
Administration 


MetLife  Retirement  &  Savings 

www.rnetlife.com/business 
1-888-MET-2359 


-  Voluntary  Benefits  •  Auto  and  Home5  •  Long-Term  Care  •  Group  Le 


MATSUSHITA 


Standby  staffers:  Low  wages  at  Xiamen  audio  plant  allow  a  new  spin  on  just-in-time  manufacturing— workers  are  paid  just  to  be  ready. 


promise  that  certain  parts  can  be 
brought  in  tax-free,  only  to  be  contra- 
dicted by  tax  or  customs  officials,  he  says. 

One  factory  manager  said  customs 
officials  had  been  giving  him  a  hard  time 
for  years.  "One  day  one  official  will  say  I 
do  not  need  to  pay  duty,  the  next  day,  a 
different  official  will  say  I  have  to,"  he 
complains.  Recently,  he  says,  most  of 
these  pesky  officials  were  arrested  as  part 


of  a  big  corruption  scandal  and  proba- 
bly executed.  "I  hope  things  will  get  bet- 
ter from  now  on,"  he  says. 

Then  there  are  the  leaseholds.  (For- 
eigners are  not  permitted  to  own  real  es- 
tate outright.)  As  with  the  British  lease  on 
Hong  Kong,  China  may  simply  expect  to 
take  full  ownership  of  a  factory  at  expira- 
tion. "I  hear  the  discussions  to  renegoti- 
ate some  of  the  earliest  contracts  are  not 


Toyota's  Regrets 


About  the  same  time  Deng  Xiaoping  asked  Matsushita  to  help  develop  China's  elec- 
tronics sector,  senior  Chinese  officials  approached  Toyota  to  aid  in  modernizing 
China's  automobile  industry.  Toyota  demurred  at  the  time  and  has  lived  to  deeply  re- 
gret having  done  so. 

When  Toyota  woke  up  to  China's  potential  during  the  mid-1980s,  the  Chinese  govern- 
ment, remembering  the  initial  cold  shoulder,  refused  the  company's  pleas  to  manufacture 
cars  on  the  Mainland. 

It  was  not  until  1994  that  Toyota  was  given  another  chance.  Since  then  it  has  been  ac- 
tively supporting  Chinese  universities,  providing  technical  assistance  to  Chinese  companies 
and  helping  China  build  an  automobile  parts  industry.  Honorary  chairman,  Shoichiro  To- 
yoda,  himself  now  heads  two  different  China-Japan  cooperation  and  exchange  committees. 

Only  this  year  has  Toyota  been  able  to  open  a  final  assembly  plant,  in  Chengdu  (Sichuan 
Province),  deep  in  China's  interior  and  far  away  from  the  desirable  and  rich  coastal  region. 

Nonetheless,  Toyota  is  very  pleased,  says  Koji  Hasegawa,  managing  director  for  the  com- 
pany's non-Japanese  Asia  business.  With  only  0.3%  of  the  population  owning  a  vehicle, 
China  already  demands  4  million  units  a  year,  he  notes,  adding  that  "in  the  next  two  or  three 
years  the  market  is  really  going  to  take  off." 

He  continues,  "We  are  unlikely  to  survive  as  a  §  .  .  a.  company  in  the  long  run  if  we 
ignore  China."  Yep.  — B.F. 


going  well  at  all,"  says  Morishita,  whos 
microwave  factory  is  safe  until  2024. 

The  sale  of  fake  Panasonic  goods  i 
China  has  also  been  a  constant  worry,  a 
though  Chinese  police  have  helped  crac 
down  on  production  of  such  good 
That  won't,  however,  do  anything  t 
stop  those  $49  Galanz  microwaves. 

All  of  this  means  anxiety  at  home  fo 
a  company  that  became  a  paragon  c 
team  workplace  practices  i 
postwar  Japan.  Shohtok 
says  Matsushita's  main  cha 
lenge  is  to  find  work  for  tfc 
147,000  Japanese  employes 
as  market  forces  drive  an  ur 
avoidable  shift  of  productio 
to  China.  In  Japan  Ma 
sushita  will  continue  pre 
ducing  for  the  domest: 
market  and  try  to  shift  worl 
ers  to  value- intensive  secto: 
like  telecoms  and  software. 

That,  in  turn,  is  likely  t 
lead  to  a  new  round  c 
products  made  in,  and  sol 
to,  China.  As  Chinese  ir 
comes,  now  $800  p« 
capita,  keep  rising,  the  ne 
spending  power  is  likely  1 
continue  to  pay  dividenc 
on  Konosuke  Matsushita 
charity. 
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Surprisingly,  to  become  one  of  the  largest  e-busine 

companies  in  the  world,  you  don't 
have  to  deal  in  books  or  collectibles. 


For  over  30  years,  you've  known  Fannie  Mae  as  the  private  company  with  a  public  mission  to  expand  the 
dream  of  homeownership.  Despite  our  traditional  look,  we've  also  been  a  leader  in  developing 
innovative  technology  solutions  that  help  our  lender  partners  serve  more  borrowers 
and  qualify  more  families.  So  it's  only  natural  that  we're  putting  this  expertise  to 
work  by  making  our  technology  more  widely  available  on  the  Internet  to  help 
our  mortgage  industry  partners  offer  consumers  the  best  possible  low-cost 
mortgage  experience. 


p£l  FannieMae 

/.fanniemae.com 


Last  year  alone,  we  conducted  about  $170  billion  in  business  through  our 
proprietary  e-business  network.  Now  we  are  moving  all  of  our  business  services 
to  the  Internet,  enabling  us  to  do  $300  -  $400  billion  of  business  online  each  year. 


Which  explains  why  we're  more  than  just  the  world's  largest  source  of  mortgage 
funds.  We're  rapidly  becoming  one  of  the  world's  largest  e-businesses. 

Fanniemae.com.  It's  how  we  do  business.  Period. 


Credit  Check 


For  now,  MBNA's 
Charles  Cawley  has 
affinity  cards  under 
a  firm  grip. 


After  a  decade  of  spectacular  growth,  credit 
card  giant  MBNA  is  showing  signs  of  strain. 


BY  ROB  WHERRY 

RESIDENTS  IN  SOME  TOWNS 
along  Maine's  jagged  coast- 
line like  to  tell  the  tale  about 
the  day  Charles  Cawley  took 
the  company  yacht  out  for  a 
sail.  The  president  of  MBNA  roared 
through  tiny  Camden  harbor,  rocking 
the  boats  moored  to  the  docks.  When 
a  harbormaster  tried  to  fine  him,  Caw- 
ley's  bodyguards  stepped  in  to  take  the 
blame  for  their  boss.  He  denies  the 


event  took  place.  "I  would  never  create 
a  wake,"  he  says,  smiling. 

Yet  Cawley  has  been  creating  waves 
ever  since  he  founded  MBNA  in  1982.  His 
company  has  cornered  the  affinity 
credit-card  business,  selling  to  the  mem- 
bers of  4,600  organizations.  MBNA  has 
had  nine  straight  years  of  25%  earnings 
growth.  With  $85  billion  in  loans,  it 
stands  as  the  largest  purveyor  of  con- 
sumer credit,  not  counting  banks. 

Alfred  I  er  ler,  MBNA's  multibillion- 


aire  chairman  and  the  owner  of  t 
Cleveland  Browns,  may  get  all  t 
headlines,  but  the  spirit  of  the  co 
pany  is  pure  Cawley.  Over  time  MB>* 
has  picked  up  the  sharp-elbowed  ma< 
ner  of  this  60-year-old  who  got  h 
start  collecting  overdue  bills  door-q 
door  in  Newark,  N.J.  In  January  MBN 
shut  out  two  Wall  Street  analysts  froj 
attending  a  conference  after  they  ha 
rated  the  stock  a  hold.  Cawley  hi 
called  Jesse  Jackson  a  fool  for  challeni 
ing  MBNA's  minority  hirings. 

Now,  after  years  of  breathless  growtj 
his  juggernaut  is  showing  signs  of  straii 
Its  recent  acquisitions  have  come  at  rid 
premiums,  its  leverage  is  getting  dange 
ously  high,  and  it  has  been  increasing 
turning  to  a  controversial  accountir 
technique  to  book  its  revenues.  MBNA  dl 
fabulously  well  in  the  1990s  econom 
boom.  How  might  it  look  in  a  recessio 

One  not-so-ringing  endorsemer 
Over  the  past  year  executives  have  soj 
stock  in  droves.  Cawley  has  dumped! 
quarter  of  his  shares,  realizing  over  $j 
million.  "MBNA's  growth  rate  has  gotte 
harder  to  maintain,"  says  Steven  Eisma) 
an  analyst  at  CIBC  World  Markets. 

MBNA  has  always  boasted  the  be 
customers,  with,  on  average,  a  househo 
income  of  $62,000  and  a  16-year  histoi 
of  paying  on  time.  Credit  losses  are  4l 
compared  with  a  6%  industry  average. 

But  that  good  customer  is  gettii 
more  expensive  to  bring  aboard.  In  A] 
gust  MBNA  paid  $6.5  billion,  or  $  1  billic 
above  receivables,  for  First  Union's  31 
million  credit  card  accounts.  It  paid  sir 
ilar  premiums  when  it  bought  the  ai 
counts  of  SunTrust  and  PNC.  Those  pr 
miums  have  created  a  balance  sheet  c 
which  37%  of  its  shareholders'  equity 
goodwill — an  intangible,  that  is. 

Generating  customers  in-house 
also  costing  more.  Eisman  estimates  th 
MBNA  now  spends  $32  to  acquire  a  ne 
account,  versus  $  14  five  years  ago.  A  ty 
ical  newcomer  is  offered  as  high  as 
$10,000  credit  line,  but  uses  only  $3,4C 

So  far  MBNA  has  made  a  fortui 
plucking  out  prospects  who  are  b 
enough  spenders  to  pay  lots  of  intere 
but  not  so  big  that  they  turn  into  deai 
beats.  If  there  were  a  rash  of  defaults  ir 
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Risk. 


Covered  by  Allianz  Group 


Wherever  you  are,  whenever  you 
need  us,  the  Allianz  Group  is 
always  there  for  you. 


To  us,  risk  management  means  thinking  the  unthinkable 
to  prevent  risk  turning  into  loss.  As  one  of  the  world's 
leading  insurers  our  financial  strength  and  technical 
expertise  combine  to  make  Allianz  Group  the  partner 
you  can  trust  whenever  and  wherever  you  need  us. 

Allianz.  The  Power  Beside  You. 


Allianz  ® 


Allianz  Croup.  Europe's  leading  global  insurer 
and  provider  of  financial  services. 


MDNA 


The  Green-and-Gray  Monster 


Small  towns  relish  gossip,  and  MBNA  President  Charles 
Cawley  gives  them  plenty  to  talk  about.  Locals  in  Camden, 
Me.  gripe  about  the  night  in  August  when  guests  depart- 
ing his  birthday  bash  screeched  overhead  in  company-owned 
jets.  Cawley,  a  New  Jersey  native  who  shifts  into  a  New  England 
accent  when  he  talks  about  locals,  brushes  off  their  concerns. 
He  did  have  a  birthday  party  but,  he  adds, 
John  Travolta  flies  in  much  later  to  his  vaca- 
tion home. 

Aiming  for  bucolic  ambiance  and  lax 
usury  laws,  Cawley  has  built  MBNA's  mam- 
moth operations  far  from  the  big  city.  Some 
4,500  employees  are  scattered  among  the 
Maine  coastal  hamlets  of  Camden,  Rockland 
and  Belfast.  Another  10,000  are  in  Delaware, 
split  between  headquarters  in  Wilmington  and 
the  sleepy  college  town  of  Newark. 

MBNA's  signature  green-and-gray  complexes  have  become 
part  of  the  local  topography,  along  with  its  employees,  who 
wear  MBNA  pins  on  their  lapels.  So  have  multimillion-dollar 
road  projects  to  help  alleviate  congestion,  and  rising  property 
taxes  as  affluent  MBNAers  bid  up  real  estate. 


MBNA's  palatial  corporate 
headquarters  in  Wilmington,  Del 


In  Delaware  environmentalists  asked  employees  not  to  flusl 
toilets  on  rainy  days  because  the  sewers  can  spill  waste  intol 
nearby  river.  "The  [town  government]  has  just  been  rubbe 
stamping  all  the  decisions"  about  MBNA  projects,  says  Ronai 
Huber,  a  local  environmentalist  who  runs  MBNAsucks.org. 
Cawley  has  been  summering  in  Maine  since  the  1950 
when  he  would  come  up  to  stay  with  hi 
grandparents.  Despite  the  long  roots,  Cawle 
didn't  win  any  friends  in  1998  when  he  clea 
cut  a  stand  of  trees  to  get  a  better  view  froi 
his  waterfront  mansion  in  Camden.  That  vie 
lated  local  codes,  but  no  fines  were  impose* 
Cawley  is  well  aware  of  the  impact  he 
had,  and  blames  some  of  the  tall  tales  on  hin 
self.  "No  one  ever  sees  me,"  he  says.  And  MBN 
has  plugged  an  economic  hole  left  by  Maine 
shuttered  textile  mills  and  DuPont's  massif 
layoffs  in  the  early  1990s.  Cawley  is  known  to  throw  a  philar 
thropic  bone  here  and  there,  donating  money  to  a  Wilmingto 
orphanage  and  to  a  Camden  skateboard  park. 

"All  towns,"  says  Cawley,  "will  have  their  detractors  wh 
will  be  against  everything."  —  R.V 


urn  *Mtw*rZ' 


recession,  MBNA  would  fall  back  on  a 
fairly  thin  cushion.  Credit  card  compa- 
nies typically  maintain  a  cushion  (in  the 
form  of  tangible  net  worth  plus  loan  loss 
reserves)  equal  to  7%  of  their  receivables. 
MBNA  gets  by  on  3%,  close  to  the  level 
that  sets  off  downgrades  at  Moody's. 
Cawley  shrugs,  "That  doesn't  affect  our 
earnings.  Besides,  we  improved  those 
numbers  with  the  First  Union  deal." 

He's  right,  in  a  roundabout  way. 
Rather  than  issue  shares  to  pay  for  the 
First  Union  business,  MBNA  paid  cash. 
Separately,  it  raised  $1.6  billion  by  selling 
50  million  shares  to  Goldman  Sachs  at 
the  market  price.  When  the  dust  settled, 
MBNA's  cushion  had  risen  to  3.5%  of  re- 
ceivables, but  its  earnings  were  a  bit  di- 
luted. The  deal  could  knock  1 1  cents  a 
share  off  next  year's  earnings. 

The  First  Union  portfolio  could  even- 
tually add  a  nickel  to  earnings  but,  to  do 
that,  MBNA  must  convince  First  Union 
customers  to  increase  their  balances,  now 
averaging  $1,700,  to  something  close  to 
the  overall  MBNA  level  of  $3,400. 

Like  many  credit  card  firms,  MBNA 
makes  money  bundling  its  loans  and 
offering  them  for  sale  on  Wall  Street  as 


asset-backed  securities.  But  Cawley  is 
growing  far  more  dependent  than  his 
rivals  on  this  technique:  75%  of 
MBNA's  managed  loans  are  securi- 
tized,  versus  43%  for  Providian. 

In  selling  off  all  those  loans  to  Wall 
Street,  Cawley  has  been  freely  using  a 
potentially  dangerous  bookkeeping 
technique  called  "gain  on  sale."  As  soon 
as  MBNA  auctions  off  a  pool  of  receiv- 
ables it  books  as  revenue  the  discounted 
present  value  of  future  servicing  profits 
from  that  portfolio.  This  forces  a  firm 
to  make  an  educated  guess  about  future 
profits  and  then  restate  if  it's  wrong. 

Gain  on  sale  has  burned  a  few  banks. 
In  1998  First  Union  purchased  the 
Money  Store,  the  consumer  finance  shop. 
When  interest  rates  fell,  Money  Store  cus- 
tomers paid  off  their  home  mortgages  at 
a  rapid  clip,  depleting  earnings.  First 
Union  has  had  to  write  off  $2  billion. 

Cawley  shrugs  off  most  of  these  is- 
sues as  trouble  for  less-well-run  firms. 
MBNA  weathered  the  recession  of  the 
early  1990s,  the  price  wars  that  followed 
and  the  credit  crunch  that  damaged  sub- 
prime  lenders  in  1998.  "The  reason  you 
don't  read  a  lot  about  us  is  that  we  don't 


screw  things  up,"  says  Cawley. 

Credit  for  that  goes  in  large  part  t 
customer  service.  Its  employees  poi 
over  new  applications,  credit  reports  an) 
existing  accounts.  If  there's  a  probler 
that  can't  be  sorted  out  on  a  compute 
screen,  the  MBNAer  will  pick  up  th 
phone.  This  is  one  reason  why  MBNA- 
which  usually  charges  higher  intere 
rates  than  rivals — loses  only  2%  of  i 
profitable  customers  a  year,  below  th 
15%  industry  norm.  The  drawbacl 
MBNA  eats  up  over  50%  of  its  revenu 
on  overhead,  to  Providian's  36%. 

Cawley  doesn't  entirely  lack  growt 
opportunities.  Bear  Stearns  estimate 
that  there  are  20  finance  companie 
with  $34  billion  in  receivables,  ready  t< 
be  taken  over  or  to  sell  their  credit  car 
servicing  businesses.  Cawley  is  also  ex 
panding  into  Europe  and  Canada,  wher 
customer  counts  are  up  46%  from  199£ 

But  should  growth  slow,  investors  ar 
left  with  a  highly  leveraged  finance  com 
pany  with  higher  costs  than  its  rival 
bear.  Cawley  isn't  wringing  his  hands  to* 
much.  "You  tell  me  how  to  head  off  tha 
bad  news,"  he  says,  shrugging  his  shoul 
ders  and  smiling.  "I  wish  I  knew."  I 
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Our  finance  and  accounting  expertise,  Leading  Process5"'  solutions  and  innovative 
technologies  will  help  you  identify  and  eliminate  trouble  areas  that  may  be  lurking 


Is  trouble  lurking  out  there? 


in  your  organization.  Let  us  show  you  how  back-office  outsourcing  can  help  you. 
Call  us.  1-888-588-LEAP.  Or  visit  us  at  www.leapsource.com. 


source 


Insight  for  decision-making 


Swimm 

Tim  Wallace  wants  to 
reposition  Trinity 
Industries  as  a  New 
Economy  standard- 
bearer.  But  Carl  Icahn 
has  other  plans. 

BY  JOHN  GORHAM 

TIMOTHY  R.  WALLACE  ABSENT- 
mindedly  gazes  at  the  8-foot  tank 
of  leopard  sharks  he  keeps  in  his 
Dallas  office.  The  chief  executive  of  $2.7 
billion  (revenues)  Trinity  Industries, 
the  nation's  largest  maker  of  railcars, 
says  watching  the  sharks  keeps  him  on 
his  toes.  "Sometimes  I  think  I'm  in  that 
tank,  cruising  with  the  sharks,"  muses 
Wallace,  46,  who  succeeded  his  father, 
W.  Ray,  two  years  ago. 

Trinity's  stock  is  also  underwater  at 
half  its  high  of  $56  two  years  ago.  It's 
now  13%  below  book  value.  Smelling 
blood,  a  shark  of  a  different  stripe  is 
bearing  down:  Carl  Icahn.  The  re-ener- 
gized corporate  raider  filed  an  applica- 
tion in  September  to  buy  more  than 
$15  million  worth  of  Trinity's  stock, 
but  less  than  10%  of  the  company. 

Such  Hart-Scott-Rodino  antitrust 
filings  are  standard  operating  proce- 
dure for  Icahn  these  days.  He  made  a 
similar  filing  in  August  for  his  stake  in 
General  Motors.  GM  turned  the  tables 
on  the  wily  raider  and  disclosed  the 
nonpublic  filing,  much  to  Icahn's  an- 
noyance. Wallace  did  the  same. 

"I  fail  to  see  the  ethics  in  using 
someone's  filing  in  a  manner  which  I 
believe  is  extremely  misleading  and  for 
the  purpose  of  pushing  up  the  stock 
price,"  Icahn  huffs. 

Returning  the  compliment,  the 
elder  Wallace,  77,  growls,  "His  business 
has  no  ethics.  How  can  it?  If  it  did,  he'd 
be  leaving  money  on  the  table." 

Tim  denies  his  father  would  have 
said  such  a  thing,  but  Icahn  is  unrepen- 
tant: "I  don't  see  the  ethics  of  putting 


Sharks 


your  son  with  an  unproven  record  in 
control  of  a  company  not  owned  by 
you  but  by  shareholders." 

If  these  guys  sound  touchy,  it's  be- 
cause this  isn't  the  first  time  they've 
bared  teeth.  Icahn  made  a  similar, 
undisclosed  Hart-Scott  filing  for  Trinity 
in  1997.  As  was  the  case  then,  Icahn  sees 
synergies  between  Trinity  and  his  ACF 
Industries,  a  railcar  leasing  and  manu- 
facturing outfit.  (For  the  economics  of 
railcar  leasing,  see  p.  110.) 

Instead  of  a  takeover,  Trinity  and 
Icahn  had  negotiated  a  deal  for  Trinity 
to  buy  ACF's  railcar-making  business. 
Tim  Wallace  says  talks  broke  down  be- 
cause Trinity  would  inherit  liabilities 
connected  with  the  TWA  pension  fund, 
leftover  baggage  from  Icahn's  prior  stake 
in  the  busted  airline. 

Icahn  denies  that  he  wanted  to  take 
over  Trinity,  claiming  the  stock  was 
overvalued  then.  He  boasts  he  made 


money  shorting  it. 

Icahn  is  coy 
about  his  motives 
this  time,  but  Tim 
Wallace  isn't  taking 
any  chances.  He  has 
a  plan  for  rescuing  this  classic  metal 
bender  of  a  company  from  the  below 
book  depths:  Give  it  an  Internet  flair. 

That  will  be  quite  a  task.  Beside 
being  in  railcars,  as  cyclical  a  business  a 
there  ever  was,  Trinity  is  the  larges 
North  American  maker  of  inlan< 
barges,  highway  guardrails  and  tank 
for  liquefied  petroleum  gas.  Cementin 
its  Old  Economy  status,  the  compan: 
sells  concrete  in  Texas  and  Louisiana. 

Most  of  Trinity  as  it  exists  today  is 
creation  of  Ray  Wallace.  But  Ray  wai 
skeptical  about  technology,  viewing  i 
as  nothing  more  than  a  passing  fad.  A 
late  as  1996,  only  a  quarter  of  Trinity' 
employees  had  computers. 


■ 
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Making  up  for  lost  time,  Tim  Wal- 
ice  in  March  unveiled  a  grand  scheme 

0  launch  an  interconnected  web  of 
usiness-to-business  Internet  compa- 
res. By  early  next  year  he'll  have  sunk 
25  million  in  mostly  minority  stakes 
n  15  Internet  ventures.  He  is  also  try- 
ng  to  position  Trinity  as  a  sort  of  one- 
top  shop  for  heavy- industry  Internet 
Mortals,  with  sites  already  up  for  con- 
rete,  barge-building  and  gas  contain- 
rs,  and  plans  for  15  more.  He  envisions 
rearing  a  network  of  thousands  of 
mall  industrial  companies  linked  to 

j  rinity  through  technologies  developed 
l.iy  the  startups  he  is  funding.  "Value  ex- 
change" is  the  operating  slogan. 

"A  lot  of  the  business  we  are  going 
p  get  into  is  going  to  be  the  networking 
lusiness,"  offers  Wallace.  Though  he 
laims  to  be  keeping  an  eye  on  Trinity's 
■legacy"  businesses,  as  they're  now  re- 
ferred to  within  the  company,  Wallace 
Kerns  hypnotized  by  the  Internet. 

"We  are  an  industrial  pacesetter," 
Iroclaims  Wallace,  referred  to  in  com- 
lany  propaganda  as  Trinity's  "visionary 
feader."  "We  are  setting  the  pace  in 
lome  things  that  in  two  or  three  years 
flther  people  will  be  trying  to  model." 
when  asked  where  all  the  ideas  come 
rom,  he  taps  his  temples.  Icahn  scoffs, 
il  Wallace  can't  laugh  Icahn  off.  While 
[he  senior  Wallace  used  his  5%  stake  to 
Ird  over  the  company,  Tim  owns 
1100,000  shares,  less  than  1%.  His  father 
Whittled  down  his  holdings  and  seems 
pore  interested  in  overseeing  con- 
duction of  an  18,000-square-foot 
il.nglish  country-style  manor  on  his 
t  lanch  outside  of  Dallas.  He'll  share  the 
j|pread  with  new  bride  Beatrice,  the 

1  x- wife  of  another  infamous  raider: 
I.  Boone  Pickens. 

But  Tim  is  defiant.  He  says  several 
Ijrivate  equity  firms  have  approached 
tiim  about  a  buyout  of  the  company, 
i  lut  he  says  he  is  not  interested  in  tak- 

lg  the  company  private  or  selling  it. 
"Instead  of  being  in  a  place  where 
\we  are  ready  to  carve  up  and  serve  this 

ompany  on  a  platter  to  a  bunch  of 
iljeople,  we  are  at  the  starting  line  of  re- 
ft jlly  repositioning  the  company,"  he  de- 
I  jlares.  Will  he  get  to  the  finish  line?  F 


AVAILABLE  TO  THE  MIDD 
OF  NOWHERE 

With  access  to  over  5,000  airports  and 
schedules  designed  around  your  specific 
business  needs,  fractional  owners  of 
Learjet®  and  Challenger®  business  jets 
can  operate  from  virtually  anywhere.  We 
offer  the  most  complete  range  of  latest 
technology  aircraft  available  today.  So 
while  there  may  be  other  options  to 
Flexjet,  there  can  only  be  one  choice. 
Flexjet.  For  more  information  on  the 
many  affordable  benefits  of  fractional 
ownership  and  our  unprecedented  level 
of  personal  service  and  attention  t 
detail,  call  1-800-FLEXJET. 


BOMBARDIER 

AEROSPACE 


Flexjet  is  a  Bombardier  Aerospace  program. 


If 


FLEXJET 

we  build  the  aircraft 


You  can  do  ANYTHIN 


Remarkable  things  happen  when  you 
have  a  Black  Rocket.™  People  embrace  your 
eBusiness  vision  quickly  and  enthusiastically. 
And  recognition  comes  from  the  most 
unexpected  places.  But  that's  how  life  is 
when  you've  got  a  Black  Rocket.  The  world's 
Services  Platform  for  eBusiness. 

What  is  Black  Rocket?  A  revolutionary 
from  Genuity"  that  gives  you  the  power  to 


GENUITY  is  the  leading 
Network  Services  Provider  for 
businesses  changing  the  ivorldl" 


end  Web  sites  anc 
eBusiness  application 
than  ever.  Which  sav 
time,  money  and  heac 
Black  Rocket  co 

first  Network    critical  network  services  like  secure  managec 
hosting  with  Genuity's  state-of-the-art  fiber  optic 
new  service     network  into  a  single,  secure  and  scalable  pic 
launch  high-    Black  Rocket  also  comes  with  peace  of  mind,  offeri 


©  Genuity  Inc.  2000  All  rights  reserved.  Genuity,  Black  Rocket  and  the  leading  Network  Services  Provider  for  businesses  changing  the  world  are  each  trademarks  of  G 
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th  a  BLACK  ROCKET. 


y's  first  platform  Service  Level  Agreement. 

muity  delivers  Black  Rocket  in  10  business  days  or 

i  you  can  jump-start  your  eBusiness  initiatives.  And 

our  Web  site  or  eBusiness  application  is  completed, 

docket  provides  a  secure,  managed  and  resilient 

jss  environment  so  you  can  get  ahead  —  and  stay 

—  of  the  competition. 

ere's  nothing  like  Black  Rocket. 

3t's  why  eBusiness  leaders  like  IBM,  Cisco  and  Cap 


Gemini  Ernst  &  Young  are  already  joining  together  with 
Genuity  to  offer  eCommerce,  eMarkets  and  other  eBusiness 
solutions  built,  deployed  and  managed  on  Black  Rocket. 

See  for  yourself.  For  more  information,  check  out  our  white 
paper  at  www.genuity.com/blackrocket  or  call  1 -800GENUITY. 


GENU  TY 


ademarks  are  the  property  of  their  respective  owners. 


Show  Me  the  Money 

Young  venture  capitalists  are  snubbing  their  elders  in  Silicon  Valley. 
The  old  guard  thinks  this  behavior  smells  rather  shallow  and  greedy. 


Idealab's  Erik  Lassila  wanted  money,  power  and  prestige— pronto. 


BY  JULIE  PITTA 

AMONG  SILICON  VALLEY'S  NEW 
generation  of  venture  capitalists, 
Erik  Lassila  is  known  as  the  poster 
boy  for  lost  opportunity.  The  35-year-old 
was  smart  enough  to  want  to  hack  two 
of  the  biggest  deals  of  the  Internet  era: 
Yahoo  and  Ebay.  But  the  senior  partners 
at  the  Mayfield  Fund,  where  Lassila  was 
an  apprentice,  balked  at  both.  "I  just 
didn't  have  [enough]  credibility  in  the 
firm,"  says  Lassila. 

Mayfield's  senior  partners  sheepishly 
admit  their  mistakes,  but  their  greater  loss 


may  have  been  Lassila  himself.  He  quit 
the  firm  last  year  and  eventually  ended 
up  running,  solo,  the  Silicon  Valley  office 
of  Idealab  Capital  Partners,  a  three-year- 
old  firm  managing  about  $500  million. 

"The  senior  partners  used  to  tell  me  it 
would  take  live  to  ten  years  to  know 
whether  I  was  a  good  venture  capitalist. 
There  are  too  m  my  that  don't  allow  their 
up-and-comers  to  guide  the  firm  and 
share  in  the  economic  rewards,"  he  says. 

For  decade,  venture  capital  firms 
stuck  to  a  simple  ethos  of  patience  and 
seniority.  Mai,        nior  partner  with  full 


profit  participation  coy 
take  as  long  as  a  decacj 
But  young  Turks  like  La 
sila  don't  have  that  kind 
time.  They  demand 
fll  greater  piece  of  the  actio] 
HI  now.  If  they  don't  get 
they  quit  to  set  up  thf 
own  shops. 
"        To  the  old  guard  th 
behavior  smells  rather  sh« 
low,  impetuous  and  greec 
"They've  started  their  c 
reers  off  during  a  boo 
that's  been  unrivaled  in  hi 
tory.  They've  never  seen|| 
downturn,  years  whcj 
m      there  weren't  any  technc 
^      ogy  [initial  public  offe)) 
ings],"  grouses  Grant  He| 
drich,  a  47-year-old  genen 
partner  at  the  Mayfie* 
Fund  with  two  decades 
experience.  "Are  these  pei 
pie  really  good  venture  ca] 
italists?  Who  can  tell?  A  It 
^^^^B  of  them   have  create 
%  wealth,  but  not  muc 

value.  Great  venture  capil 
is  not  about  the  quick  flip 
But  to  young  VCs  tH 
status  quo  was  little  mo 
than  exploitation.  Says  on 
30-year-old  pup:  "At  the  rate  it  was  goin 
it  would  be  10  to  20  years  before  I  con 
get  the  kind  of  money  I  deserved  for  til 
amount  of  work  I  was  doing." 

•  The  rise  of  the  Web  and  the  flood  « 
money  into  high  tech  has  heightened  tei 
sions  between  young  and  old.  This  ye; 
some  750  firms  are  on  track  to  rah 
about  $70  billion,  up  from  567  firms  rai 
ing  $14.5  billion  in  1998,  according  1 
VentureOne,  a  research  firm.  That  tran 
lates  into  more  opportunities  than  evi 
before  for  the  aggressive,  young  f 
nancier — and  more  peril  for  old-guai 
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firms  that  don't  cater  to  their  juniors. 

"Older  VCs  develop  such  strong  rules 
of  thumb  that  they  tend  to  ignore  new 
phenomena.  A  young  investor  is  more 
contrarian,"  says  David  Cowan,  34,  the 
top  partner  at  Bessemer  Venture  Capi- 
tal. Youngsters  are  hardly  infallible: 
Cowan  turned  down  Ebay.  "Stamps? 
Coins?  Comic  books?  You've  got  to  be 
kidding,"  he  thought  at  the  time.  And 
Cowan  twice  passed  on  hot  Web  host 
Exodus.  The  second  time  he  dubbed  it 
too  expensive  at  a  $40  million  valuation. 
The  company  is  now  worth  $17  billion. 

Last  October  the  charismatic  Cowan 
became  the  youngest  partner  ever 


"We've  built  a 
meritocracy 
in  Silicon 
Valley.... 
Why  should 
venture 
capital 
be  any 
different?". 


E-Trade  and  Priceline  while  at  General 
Atlantic  Partners,  but  he  never  made  part- 
ner. Lotke  left  late  last  year  for  Internet 
Capital  Group,  where  he  is  a  managing 
director.  Friends  and  colleagues  say  the 
parting  was  bitter.  Lotke  maintains  it  was 
amicable.  His  bosses  at  General  Atlantic 
say  Lotke's  was  the  first  unplanned  de- 
parture in  five  years  and  their  firm's  in- 
vestment record  continues  to  be  strong. 

The  exodus  of  unhappy  young  staff 
is  leaving  once-strong  firms  struggling. 
Cowan  of  Bessemer  quickly  runs  down  a 
list  of  firms  he  considers  has-beens. 
"Mayfield's  fallen  off  the  map,"  he  says. 
"Sutter  Hill  Ventures  and  InterWest  had 


Old-timer  Richard  Kramlic 


named  managing  general  partner  at  the 
VC  arm  of  the  93-year-old  Bessemer 
Trust.  Some  whisper  that  Cowan,  who 
funded  fiber-optic-switch  maker  Ciena 
and  Web-security  firm  VeriSign,  won  the 
promotion  after  threatening  to  quit,  but 
he  denies  it.  "He  got  what  he  wanted  by 
being  very  aggressive,"  a  friend  insists. 

Bessemer's  Ravi  Mhatre,  33,  chose  to 
flee  rather  than  fight.  He  led  investments 
in  four  companies  that  went  public  and 
two  that  were  acquired.  But  his  bosses 
turned  down  his  idea  to  invest  in  Yurie 
Systems,  a  networking  firm  bought  by 
Lucent  last  year  for  $1  billion.  Mhatre 
left  Bessemer  two  years  ago  for  San  Fran- 
cisco-based Weiss,  Peck  &  Greer.  He  de- 
clines to  discuss  details  of  his  departure. 

Mark  Lotke,  32,  made  a  bundle  in 


good  franchises,  and  now  they're  totally 
out  of  it." 

Benchmark  Capital,  the  five-year-old 
firm  that  did  back  Ebay  (its  $6.7  million 
stake  grew  into  $4.2  billion  for  the  fund's 
investors),  was  started  by  three  refugees 
from  old-line  Silicon  Valley  firms  such  as 
Merrill  Pickard  and  Technology  Venture 
Investors.  Redpoint  Ventures  rose  from 
the  split-up  of  Institutional  Venture  Part- 
ners. "Yeah,  there  was  frustration,"  says 
Timothy  Haley,  45,  the  oldest  partner  at 
Redpoint.  "Most  of  us  were  playing  at  the 
top  of  our  game....  We  wanted  to  get  a 
bunch  of  people  at  the  same  table  who 
were  working  on  all  cylinders." 

When  die  young  Turks  leave,  they  dis- 
card the  old  ways  of  senior  partners  and 
junior  staff  in  favor  of  "flat  partnerships," 


democracies  in  which  decisions  and 
nancial  rewards  are  equally  shared  a 
there  are  no  junior  staffers  to  lean  on. 

In  January  Paul  Vabakos,  a  sharp  I 
year-old  former  Cisco  engineer,  fled 
such  a  partnership  after  a  frustrating  < 
perience  at  40-year-old  Norwest  Venn, 
Partners.  At  Norwest  Vabakos  fund 
Cerent,  which  was  sold  last  year  for  $ 
billion  in  stock,  making  it  one  of  N 
west's  biggest  payoffs.  Even  so,  Vabat 
was  never  made  partner.  He  walked,  jo 
ing  ComVentures;  he  declines  commt 
on  the  move.  One  young  venture  ca| 
talist  calls  the  post-Vabakos  Norwest 
bunch  of  sleeping  old  dogs." 

The  "old  dogs,"  natural 
take  offense.  "I'm  shocked 
those  kinds  of  comment: 
says  William  Younger,  mans 
ing  director  of  36-year-c 
Sutter  Hill  Ventures  in  Pj 
Alto,  Calif.  Younger  points 
Sutter  Hill  investments  su 
as  Vitria,  a  successful  design 
of  enterprise  software,  al 
Copper  Mountain,  a  we 
regarded  DSL-equipme 
provider,  as  proof  of  his  firrj 
viability.  And  Younger  sa 
that  Sutter  Hill  has  taken  paii 
to  promote  and  reward  t 
younger  members  of  the  fin 
Richard  Kramlich,  a  de; 
of  Silicon  Valley  venture  ca 
ital,  sees  little  difference  b 
tween  the  moneymen  of  yesteryear  an 
today.  "We've  built  a  meritocracy  in  Sii 
con  Valley,  an  environment  that's  gende 
neutral,  nationality-neutral  and  age-na 
tral,"  Kramlich  says.  "Why  should  t 
venture  capital  business  be  any  different 
Entrepreneurs  see  the  generation 
mix  as  an  advantage.  Sundeep  lain,  chi 
executive  for  Aceva  Technologies,  r 
ceived  funding  from  Erik  Lassila's  Ideal; 
Capital,  as  well  as  the  more  august  S 
quoia  Capital.  Aceva's  software  autc 
mates  financial  transactions  on  the  We 
"How  do  I  compare  an  Erik  Lassila  to 
Donald  Valentine  [the  venture  capital! 
who  bankrolled  Apple  Computer  as  we 
as  Cisco  Systems]?  The  words  that  con 
to  mind  are  'different  perspective.'  C 
me  greedy,  but  I  want  both  of  them." 
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I  Celanes 


maximum 


efficiency 

Our  benchmark:  maximized  cost  efficiency  in  all  of  our  businesses. 

We  have  already  taken  decisive  action  to  restructure  our  businesses  for  greater  efficiency. 
Going  forward,  we  will  continue  to  invest  in  state-of-the-art  plants  located  in  strategic  growth  markets  around  the  world. 
We  will  also  seek  to  improve  our  manufacturing  technologies  to  maintain  our  market  leadership  positions. 
Our  goal:  a  continuous  increase  of  shareholder  value. 

Celanese  AG.  A  global  leader  in  the  chemical  industry,  www.celanese.com 
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"Bloody,  but  unbowed' 


Things  looked  grim  when  Earl  Stafford  lost  all  his  customers  and  laid  off  all  his  employees.  I 
got  so  bad  his  phone  and  electricity  were  turned  off.  But  then  came  the  miraculous  recover; 

BY  ALAN  FARNHAM 


■  T  WOULD  BE  EASY  TO  GET  THE  WRONG  IDEA  ABOUT  EARL 
I  Stafford.  One  might,  for  instance,  draw  the  wrong  con- 
I  elusions  from  the  way  he  handled  the  worst  Christmas  of 
I  his  life.  That  was  in  1990  when  his  fortunes  were  at  their 
lowest  ebb;  when  just  about  everything  that  could  go  wrong 
in  a  person's  business  life  had  gone  wrong  in  his;  when  he'd 
lost  all  his  customers  and  laid  off  all  his  employees;  when  his 
kids  had  had  to  go  without  presents  because  Earl  could  not 
afford  to  buy  them  any;  when  bill  collectors  called  and  called 
and  called  the  Stafford  home,  badgering  the  family  until, 
mercifully,  the  phone 
itself  was  turned  off 
for  nonpayment  and 
the  lights  went  dark 
and  the  Staffords,  for 
a  time,  were  com- 
pelled to  live  by  can- 
dlelight. At  that  junc- 
ture, a  reasonable 
person  might  have 
reached  out  for  help. 

Help  certainly 
was  available.  Staf- 
ford has  1 1  siblings. 
He  has  many  friends 
from  church  and 
from  his  neighbor- 
hood. They  could 
have  banded  to- 
gether and,  in  a  de- 
nouement worthy  of 
Frank  Capra,  sent 
Earl's  troubles  pack- 
ing. Imbued  with  the 
holiday  spirit,  every- 
body could  have 
pulled  together  and 
pitched  in  to  save 
their  best  pal,  Earl.  It 
really  would  have 
made  a  lovely  and  in- 
spiring sight,  with 
even  the  crabby  old 


bald  guy  breaking  down  and  tossing  his  gold  watch  into  tl 
collection  plate.  There'd  have  been  caroling  and  pun« 
drinking  and  somewhere,  in  the  distance,  very  faintly, 
sound  of  tinkling  bells. 

But  there  wasn't.  It  didn't  happen  that  way. 
Stafford's  relatives  and  friends  didn't  help  him  out,  becau 
they  didn't  get  the  chance:  He  never  told  them  of  his  troublt 
He  kept  his  crisis  secret.  His  attitude  could  best  be  summed  i 
as:  If  I  have  to  tunnel  my  way  out  of  hell  with  a  teaspoon,  1 
do  it;  and  I'll  do  it  on  my  own,  thank  you  very  much,  witho 

any  help.  The  mo 
you  get  to  kne 
Stafford,  in  fact,  tl 
more  certain  you  a 
that  if  any  of  r 
friends  had  dared 
show  up,  he'd  ha 
said  to  them  (in  tl 
nicest  way,  of  coursi 
"Get  lost." 

Asked  if  durh 
this  dark  time  1 
ever  considered  tai 
ing  charity — rj 
friends',  his  relativ< 
or  anybody  else's- 
an  expression 
utter  disbelief  pass 
over  his  smiling  faol 
as  if  the  questic 
must  have  been  a 
tended  for  sor 
other  Earl  Staffer 
"Oh,  no,  no,  no," 
laughs,  finding  t. 
idea  ridiculous, 
have  too  much  pri 
for  that." 

Pride  can  be 
fatal  disability  fj 
some  people.  But 
hasn't  been  for  E^ 
Stafford.  It  has  giv 
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him  strength.  You  feel  pride  in  his  handshake,  you 
sec  it  in  his  eyes.  It's  apparent  in  the  way  he  dresses, 
in  his  choice  of  words  and  in  his  manner.  He's  a 
formal  person,  disliking  strangers  who  immedi- 
ately assume  the  false  familiarity  of  calling  him  by 
his  first  name.  He  belongs  to  a  private  club.  He 
wears  Canali  suits  tailored  for  him  in  Sausalito, 
Calif.  Hearing  him  talk  about  his  likes  and  dislikes,  one  is 
somehow  not  surprised  to  learn  that  his  favorite  poem — the 
one  from  which  he  says  he's  drawn  the  greatest  inspira- 
tion— is  William  Henley's  "Invictus,"  whose  last  lines  are:  "I 
am  the  Master  of  My  Fate;  I  am  the  Captain  of  my  Soul." 

That  he  has  been.  Since  Christmas  1990  Stafford  has  re- 
bounded strongly  from  near  insolvency,  going  on  to  build  a 
$40  million  (sales)  company  that  employs  some  300  people. 
He's  rich,  his  family  thriving.  Gone  are  the  days  when  the 
Staffords  had  to  worry  about  the  telephone  being  turned  off. 
Today,  if  they  dine  by  candlelight,  it's  an  esthetic  choice,  not 
one  forced  on  them  by  poverty. 

How  did  Stafford  accomplish  this? 

Stafford's  attitudes  toward  work  and  money  were  estab- 
lished early  on  by  his  father,  a  Baptist  preacher.  Young  Earl 
and  his  1 1  siblings  ("I  was  one  of  the  younger  ones")  grew 
up  in  Holly  Park,  N.J.,  a  town  he  describes  as  having  been 
"one  of  those  'George  Washington  Slept  Here'  kind  of 
places."  His  childhood?  He  remembers  it  as  "wonderful." 
Though  a  preacher's  salary  didn't  go  far  with  so  many 
mouths  to  feed,  Stafford  doesn't  recall  ever  having  felt  the 
least  bit  poor.  "We  were  never  allowed  to  think  that  we  were 
poor,"  he  says,  referring  to  the  tone  set  by  his  father.  "Poor 
deals  with  your  head.  Broke  denotes  your  wallet."  There  was 
no  shame  in  not  having  money.  Nor  was  there  any  mystery 
about  what  to  do  to  make  it:  "If  you  wanted  something  and 
you  could  not  afford  it,  you  just  went  out  and  found  some- 
thing to  do  to  make  the  money.  I  cut  grass.  I  picked  up 
empty  soda  bottles,  at  two  cents  each.  I  shoveled 
snow."  In  that  respect,  he  wasn't  proud  — and  his 
willingness  to  do  whatever  came  to  hand  served 
him  well.  What  did  he  do  with  his  earnings?  "Oh, 
I  spent  them  on  sneakers — on  the  same  kind  of 
unwise  things  kids  spend  their  money  on  today." 
He  laughs. 

By  age  8  he  was  already  well  along  toward 
being  an  entrepreneur:  "My  mother  decided  I  was 
to  sell  hot  dogs  and  sodas  on  Saturday  mornings.  I 
think,  now,  that  that  was  the  beginning  of  my  enthusiasm 
for  business.  Little  did  I  know,  when  I  was  sorting  out  my 
change,  that  I  was  learning  finance." 

Soon  after  graduating  from  high  school  in  1966,  he 
joined  the  military.  "That  was  an  easy  decision,"  he  says:  The 
Vietnam  War  was  raging.  Stafford  didn't  want  to  get 
drafted — which  would  have  meant  a  sacrifice  of  his  control 
over  his  own  destiny — so  he  enlisted  in  the  Air  Force,  where 
he  was  trained  to  be  an  air  traffic  controller. 

Around  the  same  time,  on  his  own  initiative,  he  hi 


studying  Swahili  and  pursuing  an  interest  in  bla 
history.  He  was  attracted  to  the  Black  Panthe 
though  he  never  joined  the  movement.  "I  w 
more  curious  than  anything  else,"  he  says.  "I  lik 
some  of  what  they  had  to  say — 'stand  up  and  b 
man' — that  sort  of  thing."  He  liked  the  Panthe 
emphasis  on  pride.  Some  of  what  they  preach 
he'd  never  heard  before.  "They  brought  up  issues  that  wt 
interesting  to  me.  It  wasn't  so  much  antiestablishment  as 
was  pro-cultural."  He  read  books  they  recommended,  i 
eluding  Lerone  Bennett's  history,  Before  the  Mayflcm 
(Johnson,  1969).  Speaking  of  such  firebrands  as  Eldrid 
Cleaver  (whom  Stafford  refers  to  as  "the  tall  black  guy  w: 
the  beard"),  he  says,  "These  were  guys  thought  to  be  radic 
even  in  the  black  community.  'Why  can't  they  behave?' 
what  people  asked.  But  they  brought  up  issues  to  me  tr! 
were  interesting.  They  brought  up  questions  that  heretofc 
hadn't  been  addressed." 

He  also  found  time,  while  in  the  military,  to  fall  in  id 
with  and  marry  Amanda  Boardley,  who's  still  his  wife  tod. 
Though  he'd  planned  to  leave  the  Air  Force  right  after  I 
first  hitch  was  up  (so  he  could  go  straight  into  business), 
suddenly  found  himself  about  to  be  a  father.  With  his  fij 
child  on  the  way,  the  Air  Force  made  him  an  attractive  off! 
If  he  stayed  in,  they'd  pay  him  to  complete  his  education, 
he  re-upped  as  a  commissioned  officer,  eventually  earnil 
his  bachelor's  in  finance  at  the  University  of  Massachuse 
and,  later,  a  master's  in  business  administration  from  Sout) 
ern  Illinois  University. 

Today  he  looks  back  on  his  years  in  the  Air  Force  as  tir 
well  spent.  He  had  his  share  of  adventures:  There'd  been  t 
time,  for  instance,  when  he'd  heard  a  lost  pilot's  plea  for  he 
on  his  control  tower  radio.  Stafford  never  for  a  moment  k 
his  cool.  Calmly,  for  over  an  hour,  he  guided  the  plane 
safety.  It's  an  accomplishment  he  still  recalls  with  satisfa 


Even  with  a  preacher's  salary,  "wi 
were  never  allowed  to  think  we 
were  poor.  Poor  deals  with  your 
head.  Broke  denotes  your  wallet.' 


tion.  "The  training  I  -got  in  the  military  was  probably  t 
best  I  ever  received,  as  far  as  leadership  is  concerned," 
says.  "It's  helped  me  even  more  than  my  M.B.A.  That  ca 
do  attitude,  that  esprit  de  corps,  the  idea  that  you  lead  by  e 
ample,  by  getting  out  in  front  of  your  troops  and  refusing 
retreat — all  those  things  apply  in  business,  even  more  th; 
the  ratios  and  analyses  I  learned  in  business  school." 

In  1987,  with  his  most  recent  hitch  complete,  Capta 
Stafford  decided  his  moment  of  truth  finally  had  arrived:  E 
would  close  the  door  on  his  20-year  Air  Force  career  an 
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start  chasing  the  dream  he'd  dreamed  since  child- 
hood— of  someday  owning  his  own  business.  He 
retired.  Then,  in  order  to  gain  private-sector  expe- 
rience, he  went  to  work  for  RVA,  a  contractor  that 
supplied  personnel  and  aviation  services  to  the 
Federal  Aviation  Administration,  such  as  air  traffic 
controllers  for  control  towers.  As  a  former  air  traf- 
fic controller  with  an  M.B.A.,  he  fit  perfectly  into  RVA's 
management. 

But  after  only  four  months,  Stafford  got  restless.  He  de- 
cided he'd  "step  out  on  faith"  to  pursue  starting  his  own 
company.  Not  everybody  thought  this  was  such  a  great  idea. 
"When  I  told  family  and  friends  I  was  going  into  business,  I 
got  some  laughs,"  he  admits.  "There  were  those  who  said, 
'You're  crazy.'  But  I  took  that  almost  as  encouragement." 
How  so?  Their  skepticism  egged  him  on.  "I  just  could  not 
see  myself  failing.  I  didn't  want  anybody  ever  to  be  able  to 
say  to  me,  'I  told  you  so.' " 

Nor  was  Stafford  deterred  by  the  fact  he  had  few  finan- 
cial resources.  "When  I  started  out,"  he  says,  "I  had  no  cap- 
ital. On  top  of  that,  I  was  in  debt."  How  had  that  happened? 
"Well  ...  by  my  spending  more  than  I  made,  I  guess,"  he 
laughs.  He  goes  on  to  explain  that  toward  the  end  of  his 
tenure  in  the  military  he  was  forced  to  support  two  house- 
holds. The  Air  Force  assigned  him  temporarily  to  posts  in 


"When  I  told  family  and  friends  I 
was  going  into  business,  I  got 
some  laughs ...  But  I  took  that 

 almost  as  encouragement." 


Missouri  and  Illinois,  while  his  wife  and  children  stayed  at 
the  family's  home  in  Alexandria.  "My  son  was  in  high 
school.  It  didn't  make  sense  to  uproot  my  kids  or  have  my 
wife  leave  her  job,  so  we  had  two  households  to  maintain." 
Though  the  military  picked  up  the  cost  of  one,  the  other  was 
Stafford's  own  responsibility.  He  charged  some  of  the  bills 
to  his  credit  card,  and,  before  he  knew  it,  he  was  in  the  hole 
and  going  deeper. 

When  Stafford  told  RVA  early  in  1988  that  he  was  quit- 
ting to  start  his  own  company,  they  replied  the  way  he'd 
hoped  they  would:  "They  said,  'You  can't  do  that;  we  need 
you.' "  He  stayed  on,  but  not  as  an  employee.  Instead  he  be- 
came a  subcontractor.  RVA  assigned  him  some  of  the  same 
air  traffic  support  contract  he'd  previously  been  working  on. 
That  contract  called  for  a  team  of  air  traffic  controllers 
under  his  direction  to  operate  radar  scopes  at  a  combat  air- 
craft testing  range  in  Maryland.  Their  responsibility  was  to 
make  sure  the  area  was  clear  of  friendly  aircraft  before  com- 
bat air  maneuvers  commenced.  The  contract  wasn't  big,  just 
$25,000.  "But  when  you're  just  starting  out,  like  Earl  was, 


you  think  you've  hit  the  lottery,"  says  Michael  G 
tlieb,  now  Stafford's  chief  financial  officer. 

Needing  a  name  for  his  new  company,  Staff( 
called  it  Universal  Systems  &  Technology,  Inc. 
Unitech.  Why  that?  "Earl  wanted  a  name  tlj 
sounded  cool,"  explains  Gottlieb,  "a  name  tl* 
sounded  like  it  really  was  something.  Twelve 
thirteen  years  ago,  every  company  had  'systems'  in 
name — it  was  'systems'  this  and  'systems'  that.  'Systems'  v» 
what  'dot-com'  is  today."  How  about  the  "Universal"  pa 
"That  just  sounded  good." 

There  was  at  least  one  major  difference,  however,  1: 
tween  Stafford's  startup  and  today's  voguish  dot-coms:  N 
body  came  running  to  throw  money  at  it.  Unitech  w 
strictly  a  one-step-at-a-time  proposition.  Stafford  manag 
to  pay  his  staff,  but  not  himself.  And  there  was  no  forn 
business  plan  to  speak  of. 

But  he  began  bidding  for  more  contracts.  And  he  so< 
landed  a  beaut,  through  the  auspices  of  NYMA — a  compa 
which,  like  RVA,  specialized  in  supplying  personnel  and  s< 
vices  to  the  government.  In  this  case,  NYMA  was  assisting  t 
National  Aeronautics  &  Space  Administration  (NASA 
prepare  to  launch  its  $2  billion  Hubble  Space  Telescof 
Stafford  signed  on  to  be  a  subcontractor  to  NYMA.  "We  we 
part  of  the  prelaunch  testing  phase,"  he  says.  "They  need 
some  lower-end  type  of  help  for  a  team  of  scie 
tists — runners,  help-desk  staff,  receptionists,  a 
ministrative  people,  computer  operators." 

Then  as  now,  what  makes  any  neat  and  tidy  c 
scription  of  Unitech  all  but  impossible  is  that  t 
company  stands  ready  to  provide  anything  ai 
everything  its  clients  need— professional  servic 
staff,  even  hardware.  It's  a  problem  solver,  a  ne| 
filler.  Since  its  inception,  the  company  has  been, 
various  times,  a  reconciler  of  bills,  a  monitor 
radar  screens,  a  provider  of  receptionists  and  a  designer  ai 
fabricator  of  weapons  training  systems. 

The  mere  association  with  a  project  like  the  Hubble  te 
scope  lent  luster  to  the  little  firm.  Hubble  was  to  be  the  mc 
advanced  telescope  ever  sent  to  space — where  it  would  s 
ten  times  more  clearly  than  any  terrestrial  scope.  In  t 
words  of  the  Washington  Post,  it  would  "reconfirm  Aine 
can  supremacy  in  science  and  innovation,"  peering  into  d 
tant  galaxies  and  opening  up  "a  new  chapter  in  human  u 
derstanding  of  the  universe."  Popular  Science  said  it  wou 
be  the  greatest  leap  forward  in  astronomy  "since  Galileo.' 

Even  before  it  went  up  into  space,  Hubble  was  paying  ( 
like  a  slot  machine  for  its  legion  of  contractors  and  subco 
tractors.  Stafford  alone  was  getting  $300,000  for  his  cor 
pany's  small  role.  Between  this  contract  and  the  radar  co 
tract  he  still  had  with  RVA,  Stafford  now  employed  some 
people.  Finally,  he  was  making  enough  money  that  he  cou 
rent  and  furnish  a  small  office.  He  could  even,  for  the  fii 
time,  start  paying  himself  a  small  salary.  "I  signed  a  lea 
over  in  Greenbelt,  Md.  for  office  space,  and  everythii 
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looked  positive.  Things  looked  like,  'Wow — they're 
going  to  take  off  for  us.'  We  were  happy,  working 
hard,  doing  a  great  job.  Everything  looked  rosy." 

The  Hubble  bubble  burst  abruptly  for 
Stafford — as  for  many  other  NASA  contractors — in 
the  spring  of  1990.  That's  when  scientists  discov- 
ered the  space  telescope  had  an  optical  defect  in  its 
lens  which  caused  images  to  be  distorted  by  a  ring  of  hazy 
light  around  each  star.  Hubble  could  see;  it  just  couldn't  see 
$2  billion  better  than  an  earthbound  instrument — at  least 
not  at  first.  Red-faced,  NASA  sought  to  put  the  blame  on  its 
subcontractors,  especially  those  responsible  for  having  made 
the  mirror.  NASA  was  subjected  to  a  swift  and  merciless 
drubbing  in  the  press  for  having  sent  the  thing  aloft  without 
first  testing  it  thoroughly. 

NASA  immediately  cut  back  on  Hubble  staffing  until  the 
problems  could  be  fixed  (as  they  ultimately  were).  Recalls 
Stafford,  "After  things  went  sour,  they  immediately  started 
laying  off  contractors,  and  we  were  one  of  them."  But  the 
bad  news  didn't  stop  there:  The  same  week  he  lost  the  Hub- 
ble contract,  Stafford  learned  that  RVA  had  pulled  the  plug 
on  his  radar  contract.  "I  got  a  call  saying  they  didn't  need 
me  any  longer  and  that  my  efforts  were  terminated  immedi- 
ately." Unitech's  revenues  fell  from  six  figures  down  to 
one — zero — forcing  Stafford  to  lay  off  all  his  employees. 

In  a  matter  of  a  few  days,  Unitech  had  gone  from  being  a 
flourishing  business  to  one  that  existed  only  on  paper.  The 
only  assets  it  had  left  were  its  fancy  name  and  Stafford.  Calls 
to  win  new  contracts  didn't  turn  up  anything. 

By  fall,  Stafford's  family  was  having  trouble  paying  their 
bills.  The  Air  Force  pension  was  only  large  enough  to  make 
the  mortgage  payments  on  their  suburban  Alexandria 
home.  For  living  expenses,  they  were  dependent  on 
Amanda,  whose  government  job  offered  decent  benefits  but 
didn't  pay  a  lot.  Not  only  did  they  have  three  kids  to  provide 
for — a  son,  age  18,  and  two  daughters,  15  and  9 — 
but  they  also  still  had  $20,000  worth  of  credit  card 
debts,  left  over  from  the  military. 

"It  definitely  was  a  strain,"  says  Amanda 
Stafford.  "My  check  could  take  care  of  only  so 
much,  and  Earl's  could  cover  just  the  mortgage." 

Meantime,  Stafford  kept  trying  and  failing  to 
land  new  contracts.  With  Christmas  approaching 
and  the  year  drawing  to  a  close,  he  felt  pressure  of 
a  kind  he  hadn't  known  before.  The  parents  tried 
not  to  let  their  worries  affect  their  kids.  "We  tried  to  keep 
them  busy,"  says  Stafford.  "Kids  are  much  more  resilient 
than  adults.  But  there  were  things  every  now  and  then  they 
couldn't  participate  in  that  the  kids  with  money  could." 
There  were,  for  instance,  travel  and  admissions  costs  for  chil- 
dren's outings  to  museums  and  conferences  organ  :ed  by 
Jack  &  Jill  of  America,  a  group  to  which  the  Staffords  then 
belonged.  "We  had  to  give  that  up,"  explains  Amanda.  From 
time  to  time,  there  would  be  things  the  kids  would  want  to 
buy.  When  that  happened,  says  Amanda,  "We  would  tell 


them,  'We'd  like  to  buy  it  for  you  but  we  can't.  V 
can't  afford  it.'  "  When  the  phone  or  lights  wej 
turned  off  for  nonpayment,  the  parents  sometimi 
made  up  stories.  "You  might  tell  the  kids,  'They* 
fixing  it,'  or  something  like  that.  And  sometimi 
the  kids  were  at  school  when  those  thini 
happened." 

How  long  did  all  this  go  on?  "I  would  imagine  about| 
year,"  says  Stafford.  "That  doesn't  mean  the  lights  we 
turned  off  for  a  year.  But  for  about  a  year  we  had  real  toujj 
times." 

Increasingly,  husband  and  wife  found  they  were  con 
municating  on  two  different  wavelengths.  "Instead  of  corl 
ing  together,"  says  Amanda,  "we  seemed  further  apart 
Amanda  suggested  he  take  on  a  part-time  job.  Earl  thoug 
that  would  just  get  in  the  way. 

"I'm  a  risk-taker,"  explains  Stafford.  "And  if  I  have 
dream,  if  I  believe  in  it,  I'm  going  after  it.  My  wife  doesn't  a 
ways  share  that.  So,  you  know,  she  wanted  the  security.  Tl 
whole  family  was  under  pressure — the  phone  calls  and  all 

The  low  point  came  just  before  Christmas  1990.  Thej 
were  still  no  new  contracts.  There  would  be  no  Christmi 
presents  for  the  children.  Driving  home  one  night  alone 
his  car,  with  no  one  to  see,  there  was  no  need  to  keep  u 
brave  front.  "I  just  pulled  over  to  the  side  of  the  road,  a 
the  tears  rolled  down.  I  was  overwhelmed." 

What  kept  the  Staffords  going  during  these  worst  j 
times?  Growing  up,  Stafford  recalls,  "we  had  that  faith  thi 
you  should  hold  out  and  continue  to  endure,  if  you  kno 
you're  doing  the  right  thing.  That  was  inbred  in  me.  It  w: 
almost  innate."  Then,  he  adds,  "you  remember  things  y 
read.  Even  today  I  still  quote  to  myself  a  poem  by  Williaj 
Henley — "Invictus."  He  was  an  invalid,  and  he  overcam 
things.  Part  of  what  he  wrote  says,  'My  head  is  bloody,  bl 
unbowed.'  It's  those  sorts  of  things  that  inspire  you,  thi 


I  just  pulled  over  to  the  side  of 
the  road,  Exit  15,  near  Central 
Avenue ...  and  the  tears  rolled 
down.  I  was  overwhelmed." 


motivate  you." 

Amanda  attributes  her  family's  survival  in  large  part  1 
her  husband's  sheer  determination:  "Earl  is  a  person  who, 
he  sets  his  mind  to  something,  he's  going  to  do  whatever 
takes  to  get  it  done."  And  he  did.  But  it  took  three  years. 

Their  first  big  break  came  from  a  call  Stafford  placed  1 
NYMA,  the  same  outfit  through  which  he'd  landed  his  Hut 
ble  job.  When  he  phoned  one  day,  prospecting  for  wor. 
NYMA  told  him  they'd  just  gotten  a  big  new  piece  of  businei 
and  could  use  some  help.  "They  said,  'There's  this  ne 
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What's  great  and  white  and  read  all  over! 


no-bramer.  Great  White®  state-of-the-art  recycled  paper;  a  whol< 
of  quality  papers  for  all  your  home  and  office  needs.  The 
it  White  papers  with  the  Advanced  Ink  Lock  System™  deliver 
,  clear  text  and  vibrant  colors.  So  the  next  time  you  look  for 
|r;  look  for  Great  White,  the  paper  with  the  shark  on  the  label. 
I  see,  we  don't  call  it  great  for  nothing. 

Great  White  makes  great  paper 


agency — the  Resolution  Trust  Corporation 
[RTC] — and  we  just  picked  up  a  contract  to  do 
some  support.  We  have  a  position  open.  Would 
you  like  it?'  And  I  said,  'Sure  I  would!'  "  Unitech 
was  back  in  business. 

It  hardly  mattered  what  the  RTC  needed  done, 
because,  at  this  point,  Stafford  was  willing  to  do. 
anything.  Just  as  he  was  when  he  was  a  kid  entrepreneur  at 
age  8.  In  a  sense,  he  was  ready  at  age  42  to  pick  up  soda  bot- 
des  and  cut  lawns  all  over  again.  In  the  end,  it's  that  attitude 
that  saw  him  through — a  saving  humility. 

Just  as  with  the  Hubble  job,  this  arrangement  required 
Unitech  to  supply  a  wide  mix  of  services,  ranging  from 
the  managerial  to  the  menial.  In  the  mornings,  Stafford- 
the-M.B.A.  worked  as  part  of  an  RTC  systems  integration 
team.  Dressed  in  his  business  suit,  he  attended  meetings, 
working  with  a  group  of  30  or  40  other  professionals  who 
evaluated  contracts  and  proposals  that  had  been  submit- 


At  the  end  of  the  day,  Stafford 
would  shed  his  business  suit, 
change  into  work  clothes  and  do 
janitorial  work  for  his  new  client. 


ted  to  the  agency. 

By  the  time  five  o'clock  rolled  around,  the  team's  offices 
were  strewn  with  papers  and  debris.  One  part  of  Unitech's 
responsibility  was  janitorial — seeing  that  the  rooms  were 
cleaned  and  straightened,  the  sensitive  documents  safely  put 
away.  "They  had  to  be  secured,"  explains  Stafford,  referring 
to  the  confidential  documents.  "Unitech  had  to  do  that 
work.  Or  rather,  I  had  to,  because  I  was  the  company."  The 
RTC  may  have  thought  it  was  getting  a  staff  of  people  when 
it  hired  Unitech,  but  in  reality  it  had  gotten  only  Stafford. 

"When  the  other  guys  on  the  team  left  for  the  day," 
Stafford  explains,  "I'd  lag  behind."  He'd  change  into  work 
clothes,  and  then  as  Stafford-the-custodian,  would  begin 
straightening  the  place  up,  cleaning,  lugging  boxes  of  docu- 
ments to  storage.  For  months  he  worked  long  into  the  night 
as  the  world's  only  officer-grade,  M.B.A.-trained  janitor.  "I 
tried  to  keep  it  discreet  at  first,"  he  says,  "but  eventually  the 
news  got  out  that  I  was  picking  up  the  boxes,  packing  up  the 
material,  moving  the  boxes  and  cleaning  the  rooms — all  that 
kind  of  thing." 

The  RTC,  rather  than  disapprove  of  Stafford's  dual  role, 
was  impressed.  "I  think  they  were  impressed  by  the  dili- 
gence," he  says.  "I  was  working  my  butt  off.  Supposedly,  I 
was  president  of  Unitech — but  it  was  just  me,  you  know?  Af- 
terwards, they  gave  me  another  opportunity — thank  God 
for  that." 

Specifically,  the  RTC  awarded  Unitech  a  three-year,  $2.5 


million  contract  to  provide  systems  integratic 
support.  "I  didn't  know  there  was  that  mui 
money  in  the  world!"  laughs  Stafford.  Chief  f 
nancial  Officer  Gottlieb,  who  joined  the  firm 
1994,  says  this  contract  marked  a  turning  point 
the  company's  fortunes  for  two  reasons. 

First,  it  insured  the  company's  short-term  su 
vival.  In  1991  Unitech  had  $500,000  in  revenues.  The  ne 
year  it  was  $2.5  million,  and  by  1993,  it  was  up  to  $5  millio 
Second,  the  RTC  contract  also  allowed  Unitech  to  beg 
expanding  its  range  of  competencies.  Explains  Gottlieb: 

"First,  you  get  your  foot  in  the  door  one  way;  then  yc 
start  to  grow  your  business.  If  you're  hired  to  do  systems  ei 
gineering  and  integration — as  we  were — you  market  yoi 
customer  by  finding  out  what  else  he  needs.  It's  evolutioi 
ary.  One  thing  leads  to  another,  and  all  of  a  sudden  you  fir 
yourself  with  expertise  in  an  area  that,  three  steps  ago,  yc 
never  planned  on  being  in." 

The  company's  activities  have  since  expand* 
across  a  wide  spectrum,  with  revenue  growir 
eightfold  in  the  past  six  years.  Stafford  prides  hin 
self  on  Unitech's  ability  to  supply  clients  with  wh 
he  calls  "a  total  solution."  "Sometimes  that  meal 
people,  sometimes  it  might  mean  hardware."  Tlj 
company  stands  ready  to  do  anything  a  custom 
needs  done,  from  reviewing  and  reconcilir 
telecommunications  bills  for  the  FAA,  to  designir 
military  training  simulators,  to  equipping  and  oj 
erating  a  computer  training  school  in  the  former  Soviet  r 
public  of  Belarus,  to  running  network  control  centers  for  tl 
U.S.  Customs  Service. 

Looking  back,  Stafford  says:  "You  know,  when  you're  fir 
starting  out,  you're  praying  to  make  the  payroll,  to  just  mal 
the  rent.  All  these  costs  are  hitting  you,  and  you'll  do  an; 
thing.  I'd  have  washed  your  car.  I'd  have  painted  your  hous 
You're  a  generalise  Your  first  priority  is  to  resolve  financial  i 
sues — to  generate  revenue  and  abate  some  of  the  costs.  The 
as  those  issues  are  taken  care  of,  other  issues  come  up.  An 
one  of  them  is:  Wait  a  minute  . . .  what  business  do  we  want 
be  in,  and  why?"  He  likens  the  process  to  "stepping  bad 
wards  into  a  master  plan,"  and  admits  it  wasn't  until  about 
year  ago  that  he  and  Unitech's  senior  managers  began  to  g» 
clear  on  what  lines  of  businesses  they  most  wanted  to  be  ii 
In  fact,  he  says,  they're  still  "crystallizing  that  vision." 

Work  Unitech  undertook  for  military  agencies  in  th 
early  1990s  has  led  it  into  two  new  areas  Stafford  now  cor 
siders  his  company's  main  focus  for  the  future — trainin 
and  simulation.  One  of  the  first  opportunities  arose  whe 
the  Naval  Surface  Warfare  Center  in  Maryland  (for  whic 
Unitech  already  had  supplied  systems  engineering  and  inte 
gration  services)  said  it  needed  help  devising  a  simulate 
M- 16  rifle. 

The  idea  was  that  the  soldiers  could  gain  experience  o> 
the  simulator  safely  and  without  wasting  live  ammunition 
Later,  they  could  graduate  to  shooting  the  real  thing.  Th 
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proved  output.  It's  the  goal  of  any  successful  business 
I  how  do  you  increase  your  company's 
ivity  without  investing  heavily  in  technology 
aht  be  completely  obsolete  tomorrow? 
talking  to  us  here  at  Invensys. 
|t,  we  give  you  the  option  to  lease  rather  than 
itinuously  current  hardware  and  software 
[in.  from  control  rooms  such  as  the  one 
we  continually  monitor  every  single  facet  of  your 


business  to  ensure  productivity  is  always  at  its  optimum  level. 

And,  by  working  closely  with  you.  we  are 
able  to  provide  you  with  other  products  and 
services  as  and  when  you  need  them. 

So  if  you  want  to  boost  throughput  whilst 
lowering  your  production  costs,  plug  into  our 
monitoring  capabilities.  If  your  business  is  in 
North  America,  call  877  743  2342  for  more 
nformation.  Or  otherwise,  call  001  508  543  8750. 
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e've  become  one. 


Pfizer  and  Warner-Lambert  have  become  one. 
The  new  Pfizer  is  the  fastest  growing  pharmaceutical  company. 
We  have  the  world's  largest  pharmaceutical  research  team, 
with  a  scientific  staff  of  12,000  people  on  a  mission  to 
find  the  cures  of  the  future.  This  year  we're  budgeted 
to  spend  $4.7  billion  on  R&D,  more  than  any  other 
company,  and  in  the  coming  years  we'll  invest 
even  more.  Which  is  one  of  the  reasons  the 
new  Pfizer  is  redefining  the  future  of  medicine. 

Pfizer  and  Warner-Lambert  have  an  extensive 
line  of  patent-protected  products  and  a  robust 
product  pipeline.  We  expect  to  have  combined 
revenues  of  over  $30  billion  this  year,  with  a 
projected  compound  annual  earnings  growth  rate 
for  the  next  three  years  of  at  least  25%  (excluding 
certain  significant  items  and  merger-related  costs)* 
The  new  Pfizer  is  a  leader  in  vital  areas  of  research 
including  diabetes,  heart  disease,  hiv/aids,  oncology, 
stroke,  neurology  and  arthritis.  And  we're  an  innovative 
leader  in  both  consumer  products  and  animal  health. 
Today,  a  new  company  has  emerged.  Tomorrow,  people 
around  the  world  will  reap  the  benefits. 


Life  is  our  life's  work. 


www.pfizer.com 
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Navy  supplied  the  guns;  Unitech's  engineers  re- 
moved the  firing  pins,  put  lasers  in  the  barrels  and 
linked  the  guns  with  targets  by  computer.  "When 
you  aim  and  hit  the  trigger,"  says  Gottlieb,  "the 
laser  shoots  out  at  the  target,  and  the  result  is 
recorded  on  the  computer,  so  that  a  supervisor  can 
monitor  the  accuracy  of  the  firing  and  give  the  sol-  . 
diers  feedback."  The  whole  thing  isn't  unlike  one  of  those 
arcade  games  where  you  see  a  kid  shooting  at  a  screen.  But 
this  is  a  real  weapon.  The  soldier  gets  the  feel  of  the  real 
weight,  the  real  trigger. 

Since  completing  the  M-16  project,  Unitech  has  been 
asked  to  develop  other  training  and  simulation  tools  for  the 
military,  including  a  precision  gunnery  training  system  that 
teaches  Marines  how  to  fire  mortars.  "That  was  even 
cooler,"  says  Gottlieb,  "because  not  only  did  you  have  the 
real  weapon,  but  also  when  the  soldier  looked  in  the  sight 
he  would  see  a  computer-generated  image  of  enemies  and 
objects  moving  around  the  ground.  He'd  have  to  go 
through  all  the  same  steps  as  sighting  and  firing  the  real 
mortar." 

The  advantage  of  such  systems,  he  thinks,  is  ob- 
vious. "You  can  learn  how  to  operate  expensive, 
dangerous  equipment  in  a  safe  manner,  so  that  when 
you  finally  put  the  real  McCoy  in  somebody's  hands, 
it's  not  the  first  time  they're  touching  it.  They're  less 
likely  to  hurt  themselves  or  somebody  else,  or  to  just 
fire  aimlessly." 

Unitech  has  gone  on  to  craft  all  sorts  of  other 
training  products  for  the  military,  including  interac- 
tive CDs  that  teach  recruits  everything  from  how  to 
read  a  map  to  how  to  service  a  Humvee.  But  probably  the 
biggest  and  most  impressive  example  of  its  training  skill  is  a 
tank  warfare  simulator  used  at  Quantico.  There,  in  a  motor 
pool  bay,  sits  a  full-scale  tank-like  vehicle  called  the  Light  Ar- 
mored Vehicle — Full  Crew  Interactive  Simulation  Trainer 

(lav-fist). 

Wires  and  computer  monitors  protrude  from  every  port 
and  window.  The  trainer  allows  tank  crews  to  practice  some 
400  different  combat  scenarios  with  so  much  reality  that 
even  though  the  unit  doesn't  move,  trainees  regularly  get 
motion  sickness. 

LAV-FIST  came  into  being  when  Marine  Corp  re- 
servists— who  typically  aren't  available  for  more  than  one  or 
two  days  a  month— complained  they  weren't  getting 
enough  live-fire  experience.  Through  repeated  exposure  to 
live-fire  simulations,  reservists  trained  on  it  typically  out- 
perform those  who've  been  exposed  only  to  the  real  thing. 
Plus,  it  does  it  at  less  cost  and  at  less  risk  of  injury.  The  only 
safety  consideration  with  LAV-FIST,  jokes  a  supervising  offi- 
cer, is  climbing  in  and  out  of  it. 

These  and  other  high-tech  programs  developed  for  the 
military  have  brought  Unitech  tens  of  millions  of  dollars  in 
revenue.  But  how  much  more  might  the  same  technology 
generate  if  it  were  adapted  to  the  private  sector's  needs? 


For  instance,  there's  no  reason  that  the  sam< 
D-driven  technology  that  now  teaches  a  soldiei 
how  to  read  a  map  can't  be  modified  to  serva 
corporate  needs.  Take  corporate  human  rei 
sources  departments,  which  Mike  Gottlieb  viewj 
as  potentially  big  customers.  "Let's  say  what  you 
need  to  learn  about  is  your  employer's  401  (kj 
program,"  he  says.  "With  a  video,  you'd  have  to  si| 
through  the  policy  on  sick  leave  and  vacations  and  all  the 
rest  of  it  to  get  to  the  401  (k)  part.  But  with  a  CD,  you  can 
skip  to  it  directly — or  to  any  other  thing  that  interests 
you.  Imagine  a  training  room  with  20  people  and  an  in 
structor.  They  can  all  be  working  on  the  same  CD,  but 
each  of  them  can  be  going  at  their  own  pace  and  in  theiij 
own  direction." 

Iowa's  Drug  Intervention  Office  recently  asked  Unitechj 
to  help  it  develop  a  CD-based  game  to  help  teach  kids  the 
dangers  of  using  illegal  drugs — methamphetamines,  espe^ 
daily.  The  teaching  program  that  emerged,  called  "Meth  oil 
Life,"  allows  kids  in  grades  4  through  8  to  explore  safely,  in  a 
classroom  setting,  the  real-life  consequences  of  decisions 


"Be  improvisational.  Use 
whatever  comes  to  hand  and 
don't  be  too  hung  up  on  any 

one  particular  solution." 


they  make  regarding  drugs.  What  happens,  for  example,  if 
you  buy  drugs  and  get  caught?  In  this  game,  "Go  to  jail" 
takes  on  new  meaning. 

Now  antidrug  agencies  in  other  states,  including  those 
in  Maryland,  Virginia  and  the  District  of  Columbia,  have 
expressed  interest  in  having  Unitech  develop  programs  for 
them,  too.  Stafford  foresees  the  day  when  similar  teaching 
technology  might  be  used  to  rehabilitate  inner-city  kids, 
mothers  on  public  assistance  and  prisoners.  "I'm  very  big 
on  social  responsibility,"  he  says.  He's  proud  that  technol- 
ogy he  developed  may  someday  "help  people  make  the 
right  decision." 

Does  Stafford  have  advice  for  others  facing  come- 
backs? Absolutely:  Find  your  own  deep  source  of  inspi- 
ration and  tap  into  it; 'be  determined;  never  forget  that 
the  world  needs  you  and  what  you're  offering;  keep  cool 
and,  perhaps  most  important,  be  flexible:  "Be  improvi- 
sational. Use  whatever  comes  to  hand,  and  don't  be  too 
hung  up  on  any  one  particular  solution,  "  he  says.  In  other 
words,  have  enough  humility  to  do  whatever  getting  the 
job  done  demands.  F 


Adapted  from  Forbes  Great  Success  Stories,  by  Alan  Farn- 
ham,  published  by  John  Wiley  &  Sons. 
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E*TRADE  peered  into  the  future.  They  saw  mobile  investors  accessing  their  accounts  anytime,  anyplace*  on 
robust,  wireless  website.  To  help  realize  their  vision,  they  chose  Ever/path.  Using  our  patent-pending  Intelligent 
Rendering™  process  we  brought  them  wireless  at  high  speed,  and  saved  them  money  in  the  process.  The  result? 
E*TRADE  users  can  now  be  in  touch  with  the  market— without  worrying  about  wires.  And  Everypath  has  been 
awarded  one  of  Forbes  "Best  of  the  Web"  Top  25  B-to-B  companies.  For  a  complete  case  study,  visit  us  at 
www.everypath.com  or  call  us  at  1-800-355-1068  and  find  out  how  we  can  mobilize  your  business. 
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BY  PETER  BRIMELOW 


The  Shoe  That  Wants  to  Drop 

What  goes  up  usually  must  come  down. 
Is  the  U.S.  dollar  an  exception  to  the  rule? 


THE  TRADE  DEFICIT  IS  GREATER  NOW  THAN  IT  HAS 
BEEN  for  a  century.  Americans  are  buying  massively 
more  from  foreigners  than  they  are  selling  to  them. 
One  might  expect  that  in  such  circumstances  the  dollar 
would  decline  in  value,  because  foreigners  selling  us  goods 
would  have  dollars  in  abundance  and  would  need  to  dis- 
pose of  them.  As  they  dumped  dollars  and  bought  their 
home  currencies,  the  dollar  would  cheapen,  foreign  im- 
ports would  get  more  expensive  for  Americans  and  Amer- 
ican exports  would  get  cheaper  for  foreigners.  The  trade 
deficit  would  go  away. 

For  the  time  being,  however,  foreigners  are  not  dumping 
their  dollars.  They  are  using  them  to  acquire  U.S.  bonds, 
stocks,  real  estate  and  business  enterprises.  The  trade  deficit, 


of  course,  roughly  equals  the  capital  inflow. 

Someday,  though,  the  foreigners  may  tire  of  investin 
here,  warns  Bridgewater  Associates,  a  Westport,  Conn,  in 
vestment  manager.  The  firm  notes  that  there  was  a  very  sim 
ilar  lag  in  the  1980s.  Then,  as  now,  the  dollar  was  buoyed  u 
by  an  extraordinary  inflow  of  foreign  capital  ("Sign  of  a  Bub 
ble?"  Aug.  7).  But  eventually  foreign  conditions  improvec 
The  capital  inflow  slowed — and  the  dollar  broke. 

It  could  be  a  bumpy  ride,  especially  if  the  world's  centrs 
banks  get  involved.  Arguably,  their  attempts  to  manag 
exchange-rate  movements  last  time  caused  the  1987  stoc! 
market  crash — and  Japan's  boom  and  bust.  I 


Research:  EDWIN  S.  RUBENSTEIN,  research  director..  Hudson  Institute, 
Indianapolis,  edwinr@hudson.org.  Graphics:  DAVID  LADA. 
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'Trade-weighted,  adjusted  for  inflation,  January  1970  =  100.  Real  trade-weighted  U.S.  dollar  expresses  the  dollar's 
value  relative  to  the  currencies  of  our  trading  partners.  It  is  adjusted  for  the  different  inflation  rates  in  the  U.S.  and 
abroad.  A  declining  real  dollar  increases  the  competitiveness  of  U  S.  experts.  Sources:  Bridgewater  Associates  (real 
exchange  rale):  U  S  Department  of  Commerce  (trade  deficit  as  a  percent  of  GDP). 
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What  does  a 
professional  services  firm 
know  about  e-business? 


A  D  V  c  R 


ook  carefully  under  the  hood  of  any  successful 
e-business  and  you'll  likely  find  the  fingerprints  of  dozens 
lof  outside  consultants  -  third-party  visionaries,  freelance 
strategists,  itinerant  tech  doctors,  perhaps  even  the  odd  voodoo 
priestess  or  feng  shui  master.  The  explosive  growth  of  the  Web 
has  triggered  a  boom  for  providers  of  a  vast  range  of  services. 

While  the  demand  for  traditional  business 
consulting,  development,  systems 
integration  and  support  continues 
to  rise,  e-services  today  run  the 
gamut  —  from  strategy  and  plan- 
ning to  Web  development,  deploy- 
ment and  maintenance  to  partial 
or  total  applications  and  network 
outsourcing. 


cations,  customers  are  paying  some- 
one else  to  worry  about  database 
compatibility,  yearly  upgrades  and 
server  glitches.  ASP  solutions  promise 
reduced  computing  costs,  faster  imple- 
mentation of  new  initiatives  and 
access  to  new  applications  companies 
might  otherwise  be  unable  to  afford. 

AMR  Research,  Inc.,  a  leading  indus- 
try and  market  analysis  firm  specializ- 
ing in  e-business  strategy  and  infra- 
structure, predicts  that  the  enterprise 
ASP  market  will  reach  $4.7  billion  by 
2004,  with  a  compound  annual  growth 
rate  of  153%.  According  to  the  firm's 
latest  ASP  research,  outlined  in  its 
Report  on  Enterprise  Applications,  the 
strongest  growth  in  the  ASP  market  is 


The  U.S.  market  for  e-services  is  booming 


As  a  result,  the  U.S.  market  for 
e-services  is  booming  as  firms  grapple 
with  complex  Internet  initiatives  link- 
ing internal  technologies  and  process- 
es to  suppliers  and  customers.  Accord- 
ing to  a  new  report  from  Forrester 
Research,  Inc.,  average  e-commerce 
help  budgets  will  rise  from  $750,000 
in  1999  to  $1.5  million  in  2001.  The 
increased  demand  for  e-commerce 
technical,  strategic,  marketing  and 
design  services  will  contribute  to  a 
compound  annual  growth  rate  of  59%. 

"Firms  moving  beyond  basic  Web 
storefronts  will  engage  service  pro- 
viders to  help  them  deconstruct  exist- 
ing business  models,"  says  Christine 
Spivey  Overby,  associate  analyst  in  IT 
management  research  at  Forrester 
Research.  "Companies  will  engage 
e-commerce  help  vendors  to  untangle 
site  architecture  so  they  may  provide 


99.999%  uptime  and  support  multiple 
third  parties.  In  addition,  e-businesses 
will  seek  assistance  developing  con- 
sumer-facing sites  that  enable  them 
to  capture  and  retain  affluent  online 
shoppers,  who  will  account  for  74%  of 
online  spending  in  1999." 

The  ASP  Model 

At  the  leading  edge  of  the  e-services 
revolution  are  application  service 
providers  (ASPs),  companies  that  host 
applications  on  their  servers  and 
"rent"  them  to  corporations  via  the 
Internet  on  a  subscription  basis. 
Instead  of  hiring  a  large  technical  staff 
and  paying  them  to  maintain  complex 
software  systems  in-house,  companies 
can  outsource  their  software  require- 
ments to  ASPs  and  access  them  over 
the  Web.  The  business  logic  is  that  by 
outsourcing  all  or  many  of  their  appli- 


expected  to  occur  in  the  following 
categories:  e-business  relationship 
management,  hosted  business  appli- 
cations, small-business  applications, 
trading  exchanges,  enterprise  asset 
management  and  product  life-cycle 
management. 

"The  ASP  market  has  sped  through 
a  maturation  process  during  the  past 
year  and  will  continue  to  evolve  over 
time,"  says  Dave  Boulanger,  AMR's 
service  director,  e-business  applica- 
tions. "Most  new  applications  are  now 
being  offered  only  on  a  hosted  basis. 
Combined  with  the  increase  in  value- 
added  services  and  application  suites 
targeting  specific  verticals,  hosted 
models  present  a  viable  alternative  for 
mainstream  companies  to  embrace 
leading  technologies." 

Translation?  ASPs  are  now  mature 
enough  for  large  companies  to  con- 


sider  using  them  for  their  most  impor- 
tant software  applications. 

AMR  believes,  as  do  a  number  of 
other  analysts,  that  the  next  frontier 
will  be  the  integration  of  business 
process  outsourcing  into  a  holistic 
enterprise  application  environment. 
Already,  Boulanger  points  out,  trading 
exchanges,  Web-hosted  collaborative 
applications  and  even  call  centers  are 


being  woven  into  the  fabric  of  the 
enterprise  application  footprint. 

"Thought  leaders  in  the  ASP  arena 
are  investing  in  business  and  service 
models  that  combine  multiple  appli- 
cations, application-to-application  inte- 
gration, business  community  integra- 
tion, technology  infrastructure  and 
expanded  services  that  enable  end 
users  to  move  more  than  just  the 


applications  off-site,"  Boulanger  says. 
"Enterprises  should  be  able  to  consid- 
er outsourcing  entire  process  areas 
like  human  resources,  benefits,  pro- 
curement, logistics,  international  ship- 
ping and  tax  and  legal  departments. 
The  ability  to  reduce  or  eliminate  the 
expense  and  overhead  of  entire  depart- 
ments will  be  the  new  math  of  return 
on  investment  for  ASPs."  ■ 


Etensity:  A  New  Kind  of  Professional  Services  Firm 


The  demand  for  a  complete  range 
of  innovative  technology  appli- 
cations that  enhance  and 
extend  digital  businesses  has  given 
rise  to  a  new  kind  of  professional  ser- 
vices firm  —  younger,  nimbler  and 
more  knowledgeable  about  e-com- 
merce  strategy  and  Web  applications 
than  longer-established  rivals.  An  exam- 
ple is  Vienna,  Va.-based  Etensity,  one 
of  the  fastest-growing  e-business  con- 
sulting and  professional  services  firms. 
Launched  in  July  1999  with  seven 
employees  and  one  office,  Etensity  has 
grown  organically  to  450  employees  in 
six  offices  —  four  in  the  U.S.  and  two 
in  Europe  —  and  has  picked  up  some 
marquee  clients  like  American  Express, 
The  Source.com  and  the  Griffin  Group 
(founded  by  Merv  Griffin). 

A  key  to  Etensity's  growth  and  suc- 
cess is  its  culture,  an  outgrowth  of  the 
company's  decision  to  focus  on  some 
specific  areas  of  Internet  technology 
that  more  traditional  consulting  firms 
have  shied  away  from  or  are  not  ready 
to  take  on  —  WAP  technology  and  wire- 
less communications,  security,  new 
media  and  new  entertainment  and 
demanding  vertical  marketplaces. 


Etensity's  mission  is  to  build  world- 
class  e-businesses  for  their  clients  and 
IT  leaders  of  their  employees.  They  dig 
deep  into  their  clients'  business  models 
and  develop  solutions  and  applications 
to  keep  them  one  step  ahead.  Most 
recently,  one  client,  PriceDrive,  an  infor- 
mation service  company  that  provides 
business  intelligence  to  the  automotive 
industry,  was  nominated  by  the  WAP 
Forum  for  Best  Use  of  WAP  in  a  Busi- 
ness Application.  This  was  a  result  of 
Etensity  and  PriceDrive  together  fore- 
seeing a  more  productive  way  to  con- 
duct business.  "Etensity  has  helped 
PriceDrive  brand  itself  as  the  trusted 
source  for  buying  and  selling  used  vehi- 
cles in  the  marketplace  by  developing 
valued  solutions  that  deliver  real-time 
market  intelligence  directly  to  the 
people  who  need  the  information  most," 
says  Steve  Hall,  chief  executive  officer 
of  PriceDrive.com. 

"Another  reason  we've  been  able  to 
grow  and  scale  so  quickly  is  the  experi- 
ence of  our  management  team,"  says 
Etensity  Inc.  Chief  Executive  Officer  Peter 
Noce.  "We've  been  here  and  done  this 
before."  Noce  had  founded  and  served  as 
president  and  chief  executive  officer  of 


NDC  Group,  a  leading  IT  consulting  firm 
specializing  in  Internet  applications  devel- 
opment. Most  of  Etensity's  other  top 
executives  also  came  from  NDC,  which 
was  sold  in  1998  for  47  times  earnings. 
"We  invested  very  heavily  in  building  infra- 
structure —  and  not  just  technology  infra- 
structure, but  32  different  training  pro- 
grams from  technology  to  mentoring," 
says  Noce.  "We  think  that  will  help  us 
attract  the  best  people  in  the  market  and 
continue  to  grow  organically.  We  have 
six-  to  eight-week  university  programs  for 
which  we  fly  in  all  of  our  new  consultants. 
The  Big  Six  firms  had  similar  programs  for 
years  and  it  really  does  help  build  a  strong 
culture."  As  evidence,  Noce  cites  Etensi- 
ty's attrition  rate  —  less  than  half  the 
industry  average. 

"The  demand  for  e-services  is  grow- 
ing enormously  as  customers  seek  a 
complete  range  of  applications  and  solu- 
tions that  enhance  and  extend  their  dig- 
ital businesses  and  keep  them  ahead," 
Noce  says.  "The  service  providers  who 
do  the  best  job  of  attracting  and  holding 
on  to  great  people  and  who  provide  con- 
sistent innovative  thinking  and  quality 
service  will  be  the  winners.  We  intend 
to  be  at  the  head  of  the  pack."  ■ 


Let's  face  it,  some  insurance  customers  are  more  valuable  than  others. 

Are  you  treating  them  all  alike? 


Relationship  Technology  Solutions.  With  them,  you'll  know  on  a  day-to-day  m  mm  i||  |  ■  I 

basis  which  customers  are  most  valuable.  So  that  with  every  transaction  I     V  I  JtL  |\|  I    I  If  If 

-  every  claim,  renewal,. maturity,  change  of  address,  valuation  request  ^kw       I  ^kw  I  ml  ~w         ■  ■ 

Introducing  Relationship  Technology™  Solutions  from  NCR,  the  power  to  know. 

and  more  —  your  distribution  channel  will  be  able  to  give  those  customers  _  M£k\  II  I  #■  I        I  I  I 

the  attention  they  deserve.  Which  can  help  increase  sales.  That's  the  II    1     WI    II  mL  1%  1 1  llflf 

awesome  power  of  a  Teradata-  Active  Data  Warehouse  from  NCR.  Wkr  I  \0  \gj      I  ml  m  %F  ■  ■ 

The  ability  to  identify  your  most  profitable  customers  and  then  tailor 

your  products  to  meet  their  needs  and  preferences.  So  you  build  trust  P%  \§m^\  I   I  l#Al^mlaf 

and  loyalty  while  you're  building  sales.  It's  time  to  let  your  most  111      Willi  W\  IVl  llflf 

valuable  customers  know  that  you  value  therr  business.  Visit  ^r 
www.teradata.com  today  and  get  your  Teradata  Knowledge  Pack. 
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SilverStream  Leverages  Partner  Model  to 
Deliver  Superior  Services 


When  SilverStream  Software, 
Inc.  launched  its  Silver- 
Stream  Application  Server 
in  1997,  the  company  was  lauded  for 
its  pioneering  technology:  the  first 
enterprise  application  server  to  tightly 
integrate  business  logic,  extensive 
database  access,  content  creation, 
publishing,  collaboration  and  commu- 
nications in  one  solution.  Developers 
use  SilverStream  for  building,  deploying 
and  managing  enterprise-level,  three- 
tier  intra/ Inter/ extranet  solutions  that 
perform  heavyweight  tasks  like  cus- 
tomer management,  order  processing 
and  sales  force  automation. 

Since  then,  SilverStream  has  launched 
additional  e-business  solutions  as  part  of 
its  eBusiness  Platform,  which  includes 
x  Commerce  —  an  XML  standards-based 
business-to-business  (B2B)  integration 
platform  that  delivers  a  single,  unified 
solution  for  creating  connections  among 
Web  portals,  trading  exchanges,  vendor 
packages  and  in-house  applications  — 
and  ePortal,  an  end-toend  portal  solution 
for  building  and  quickly  deploying  highly 
customized  portals.  Service  demand  has 
grown  proportionately. 

"We  started  as  a  pure  applications 
solutions  provider  delivering  services 
on  our  own  and  through  a  handful  of 
traditional  partners,"  says  Diane 
Gordon,  SilverStream's  vice  president 
of  customer  services.  "As  we  grew 
into  the  more  complex  solutions  deliv- 
ery role,  we  needed  a  richer  service 
delivery  strategy.  Clients'  service 
needs  have  expanded  and  become 
more  varied  as  they  do  bigger  and 
better  things  with  our  solutions." 


"We  now  have  a 
service  answer,  no 
matter  what  the  scope 
of  the  customer's 
requirements." 

Diane  Gordon, 
Vice  President, 
Customer  Services, 
SilverStream 
Software,  Inc. 


Rather  than  try  to  create  a  large  pro- 
fessional services  unit  in-house  to  meet 
the  demand  for  complex  service  solu- 
tions, SilverStream  developed  a  multi- 
tier  approach  to  service  delivery.  Lim- 
ited jobs  requiring  intimate  knowledge 
of  the  product  it  would  do  itself;  longer, 
more  complicated  assignments  it 
would  hand  over  to  traditional  indepen- 
dent consulting  partners;  and  really 
complex  tasks  would  fall  to  the  big 
Web  and  systems  integrators. 

"We  now  have  a  service  answer,  no 
matter  what  the  scope  of  the  cus- 
tomer's requirements,"  Gordon  says. 
"And  we're  not  making  the  mistake  of 
trying  to  do  it  all  ourselves."  Used  in  cor- 
porations throughout  the  world,  Silver- 
Stream  Software  products  are  changing 


the  way  business  is  being  conducted  in 
Global  2000  companies  such  as  ARCO, 
Ameritech,  Bell  Atlantic,  Chevron  and 
the  Chicago  Stock  Exchange. 

A  key  service  partner  of  SilverStream 
is  Barrington,  lll.-based  ONE,  Inc.,  an 
Internet  professional  services  firm 
focused  on  creating  business-redefining, 
customer-centric  e-business  solutions. 
ONE  works  with  clients  to  elevate  their 
customer  relationships  and  change  the 
basis  of  competition.  The  firm  combines 
proven  e-business  software  packages 
(customer  intelligence,  personalization, 
campaign  management,  content  man- 
agement, call  center,  sales  channel 
automation  and  direct  marketing)  with 
reengineered  processes  and  new  cus- 
tomer information.  These  help  compa- 
nies decrease  costs  and  increase  rev- 
enues and  customer  retention,  all  for 
higher  market  capitalization. 

"We've  been  working  with  Silver- 
Stream  for  a  while  on  the  application 
server  side  and  we've  used  its  custom, 
Web-based  solution  very  successfully 
in  a  number  of  locations,"  says  Collins 
DeLoach,  SilverStream  practice  man- 
ager at  ONE.  "Now,  with  their  eBusi- 
ness Platform  offerings,  SilverStream 
provides  an  even  better  framework  for 
personalization  and  customer  man- 
agement. They've  taken  a  good  foun- 
dation —  their  application  server  — 
and  are  building  solutions  on  top  of 
that.  They're  a  key  player  in  the  e-busi- 
ness space  right  now  and  they'll  be  a 
huge  player  as  more  companies  adopt 
XML  and  key  Java  standards  to  con- 
duct transactions  between  companies 
over  the  Internet."  ■ 


Adrian  Ionel 


Chairman,  President  and 
Chief  Executive  Officer 
eOnline,  Inc. 


Chairman,  President  and  Chief  Executive  Officer  Adrian 
Ionel  founded  eOnline  in  1999  to  provide  market-leading 
enterprise  applications  and  end-to-end  solutions  through 
a  proven  ASP  model.  He  had  served  as  director  and  gen- 
eral manager  in  various  divisions  of  the  Siemens  compa- 
nies for  nearly  10  years,  most  recently  in  the  Americas' 
SAP  Business  Unit.  He  established  and  directed  the  SAP 
Competency  Center  and  the  sales,  marketing  and  con- 
sulting organization. 

Q:  Please  give  us  a  brief  overview  and  history  of  eOnline. 

A:  eOnline  is  the  leading  enterprise  ASP  for  market-lead- 
ing companies.  We're  the  leader  in  the  SAP  space,  as  well 
as  in  Ariba.  We  deliver  end-to-end  enterprise  solutions  for 
global  companies  such  as  eBay,  Autodesk  and  Solvay 
Information  Technologies.  We  do  not  subscribe  to  the  dial- 
tone  concept.  We  deliver  unique  solutions  tailored  to  each 
customer.  That  is  one  of  our  key  differentiators  and  one 
of  the  reasons,  I  think,  we  were  able  to  become  the 
market  leader  in  SAP  within  nine  months  of  our  launch. 
We  deliver  most  of  our  solutions  for  large  companies. 

With  our  recent  merger  with  Chicago  Consulting 
Partners,  we  have  roughly  58  customers,  a  majority  of 
whom  are  market  leaders.  We  started  on  May  1,  1999 
with  12  employees;  today,  we  have  about  300.  We  have 
raised  $85  million  in  capital  and  are  backed  by  com- 
panies like  Morgan  Stanley,  General  Motors.  Dell, 
Comdisco  and  Trident  Capital. 

Q:  What  are  your  primary  products  or  services? 

A:  We  deliver  solutions  from  our  partners  —  Ariba,  SAP 
and  Siebel.  With  those  three  major  software  technolo- 


gies, we  cover  the  entire  enterprise  spectrum.  We  offer 
e-procurement,  digital  markets,  sales  and  customer  rela- 
tionship management,  supply  chain  management,  finan- 
cials,  human  resources  —  everything  from  the  storefront 
on  the  Web  to  the  back-end  supply  chain  integration. 

Q.  How  does  eOnline  help  its  customers  create  value? 

A.  We  help  our  customers  by  delivering  unique  solutions 
that  meet  their  needs  exactly  and  by  delivering  those 
solutions  on  a  turnkey,  monthly,  subscription-fee-only 
basis  with  no  requirement  for  capital  investment  or 
investment  for  staffing  and  expertise.  In  doing  so,  we 
accelerate  the  time  to  market  or  time  to  production.  For 
example,  we  just  provided  eBay  with  end-to-end  business 
transformation  services  for  implementing  SAP  Financials 
and  SAP  Human  Resources  (including  SAP  Employee 
Self- Service)  solutions  in  a  hosted,  managed  environ- 
ment, and  we  did  it  in  about  four  months. 

Q:  What  makes  you  different  from  other  companies  that 
compete  in  this  space? 

A:  The  ability  to  deliver  end-to-end,  tailored  solutions  that 
include  the  entire  value  creations  chain.  Also,  we  focus  on 
market-leading  clients  and  their  tremendous  need  for  qual- 
ity service.  An  example  would  be  Autodesk,  which  has 
operations  globally  —  in  the  Americas,  Asia-Pacific  and 
Europe  —  that  are  now  being  powered  by  eOnline  through 
a  SAP  solution.  Another  would  be  Solvay,  a  $9  billion  world- 
wide corporation,  which  requires  24/7  service. 

Q:  What  marketplace  changes  do  you  expect  over  the 
next  couple  of  years  that  will  help  or  hurt  eOnline? 

A:  I  think  we'll  see  tremendous  consolidation  of  the  ASP 
space  and  there  will  be -very  few  market  leaders,  particu- 
larly in  the  enterprise  end  of  the  market.  I  think  we'll  see 
a  tremendous  focus  on  quality.  I  think  the  biggest  surprise 
for  many  people  is  that  we're  seeing  large,  market-lead- 
ing, Global  5000  companies  adopt  this  service  first.  That's 
because  it's  not  about  reduction  of  total  cost  of  owner- 
ship; it's  about  gaining  competitive  advantage.  ■ 


CAUTION 


WOULD  YOU  ASK  CUSTOMERS 
TO  GO  THROUGH  THIS  BEFORE  DOING 
BUSINESS  WITH  YOU? 


NOW  A  FEW  WORDS  ABOUT  YOUR  WEB  SITE. 

To  build  rewarding  relationships  with  your  customers,  you  have  to  make  it  easy  for 
them  to  do  business  with  you.  Today,  that  means  implementing  a  Web  strategy  that 
allows  you  to  interact  with  customers  in  ways  you  never  could  before.  At  SilverStream, 
we  provide  the  software  and  services  that  help  you  deliver  an  Internet  experience  that 
has  the  breadth,  depth  and  professionalism  your  customers  and  trading  partners 
expect.  We're  setting  new  standards  for  building  next-generation  eBusiness  Web  sites. 
Sites  with  the  most  advanced  eCRIvl  technologies  and  B2B  integration  capabilities,  to 
give  you  a  real  competitive  edge  -  now  and  in  the  future.  Are  you  ready  to  take  your 
eBusiness  to  a  whole  new  level?  www.silverstream.com 


Are  you  ready  to.  do 


i  2000  SilverStream  Software,  Inc.  SilverStream  is  a  registered  trademark  of  SilverStream  Software.  In 


AspenTech  Enables  Sterling  Chemicals  to 
Streamline  Value  Chains  with  Trading  Partners 


As  mature  companies  in  "old 
economy"  industries  strive  to 
use  Internet  technologies  to 
create  new  value  and  competitive 
advantage,  they're  discovering  there's 
no  single  definition  of  "e-business." 
Because  what  works  for  one  company 
could  spell  disaster  for  another,  rela- 
tionships with  vendors  who  understand 
both  the  business  and  technology 
become  critically  important. 

"We're  in  the  commodities  end  of 
the  heavy  chemicals  business,  so  we 
sell  large  quantities  of  products  to  a 
number  of  very  well-known  cus- 
tomers," says  Michael  Pattison,  direc- 
tor of  information  technology  at  Ster- 
ling Chemicals  Inc.  "Chemicals  need 
to  be  handled  very  responsibly  and  we 
have  an  obligation  to  make  sure  that 
our  customers  adhere  to  stringent 
guidelines.  It  would  be  inappropriate 
for  us  to  utilize  a  storefront  or  a  Net 
market  that  aggregates  commodities 
and  sells  them  to  anonymous  buyers." 

Sterling  Chemicals  manufactures 
petrochemicals,  acrylic  fibers  and  pulp 
chemicals,  which  are  sold  to  their 
customer  base,  including  many  Fortune 
500  companies,  who  use  them  to  make 
other  chemicals  and  products.  These, 
in  turn,  are  used  in  consumer  goods  and 
industrial  products  such  as  paints,  tires 
or  acrylic  textiles  and  fabrics. 

In  defining  e-business  for  Sterling 
Chemicals,  Pattison  and  the  manage- 
ment team  looked  for  opportunities  to 
reinvent  and  streamline  the  company's 
relationship  with  its  largest  customers, 
focusing  on  developing  Web-enhanced 
services  and  supply  chain  automation. 


Michael  Pattison, 
Director  of  Information 

Technology, 
Sterling  Chemicals  Inc. 

V  y 

Sterling  Chemicals'  e-business  initiative 
is  focused  on  supplying  Web-enhanced 
services  to  customers  and  automating 
their  supply  chains.  To  make  their  cus- 
tomers' supply  chains  more  agile  and 
responsive,  enabling  collaboration 
between  trading  partners  and  suppli- 
ers, Sterling  turned  to  Aspen  Technolo- 
gy, an  integrated  software  and  solu- 
tions provider  with  industry  expertise 
that  enables  process  manufacturers  to 
automate  and  optimize  their  plants  and 
extended  supply  chains,  while  enabling 
e-business.  AspenTech's  solutions  are 
used  by  46  of  the  50  largest  chemical 
companies,  23  of  the  25  largest  petro- 
leum companies  and  18  of  the  20 
largest  pharmaceutical/life  sciences 
companies  worldwide.  To  date,  Aspen- 
Tech  has  installed  more  than  2,500 
supply  chain  management  solutions  for 
over  300  customers  —  more  than  any 
other  supply  chain  vendor. 

AspenTech's  e-business  solutions  are 
based  on  more  than  20  years  of  expe- 
rience in  the  process  industries,  and 
comprise  a  family  of  standards-based, 


business-to-business  process  integra- 
tion products  that  unite  diverse  appli- 
cations, processes  and  architectures, 
enabling  people  within  separate  orga- 
nizations to  work  together  more  effec- 
tively in  "real  time." 

"Because  AspenTech  serves  the 
specific  needs  of  the  process  indus- 
tries —  where  an  understanding  of 
intricate  complexity  is  vitally  impor- 
tant —  their  solutions  are  fundamen- 
tally more  process  industry-centric," 
says  Pattison.  "We've  worked  with 
them  before  on  supply  chain  projects, 
so  we  know  them  pretty  well.  The 
combination  of  the  right  technology 
and  their  deep  process  knowledge  of 
the  complex  chemicals  industry  is 
the  reason  we  selected  AspenTech." 

In  the  initial  phase  of  the  current 
project,  Pattison  says  Sterling  Chemi- 
cals plans  to  build  each  of  its  cus- 
tomers a  set  of  Web  pages  customized 
to  their  information  preferences  and 
supply  chain  automation  requirements. 

"One  customer  may  want  to  track 
shipments  by  rail,  another  by  truck," 
Pattison  says.  "We're  talking  to  one 
customer  about  vendor-managed  inven- 
tory where  we  would  own  our  product 
at  their  location  in  their  tanks.  We'll 
track  the  usage  electronically;  all  they 
have  to  do  is  open  a  valve  on  their 
tank.  We're  going  to  synchronize  the 
business  value  chains  of  Sterling 
Chemicals  with  each  of  our  customers 
and,  in  so  doing,  increase  speed,  effi- 
ciency and  effectiveness  —  adding 
value  for  Sterling  Chemicals  and  our 
trading  partners.  AspenTech  enables 
us  to  do  that."  ■ 


go 


ask 


your  e-business 
solution  provider  to  deliver 
this  kind  of 
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petroleum.- 
$40  billion 


chemicals: 
$35  billion 


polymers: 
$22  billion 


specialty  chemicals: 
$28  billion 


life  sciences: 
$28  billion 


$153  billion  in  annual  economic  value  to  be  gained 


getting  your  share  of  value  yet?  Today  there  is  one  company  creating — and  delivering — dramatic  economic 
value  for  the  process  industries.  AspenTech  combines  intelligent  e-business  solutions  with  20  years  of  process 
industry  expertise.  As  a  result,  leading  companies  and  their  trading  partners  are  gaining  tens  to  hundreds 
of  millions  of  dollars  in  value  per  year  through  increased  asset  utilization,  lower  inventories  and  reduced 
costs.  We'll  work  with  you  to  automate,  optimize  and  accelerate  not  just  one — but  all  three  process  industry 
value  chains:  e-supply  chain,  engineering,  manufacturing.  In  today's  global  economy,  knowledge  rules.  Learn  how 
you  can  benefit  from  AspenTech's  expertise  in  digital  marketplaces  and  intelligent  e-business.  Go  to 
www.aspentech.com/value  to  register  for  a  free  Aspen  Value  Process  Analysis. 


aspen 

process,  to  the  power  of  e. 


e-supply   chain   +  engineering  +  manufacturing 


dramatic  results 


Ajunto  Automates  Sourcing  of  IT  Applications,  Services 


The  Ajunto  story  is  that  of  the 
cobbler's  children  having  no 
shoes.  For  the  past  decade  and 
more,  the  information  technology  indus- 
try has  been  busy  developing  and  refin- 
ing software  to  automate  every  busi- 
ness process  imaginable.  The  one 
conspicuous  absence?  A  vendor-neutral 
solution  that  helps  users  select  the  best 
information  technology  providers  for 
their  specific  product  or  service  needs. 

Filling  that  gap  is  the  goal  of  Ajunto, 
Inc.,  the  first  unbiased  Net  market  and 
e-service  dedicated  exclusively  to  expe- 
diting the  research,  evaluation  and 
sourcing  of  IT  applications,  technolo- 
gies and  people.  Based  in  suburban 
Philadelphia,  Ajunto  is  the  brainchild  of 
Chief  Executive  Officer  Michael  M. 
Carter,  an  IT  industry  executive  who 
has  gathered  an  exceptionally  experi- 
enced management  team.  Carter 
describes  Ajunto  as  something  of  a 
cross  between  a  Net  marketplace  and 
an  infrastructure  service  provider. 

"What  Ajunto  represents  is  the  next 
generation  of  IT  procurement,"  Carter 
says.  "Although  we  operate  a  Net 
market  for  companies  that  belong  to 
our  BusinessWeb,  we  don't  fit  neatly 
into  the  Net  market  bucket  because 
we  also  license  our  technology  to 
others,  which  makes  us  an  infrastruc- 
ture provider,  too.  We've  gone  down 
this  path  because  we  were  driven  by 
the  needs  of  our  customers  to  create 
the  essential  IT  automation  company." 

The  three  key  elements  of  Ajunto's 
solution  are  intelligent  sourcing,  next- 
generation  research  and  community. 
Ajunto  intelligent  sourcing  accelerates 
the  procurement  process  by  "smart- 


"What  Ajunto  represents 
is  the  next  generation  of 
IT  procurement." 

Michael  M.  Carter, 
Chief  Executive  Officer, 
Ajunto 


mapping"  a  user's  unique  requirements 
to  the  most  qualified  IT  solutions  avail- 
able in  the  global  marketplace.  Its  pro- 
prietary eConfiguration  Engine™  uses 
a  combination  of  analysis,  weighting 
and  elimination  techniques  to  match 
the  user's  requirements  to  the  best 
solution.  The  eConfiguration  Engine 
powers  AppOrder,  a  service  for  finding 
the  most  qualified  IT  applications,  and 
PeopleOrder,  a  service  for  finding  the 
most  qualified  consulting  solutions. 

"Unlike  other  sourcing  services,  the 
eConfiguration  Engine  draws  from  a 
database  that  is  not  simply  raw  data 
but  that  includes  all  aggregated 
research  and  user  feedback  about  each 
particular  solution,"  says  Stan  Lepeak, 
chief  research  officer  at  Ajunto.  "In  addi- 
tion, we've  put  together  our  own  team 
of  industry  experts  that  prescreens  all 
data  and  maintains  a  neutral,  third-party 
stance  to  ensure  that  recommendations 


are  fair  and  unbiased." 

Ajunto  also  offers  a  service  called 
SourceiT  that  allows  members  to  con- 
tact the  Ajunto  research  team  for  one- 
on-one  dialogue  and  support  to  accel- 
erate procurement  and  enable  smart 
sourcing.  BuyerWeb  and  ProviderWeb 
are  Ajunto  communities  where  mem- 
bers have  access  to  proprietary  Ajunto 
research,  industry  news,  white  papers 
and  peer  forums. 

One  of  Ajunto's  recent  customers  is 
Rochester,  Mich. -based  SilverCube, 
Inc.,  the  first  pure-play  professional 
services  company  for  the  wireless 
industry.  SilverCube  will  leverage  the 
Ajunto  Net  market  to  develop  a  new 
distribution  channel  for  its  services  and 
use  Ajunto's  provider  community  and 
dynamic  research  offering  as  a  strate- 
gic resource  to  define  new  categories 
for  emerging  wireless  technologies. 

"We  really  garner  three  key  benefits 
from  Ajunto,"  says  Gregory  P.  Guidice, 
chief  executive  officer  and  founder  of 
SilverCube.  "The  first  thing  is  access. 
Through  the  Ajunto  Net  market,  we 
have  access  to  opportunities  that  we 
normally  wouldn't.  Second,  it  puts  us 
in  with  other  best-of-breed  companies. 
If  you  look  at  the  companies  that  are 
part  of  the  Ajunto  network,  on  both 
the  buyer  and  seller  side,  they  are 
leaders  in  their  markets.  Ajunto's 
research  on  these  companies  provides 
tremendous  insights  into  evolving 
technologies.  Finally,  we  feel  that 
through  the  combination  of  these 
things  —  access  to  opportunities, 
best-of-breed  connections  and  world- 
class  research  —  Ajunto  provides  us 
with  a  competitive  advantage."  ■ 


PCON  —  we're  all  obviously  energized 


rie  ASP,  and  I'm  sure  we  sh? 


The  ASP  business  is  a 


looked  on  fast-forward... we  even  have  a  whole  new  measure  c 
esses — creating  a  whole  new  set  of  challenges  and  measure  of  sl 
s  from  building  and  maintaining  technological  infrastructure...  mi 
t...and  all  the  other  time-consuming  steps  to  creating  business 
:e  and  reliability.. .and  a  seamless  partnership  between  supplier  a 
s  the  way  we  at  QCS  see  it:  Businesses  count  on  certain  mission 
e  dock  at  the  right  time.  Customers  have  to  be  identified,  trackec 
expertise  and  resources  that  allow  customers  to  focus 
5  of  an  Internal  hosting  technology  infrastructure.  To  add  vali 
st  fit  seamlessly  into  an  organization.  Every  solution  should 
"plug  and  play" 

less  utility,  it  Is  also  important  to  recognize  thai  different  custo 
his  is  how  we  define  the  ASP  space.  First,  there  is  demand  fo 
liially  need  everything.  Here,  the  customer  rents  the  software 
ure.  These  companies  need  fast  activation,  reliable  service  anc 


:t  time.  The  Internet  has  chai 
e  ASP,  the  remedy  for  what  ails 
waging  software. ..finding  ai 
It  takes  clear  goals 


>ese  things  are  imperative.  So  h 


runs  so  seamlessly  that  it  is  in  essence 
utions.  Wo  see  demand  for  three  main  t 
a  complete  packaged  solution 

oorujcp^         !hesrn,v'nn  based    and  the  orovider  men-aoes 

hosting  of  business-critical  applications 


support  in  managing  applications 


nove  to  the  hosted  environment.  And.  when  ttie  time  comes  to  make  choices  about  their  internal  mtrastruciure.  tiiey  vs 
about  moving  to  a  hosted  model.  As  an  ASP  that  has  been  there  earning  the  confidence  and  trust  through  excellent  mai 
ou  are  likely  to  find  yourself  with  an  expanded  customer  relationship.  We  believe  an  ASP  has  to  have  the  flexibility  to  mee 
lagement  help  to  building  and  running  the  whole  thing.  But  no  matter  how  and  when  you  engage  in  the  business... one  thit 
simple  to  access  and  simple  to  manage 

essfui  ASP  model  of  the  future  will  package  delivery,  software  and  management  to  provide  value  and  intersect  with  need 
animation.  Delivery  of  the  often-repeated  promise  of  one-stop  shopping.  The  next  question... and  it's  always  the  most  in 
e  table,.. is  where  do  we  go  from  here?  What  will  shape  the  market?  Reliable  execution  and  service  level  will  set  apart 
wing  that  ASP  is  ready  for  prime  time  is  about  execution,  reliability  and  instilling  trust.  The  bottom  line  is  that 
first-time-right  infrastructure 

First  things  first,  second  things  not  at  all 

Concentrate  and  focus,  specifically  on  those  critical  core  competencies  that  are  the  ultimate  source  of  any  company's  competiiiv 
fleed  to  provide  support  for  it  so  that  the  customer  can  tackie  core  business  challenges.  We  need  to  be  rock-solid  reliable,  fast  and 
Invisibly.  To  do  this  we  must  commit  to  continuous  improvement  for  our  customers.  We  have  to  invest  in  our  infrastructure  and  prov 


heir  needs — will  make  the  difference.  We  are  committed  to  raising  the  bar  to  deliver  the  essential  technology  lite-support  systems 
And  we  are  prepared  to  deliver  on  the  promise  now! 

o  ask  some  important  questions  before  making  your  decision.  Ask  those  questions  that  will  reveal  the  true  strength  of  the 

it  can  offer.  Find  out  if  ti- 
lt is  simply  a  matter  of  reliability,  resu 


John  Charters,  CEO  of  QCS 


Is  Your  ASP  Plug  'n'  Play  Ready? 


QCS — a  company  created  by  Qwest 
Communications  and  K.PMG — is  challenging  the 
notion  of  what  an  ASP  is  all  about,  by  intro- 
ducing Plug  'n'  Play™  solutions.  Simple  IT 


solutions  designed  to  take  the  distractions  and 
obstacles  of  IT  off  your  company's  agenda. 
So  now  you  can  be  free  to  concentrate  on  what 
you  do  best — your  business. 


P  L 


Cyber.Solutions 

U  G    '  N  '  PLAY" 


)  2000  Qwest  Cyber  Solutions  (QCS)  All  rights  reserved.  Qwest  Cyber  Solutions 
a  trademark  of  Qwest  Communications  Inc.  Plug  'n'  Play  is  a  trademark  ot  QCS. 


Call  1-877-CYBR-APP  (1-877-292-7?77) 


Morey's  Nets  IT  Savings  by 
Outsourcing  to  Wizmo 


M 


any  ASPs  deliver  applica- 
tions to  customers  via  the 
Internet  that  are  accessed 
by  users  on  the  company's  network. 
That  solves  a  number  of  applications- 
related  problems  but  leaves  cus- 
tomers struggling  with  the  biggest 
headache  of  all  —  their  IT  network. 
Wizmo,  Inc.  offers  a  more  compre- 
hensive solution. 

"For  the  small-  and  medium-sized 
company,  the  problem  is  maintain- 
ing a  stable  network  —  creating  it, 
managing  it  and  staffing  it,"  says 
Jeffrey  Dekko,  president  and  gener- 
al manager,  Wizmo  Application  Ser- 
vices. "Our  proposition  is  this:  'Why 
don't  we  take  back  the  technology 
that's  been  distributed  to  you  and 
provide  you  all  the  benefits  without 
the  complexity?  We'll  take  the 
servers  off-site  and  manage  all  your 
applications.  That's  our  core  exper- 
tise; we've  been  working  with  this 
type  of  technology  for  nearly  nine 
years  now.  You  just  focus  on  your 
core  competencies  and  growing 
your  business.'" 

One  of  Wizmo's  recent  customers 
is  Morey  Fish  Company,  an  operating 
division  of  Global  Seafood  LLC,  a 
leader  in  refrigerated  fish  and  seafood 
with  its  Morey's  line  of  products.  In 
April  2000,  Morey  employees  began 
accessing  private  desktops,  complete 
with  business-critical  applications, 
business  productivity  software  and 
support  services,  from  the  Internet. 
Novell,  Groupwise,  Microsoft  Office 
2000  and  Internet  Explorer,  Gold- 


"Using  Wiz 
reduces  our  overall 
cost  significantly. 
And  I  find  the  service 
level  to  be  higher  than  it 
was  when  we  had 
own  IT  operations 


Dieter  Pape, 
President  and 
Chief  Executive  Officer, 
Global  Seafood,  LLC 
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mine,  Net  Yield  software  and  the 
Adobe  suite  of  products  are  hosted  on 
Wizmo  servers  and  available  to 
Morey's  staff. 

"Our  focus  must  be  on  our  core 
competencies,"  says  Dieter  Pape, 
president  and  chief  executive  officer 
of  Global  Seafood.  "IT  is  not  one  of 
them.  We  decided  to  go  with  Wizmo 
as  our  single  IT  vendor  and  outsource 
our  entire  IT  operation.  The  solution 
is  easy  to  implement,  Wizmo  main- 
tains it  and  it's  entirely  scalable.  We 
plan  to  grow  significantly  within  the 
next  two  years.  Wizmo  can  build  our 


infrastructure  as  we  do,  enabling  us 
to  keep  a  one-person  IT  staff  through 
the  growth  period." 

Wizmo  provides  mission-critical  and 
traditional  desktop  applications.  Net 
Yield,  an  industry  specialty  application 
that  allows  manufacturers  to  track 
inventory  by  weight,  is  an  integral  part 
of  Morey's  business.  Wizmo  cus- 
tomized the  Net  Yield  application, 
allowing  it  to  be  delivered  via  the  Inter- 
net with  other  desktop  applications. 

Wizmo  moved  Morey's  existing  IT 
resources  and  infrastructure  to  cen- 
tralized Wizmo  servers  —  eliminating 
the  need  for  housing  and  administer- 
ing numerous  servers  at  the  compa- 
ny's locations.  Applications  are 
served  up  from  a  Wizmo  data  center, 
allowing  Morey's  to  benefit  from 
Wizmo's  best-of-class  hardware, 
expertise  in  security,  round-the-clock 
support  and  daily  back-ups.  Morey's 
now  can  connect  newly  acquired 
remote  locations  to  its  internal  sys- 
tems quickly  and  affordably. 

Wizmo  also  provides  centralized 
support  services,  saving  Morey's 
the  cost  of  IT  staff  support.  The  new 
technology  allows  Morey's  to  better 
budget  ongoing  IT  expenditures  and 
integrate  new  systems. 

"The  more  we  continued  to  grow, 
the  greater  our  infrastructure  costs 
were  becoming  for  our  IT  network," 
Pape  says.  "Using  Wizmo  reduces  our 
overall  cost  significantly.  And  I  find 
the  service  level  to  be  higher  than 
it  was  when  we  had  our  own  IT 
operations."  ■ 


For  all  the  thin 
you're  not  in  business 


We  are. 


When  we  looked  at  eOnline,  especially  compared  to  other  potential  hosting  partners, 
(Online  came  to  the  top  of  the  list."         -  Michael  Better,  CIO,  TechSmart.com 
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The  ASP  For  Market  Leaders 


[ess 


Qwest  Cyber,  Solutions  Provides  ASP  Solution  for 
DaimlerChrysler  Capital  Services 


|  n  today's  competitive  business 
I  world,  market-leading  companies 
'v  are  recognizing  that  managing, 
monitoring  and  staffing  complex  infor- 
mation systems  can  draw  valuable 
resources  away  from  their  core  busi- 
nesses. Increasingly,  they  are  turning 
to  ASPs  to  provide  scalable  and  reli- 
able business-critical  software  solu- 
tions through  remote  management 
and  hosting. 

Qwest  Cyber.Solutions  (QCS)  is  the 
industry's  largest  enterprise  ASP  and 
the  first  to  combine  a  powerful, 
secure  Internet  protocol  network  with 
the  expertise  of  a  global  consulting 
company.  The  QCS  Enterprise  Free- 
dom™ Product  Suite  supports  QCS' 
entire  portfolio  of  best-of-breed  soft- 
ware from  strategic  partners  Ariba, 
Captura,  Oracle,  PeopleSoft,  SAP  and 
Siebel  Systems. 

One  customer  that  illustrates  the 
value  of  QCS'  ASP  solution  is  Daimler- 
Chrysler  Capital  Services  (debis),  a 
DaimlerChrysler  services  company 
that  manages  an  $8.5  billion  asset 
portfolio.  Headquartered  in  Norwalk, 
Conn.,  the  global  company  provides 
financing  for  aircraft,  helicopters, 
marine  vessels,  commercial  real 
estate  and  construction  and  industrial 
equipment.  When  its  financial  systems 
and  IT  support  moved  to  Southfield, 
Mich.,  after  the  merger  of  Daimler  and 
Chrysler,  DaimlerChrysler  Capital  Ser- 
vices needed  to  establish  itself  as  an 
independent  entity. 

"We  are  rapidly  expanding  our  global 
business  lines  and  processes  so  we 
wanted  a  new  business  model  that 
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"With  SAP,  hosted  and 

supported  by  QCS, 
we  will  have  critical  infor- 
mation at  our 
fingertips.  With  better 
data,  we  make  better 
business  decisions. 
That's 


Vic  Inglese, 
Global  Project  Manager, 
DaimlerChrysler 
Capital  Services 
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would  help  us  accelerate  quickly  to 
keep  up  with  both  market  and  opera- 
tional demands,"  says  Clarence  Bas- 
tarache,  chief  information  officer. 

DaimlerChrysler  Capital  Services 
also  wanted  to  eliminate  the  hassle  of 
in-house  implementation  or  systems 
maintenance  and  establish  predictable 
IT  costs.  The  company  began  looking 
for  a  solutions  partner  with  a  proven 
track  record  —  one  that  could  offer 
quality  customer  service,  certification 
and  expertise  and  would  support  the 
organization  into  the  future.  QCS  met 
these  criteria. 

The  QCS  Enterprise  Freedom™  prod- 
ucts offer  a  simple,  powerful  solution, 
with  rapid  activation,  a  single  point  of 
contact  and  easy  monthly  billing.  The 
applications  will  be  hosted  in  one  of 
Qwest  Communication's  state-of-the- 
art  CyberCenters  and  delivered  over 
the  optically  linked,  secure  Internet 
communications  fiber  network. 

QCS  will  provide  DaimlerChrysler 
Capital  Services  with  fully  managed 


applications  —  including  SAP's  Finan- 
cial and  Business  Warehouse  solu- 
tions, with  complete  support  for  all 
administration,  upgrades,  transition, 
security  and  customer  care  functions. 

Implementing  the  SAP  solution  inter- 
nally would  have  required  Daimler- 
Chrysler Capital  Services  to  add  new 
IT  empioyees  to  install  and  maintain 
the  application  and  to  operate  a  data 
center  that  would  run  24/7.  QCS  deliv- 
ers these  capabilities  without  a  sub- 
stantial additional  investment  in  infra- 
structure and  personnel. 

"We're  getting  predefined  services 
from  QCS,  which  provides  a  significant 
savings  each  year,"  says  Vic  Inglese, 
global  project  manager,  Daimler- 
Chrysler Capital  Services.  "And  we 
don't  worry  about  turnover  or  training." 
DaimlerChrysler  Capital  Services  can 
add  systems  users  and  functionality  as 
needed,  and  the  company  expects  the 
savings  to  continue  to  increase. 

The  company  is  particularly  impress- 
ed with  the  quality  and  experience  of 
QCS'  support  staff.  They  take  a  team 
approach  to  service  and  are  very  con- 
cerned about  the  customer,  according 
to  Inglese.  When  an  issue  arises,  QCS 
gets  on  top  of  it  immediately. 

"We  are  converting  our  key  people 
—  our  internal  customers  —  from  very 
manual,  labor-intensive  tasks  into  a 
streamlined,  integrated  environment 
with  global  information  access," 
Inglese  says.  "With  SAP,  hosted  and 
supported  by  QCS,  we  will  have  criti- 
cal information  at  our  fingertips.  With 
better  data,  we  make  better  business 
decisions.  That's  the  bottom  line."  ■ 


s  Russ  brought  something  unique  to  his  e-business  strategy:  25  million  people  and  CoVia. 

ADP®  recognizes  that  customer-centric  companies  will  be  the  winners  in  the  Internet  economy.  By  delivering  CoVia's 
hosted  applications  and  branded,  interactive  workplaces  with  existing  products 

and  services,  ADP  has  built  an  e-business  with  staying  power.  Quickly  launch 
your  own  e-business  to  retain  customers,  grow  market  share,  and  differentiate 

yourself  from  the  noise.  To  leorn  how  you  can  get  to  market  this  quarter, 
visit  www.covia.com/adp/  or  call  877.922.6844. 
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The  Internet  is  the  workplace. 
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Asera  eService  Helps  Ajunto  Achieve 
First-Mover  Advantage 


Once  founder  Michael  M.  Carter 
had  raised  the  capital  to  launch 
Ajunto,  Inc.,  the  IT  industry's 
first  Net  market  and  IT  solutions  eSer- 
vice, he  realized  that  capturing  time-to- 
market  advantage  was  critical  to  suc- 
cess. Rather  than  attempt  to  build  a 
Net  market  platform  and  recommen- 
dation engine  from  scratch,  he  turned 
to  an  integrated  e-business  solution 
called  the  Asera™  eService™  from 
Asera™ ,  Inc.,  a  company  whose  blood- 
lines go  back  to  the  well-known,  Web- 
based  business-to-business  transaction 
model  invented  by  Cisco  for  in-house 
use  —  arguably  the  most  successful  e- 
commerce  venture  to  date. 

The  Asera  eService  allows  compa- 
nies to  integrate,  adapt  and  evolve  as 
their  business  needs  change  and  grow. 
Powered  by  a  breakthrough  platform 
built  for  integration,  speed  and  change, 
the  Asera  eService  integrates  the  cus- 
tomer's existing  systems  and  best-in- 
class  applications  to  create  a  com- 
plete e-business  solution  that  works 
the  way  their  customer's  business 
works,  and  can  easily  adapt  to  meet 
ever-changing  requirements.  Designed 
to  be  delivered  as  a  managed  service, 
the  Asera  eService  allows  customers 
to  activate  only  the  functionality  they 
need  and  pay  for  only  what  they  use. 
The  result  is  a  very  quick  time-to- 
market  solution  that  eliminates  the 
technology  burden  and  helps  compa- 
nies deliver  value  almost  immediately. 

"Unlike  proprietary  software  pack- 
ages, the  Asera  eService  is  designed 
to  rapidly  incorporate  innovations  from 
best-in-class  Internet  technology," 


"More  and  more 
companies  are 
looking  for  ways  to 
create  unique  value  by 
integrating  best-of-breed 
technologies  that  are 
tailored  to  meet  their 
specific  needs  in  a 
rapidly  changing 
environment." 

Warren  Weiss, 
President  and  GEO, 
Asera 


Carter  says.  "In  our  case,  we  wanted 
to  build  a  software  engine  that  would 
allow  us  to  recommend  specific  appli- 
cations, technologies  and  service 
providers  that  CIOs  and  other  IT  deci- 
sion makers  need  to  meet  their  par- 
ticular business  requirements.  We 
were  able  to  build  our  eConfiguration 
Engine  on  top  of  Asera's  platform,  cus- 
tomize it  for  the  IT  industry  and  add 
best-of-breed  components  and  tools  to 
make  it  proprietary  for  us." 

Ajunto  also  uses  Asera's  commu- 
nity and  content  services.  Communi- 
ty services  allow  peer-to-peer  com- 
munities of  chief  information  officers 
and  solution  providers  to  share  value- 
added  information,  such  as  industry 
best  practices  and  the  latest  news 
and  research.  Content  services 
enable  Ajunto  to  create,  publish  and 
deliver  information  and  intelligence 
such  as  product  collateral  or  promo- 
tional announcements  to  all  their 
constituents. 


"Asera  was  critical  to  our  success 
in  getting  up  and  running,"  Carter 
says.  "Because  it  has  an  open,  inte- 
grated architecture  that  can  be 
deployed  rapidly,  our  implementation 
took  80  days  from  start  to  finish.  We 
could  never  have  gone  live  as  quickly 
doing  it  on  our  own.  And,  of  course, 
we  were  able  to  achieve  first-mover 
advantage  in  this  space." 

Asera  provided  Ajunto  with  a  wide 
range  of  application  functionality  to 
select  from,  including  such  trading 
essentials  as  online  catalogs,  order 
entry  and  order  status  features.  The 
specific  features  Ajunto  chose  were 
rapidly  configured  and  integrated  with 
Ajunto's  existing  back-end  systems. 
Specific  business  processes,  user  inter- 
faces, workflow,  content  and  context 
of  the  service  were  also  tailored  to i 
Ajunto's  individual  users'  needs.  Using 
their  Web  browser,  users  sign  on  only 
once  to  access  the  specific  content 
they're  entitled  to  see.  As  Ajunto's 
needs  change,  Ajunto  can  add  or 
change  application  features  on  demand 
to  support  its  business  strategy. 

"More  and  more  companies  are  look- 
ing for  ways  to  create  unique  value  by 
integrating  best-of-breed  technologies 
that  are  tailored  to  meet  their  specific 
needs  in  a  rapidly  changing  environ- 
ment," says  Warren  Weiss,  president 
and  chief  executive  officer  of  Asera. 
"Asera  is  committed  to  enabling  cus- 
tomers to  achieve  a  sustainable  com- 
petitive advantage  and  to  supporting 
companies  like  Ajunto  who  are  well- 
positioned  to  lead  and  innovate  in  their 
respective  industries."  ■ 


Your  Best 


Networking  Tools 


for  the  success  of  your  business. 


You  network  with  people. 
We  network  with  computers. 


Ulizmo  is  your  affordable  networking  solution  for  small-  and  medium-sized  businesses  that  does  it  all  from  H  to  1.  Hie  host  and  seme  all  your 
applications  anytime,  anywhere  ouer  the  Internet.  Plus,  your  network  is  always  secure  and  protected.  So  team  up  uiith  Ulizmo,  because  technology 
should  never  get  in  the  uiay  of  a  great  business.  Contact  Ulizmo  today  at  uiuiui.uiizmo.com  or  1-952-914-2200.       cmnmis  mum™,  inc.  mi  ii,his  tamed. 


CoVia  Allows  Companies  to  Leverage  the  Internet  as  the 
Delivery  Vehicle  for  New  Services 


I  hen  Interact  Commerce 
Corporation  wanted  to 
create  lnteract.com,  an 
interactive  selling  network  for  the 
world's  42  million  sales  professionals, 
it  turned  to  CoVia  to  give  their  cus- 
tomers the  ability  to  instantly  create 
private  client  sites  on  the  Internet,  to 
collaborate  and  work  more  closely 
with  their  clients  and  prospects. 

CoVia,  an  interactive  workplace 
application  provider  with  syndicated 
application  capabilities,  has  devel- 
oped a  suite  of  powerful  applications 
enabling  brick-and-mortar  companies 
(B&Ms)  to  fuse  their  existing  prod- 
ucts with  new  Internet  applications  to 
deliver  new  Web-based  services  to 
their  clients.  For  Interact  Commerce, 
CoVia  provides  an  application  allow- 
ing all  three  million  registered  ACT! 
users  to  create  private  Web  sites  to 
deepen  their  relationships  with  clients 
and  close  more  deals  more  quickly. 

"Most  big  companies  have  been 
through  at  least  three  distinct  'Inter- 
net strategies'  in  the  last  five  years," 
says  Deidre  Paknad,  co-founder  and 
president  of  CoVia  Technologies,  Inc. 
"Phase  one  was:  'We've  got  to  get  a 
Web  site  up  and  establish  a  presence 
so  people  can  find  us;'  Phase  two: 
'Gee,  this  is  costing  more  than  I 
thought  it  would  so  we'd  better  add 
some  personalization  capabilities  and, 
by  the  way,  it  would  be  nice  if  we 
could  take  orders  and  then  ship  some 
boxes  from  here.'  Phase  three  finds 
these  companies  looking  beyond  the 
Web  site  as  a  strategy  in  itself,  yet 
unable  to  figure  out  how  they  can  use 


"CoVia  vaults  B&Ms 
into  their  clients'  value 
chains  with  Internet 
applications  that  they 

can  private-label, 
fuse  with  their  existing 
products  and 
use  to  deliver  new 
Web-based  services." 
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the  Internet  to  deliver  their  products 
and  services.  And  I'm  not  talking 
about  taking  an  order  for  a  product 
and  having  FedEx  deliver  it.  I  mean 
walking  up  to  a  browser,  subscribing 
and  going  'live  in  five'  —  they're  look- 
ing for  a  solution  that  will  make  the 
Internet  the  delivery  vehicle  for  those 
products  and  services." 

CoVia's  interactive  workplace  appli- 
cations —  which  companies  like 
Automatic  Data  Processing,  Inc. 
(ADP),  Intuit,  Interact  Commerce, 
American  Airlines,  SAP  and  Adobe 
Systems  brand  and  deploy  as  their 
own  Web-based  products  —  offer  an 
array  of  choices  for  providing  strate- 
gic Web-based  services.  ADP's 
Employer  Services  (ES)  division,  the 
world's  leading  provider  of  integrated 
payroll,  human  resources  and  benefits 
administration  services,  uses  CoVia's 
Intranet  included  product  to  stream- 
line the  distribution  of  their  services 


to  the  more  than  25  million  individu- 
als who  turn  to  ADP  every  payday. 
Intuit  has  private-labeled  CoVia's 
SalesOnline  and  Intranet  Included 
products  to  enable  more  than  three 
million  small-business  customers  to 
easily  create  and  personalize  their 
own  intranet,  as  well  as  manage 
and  broaden  their  individual  customer 
relationships  right  over  the  Internet. 

Paknad  says  that  most  B&Ms  face 
pressures  from  dot-coms  offering  more 
convenient,  Web-based  applications  at 
lower  prices.  At  the  same  time,  cus- 
tomers are  being  conditioned  to 
expect  Web  convenience  at  lower 
prices  —  for  everything  from  cars  to 
services  to  sales  force  automation 
software.  While  B&Ms  are  winning  the 
customer  loyalty  war  with  superior 
customer  service  and  business  intelli- 
gence, those  customers  still  expect 
Web-based  convenience.  CoVia's  rapid 
time-to-customer  solutions  allow  large 
companies  to  quickly  deploy  Web- 
based  services  to  meet  the  demand  of 
their  client  base  for  a  deeper  reach 
into  the  existing  value  chain,  to  their 
customers'  own  customers,  employ- 
ees and  constituents. 

"CoVia  vaults  B&Ms  into  their 
clients'  value  chains  with  Internet 
applications  that  they  can  private- 
label,  fuse  with  their  existing  prod- 
ucts and  use  to  deliver  new  Web- 
based  services,"  Paknad  says.  "  They 
can  go  from  an  initial  conversation 
with  us  to  a  market  launch  within  90 
days,  and  that  represents  time-to-cus- 
tomer  and  cost  benefits  they  simply 
can't  get  by  any  other  means."  ■ 


SiNetworks  Brews  "Instant"  Hosted  Front-  to  Back-Office 
Integration  for  Riverstone  Networks 


Riverstone  Networks  develops 
routers  and  switches  that 
enable  metropolitan  service 
providers,  Internet  service  providers 
and  content  and  application  providers 
to  control  bandwidth,  allocate  it  in  mea- 
surable units  to  individual  customers 
and  account  for  the  flow  in  order  to 
meet  and  bill  for  service-level  agree- 
ments. Having  recognized  that  band- 
width control  and  accounting  were  at 
the  heart  of  high-growth  delivery 
models  (service  providers  can't  make 
money  without  them),  Cabletron  spun 
Riverstone  Networks  out  of  the  corpo- 
rate nest  in  2000  with  a  mandate  to 
leverage  its  unique  technology  and 
existing  core  of  customers  to  create  a 
new  public  company. 

"As  we  extracted  ourselves  from 
the  parent-company  environment,  we 
began  to  lose  all  of  that  existing  infra- 
structure," says  Sam  Boyd,  executive 
vice  president,  Riverstone  Networks. 
"Suddenly,  we  were  running  a  good- 
sized  business  without  back-office  sys- 
tems, enterprise  resource  planning 
(ERP)  and  customer  relationship  man- 
agement (CRM)  tools.  I  had  two  choic- 
es: Build  it  out,  hire  an  IT  group,  buy 
the  applications,  the  servers  and  net- 
work equipment  and  spend  about  two 
years  getting  everything  going,  or  go  to 
an  ASP  and  say,  'I  want  to  have  these 
functions  available  to  me.  I  don't  want 
to  build  them  or  run  them.  I  just  want 
to  use  them.'" 

Boyd  brought  in  a  new  company 
called  3iNetworks,  Inc..  a  Web-centric 
ASP  provider  of  software  and  services 
that  allow  companies  to  communicate 


"Simply  put  — 
the  need  is  now,  the 
technology  exists  and 
we  have  it!" 

Ruud  Straat, 
Chief  Executive  Officer, 
3iNetworks,  Inc. 


and  integrate  through  firewalls  without 
the  use  of  costly  virtual  private  net- 
works (VPNs).  In  April  2000,  Boyd 
issued  his  mandate:  Riverstone  had  to 
be  completely  live  on  a  stand-alone 
system  that  was  running,  tested  and 
mature  by  September  1. 

Riverstone  decided  to  use  Oracle  as 
its  hosted  ERP  system  and  "rent" 
its  CRM  (YOUcentric),  sales  configura- 
tor (Cybrant),  human  resources 
(Employease),  engineering  (Agile)  and 
call  center  (Remedy)  applications. 
Selection  and  integration  of  all  these 
elements  fell  to  3iNetworks.  Ten  weeks 
after  work  began,  Riverstone's  enter- 
prise system  went  live. 

"I  chose  3iNetworks  because  I  was 
looking  for  someone  with  a  tremendous 
amount  of  expertise  who  could  help  me 
pick  the  right  systems  and  get  them  up 
and  running  quickly,"  Boyd  says.  "If  you 
need  to  go  lean  and  mean  —  and  fast 
—  it's  good  to  do  it  with  people  who  are 
used  to  working  that  way.  They  were 
the  perfect  choice."  Boyd  was  so 
impressed  with  3i Networks  and  its  abil- 
ity to  use  Java  to  integrate  technologies 
that  were  accessible  over  the  Internet 
through  a  simple  browser  that  he  intro- 
duced its  management  to  Cabletron, 


which  has  invested  in  the  company. 

"3iNetworks  was  launched  in  Irvine, 
Calif.,  in  February  by  Maria  Gudelis  and 
me,"  says  Chief  Executive  Officer  Ruud 
Straat.  "We  were  showing  our  business 
plan  in  the  Bay  Area  when  we  met  with 
the  people  at  Riverstone,  who  said  they 
liked  our  integration  toolkit  and  had  a 
job  for  us  right  away." 

3iNetworks'  core  product  is  a  pro- 
prietary component  toolbox  that  allows 
for  the  integration  of  Web  services, 
wired  and  wireless  applications, 
through  firewalls  using  open  architec- 
ture technology,  thus  eliminating  the 
need  for  Web  application  provider  gate- 
ways and  VPNs.  Called  Cappuccino™, 
this  next-generation  toolkit  is  built  on 
a  software  platform  using  XML  (Exten- 
sible Markup  Language),  SOAP  (Simple 
Operating  Access  Protocol)  and  Java. 

"What's  revolutionary  about  Cappuc- 
cino™ is  that  it  allows  for  Web-based 
integration  across  multi-systems,  multi- 
platforms  and  multi-firewalls  and  is 
completely  device  independent  —  it 
works  with  cell  phones,  Palms  and 
other  mobile  devices,"  Straat  says. 
"Cappuccino™  can  be  deployed  into 
any  industry  ranging  from  an  ASP  to  oil 
and  gas  as  it  provides  a  common  inte- 
gration layer  that  enables  legacy  sys- 
tems to  interact  with  each  other  and 
with  newer  enterprise  applications  with- 
out the  need  of  a  hub  to  route  the  data. 
More  importantly,  Cappuccino™  is  fast 
to  implement,  less  expensive  and  more 
secure  than  any  other  integration  soft- 
ware package  today.  Simply  put  -  the 
need  is  now,  the  technology  exists  and 
we  have  it!"  ■ 
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Forget  it.  You  don't  have  12  months. 


The  Asera  eService™ 
A  revolutionary  eBusiness  solution  designed  for 
integration,  speed,  and  change. 


Powered  by  a  breakthrough  open  platform,  the  Asera  eService™  seamlessly 
integrates  your  existing  systems  and  best-in-class  applications  to  deliver 
a  dynamic  eBusiness  environment  that  works  the  way  your  business  works. 

Best  of  all,  because  it's  delivered  as  a  service,  you  subscribe  only  to  the 
functionality  you  need,  pay  for  only  what  you  use,  and  can  quickly  adapt  your 

technology  so  you  can  outpace  the  competition. 


Aser/V 


integrate.  Adapt.  Evolve. 
The  three  words  charging  your  business  to  success. 


®  <2>® 

integrate    adapt      evolve " 


www.asera.com 

«  2000  Asera,  Inc.  All  rights  reserved  Asera,  the'Asera  rOjfo.  Asera  eService.  and  Integrate.  Adapt.  Evolve  ■  are  trademarks  of  Asera.  Inc. 
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Agilera  Delivers  First-Class  Service  to  Legend  Airlines 


Frequent  flyers  will  say  that  cus- 
tomer service  is  a  lost  art  in 
today's  airline  business.  Ameni- 
ties seem  to  have  gone  the  way  of  Juan 
Tripp  and  the  Pan  Am  Clipper.  Dallas- 
based  Legend  Airlines  wanted  to 
change  that.  The  new  carrier  provides 
nonstop  service  —  comparable  to  first- 
class  at  competitive  coach  and 
advance-purchase  fares  —  from  its  pri- 
vate executive  terminal  at  Dallas's  Love 
Field  to  New  York,  Los  Angeles,  Wash- 
ington Dulles  and  Las  Vegas. 

"We've  found  a  unique  niche  because 
to  fly  from  this  airport  you  have  to  limit 
the  number  of  seats  in  your  plane.  We  fly 
a  full-sized  DC  9-32  with  only  56  seats," 
says  Marvin  Singleton,  chief  information 
officer  at  Legend.  "That  allows  us  to 
offer  amenities  like  leather  seats  and 
meals  on  real  china.  We  were  the  first  to 
offer  live  TV  —  24  channels  to  each  seat 
set."  Legend  Airlines  even  built  its  own 
private  terminal  at  Love  Field  with  six 
gates.  Each  area  is  furnished  like  a  red- 
carpet  room  or  first-class  lounge,  with 
computers  to  allow  travelers  to  access 
the  Internet  free  of  charge,  get  their  e- 
mail  and  do  business. 

Legend  has  been  growing  like  a 
Texas  wildfire  —  from  four  planes  and 
300  employees  in  April  2000  to  seven 
planes  and  400  employees  by  August. 
Because  it  wants  to  continue  to  focus 
on  safety  and  customer  service,  Legend 
outsources  its  non-core  business 
processes  to  those  who  can  deliver 
them  better. 

"There  are  certain  pieces  of  the  IT 
network  we  must  have  here  because  of 
FAA  regulations,  such  as  the  enterprise 
system  that  runs  our  maintenance  and 


"Legend  sees  ASPs  as 
the  way  of  the  future  to 

procure  best-of-breed 
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engineering,"  Singleton  says.  "But  for 
other  essentials,  such  as  our  financial 
back-end  office  system,  we've  chosen 
to  go  with  Agilera,  a  best-of-breed  ASP. 
They  provide  us  with  completely  hosted 
Lawson  Software  financial  applications 
that  meet  our  needs  now  and  are  scal- 
able to  meet  our  future  requirements." 

Among  the  factors  in  selecting 
Agilera,  Singleton  says,  was  its  ability 
to  provide  rapid  time-to-benefit  and  tai- 
lored Web-based  solutions,  a  cus- 
tomized billing  cycle  and  expertise  with 
Lawson's  financials,  and  human 
resources  and  procurement  solutions. 
Agilera  is  creating  a  personalized  enter- 
prise-wide solution  that  provides  per- 
sonnel with  a  desktop  view  of  all  their 
business  processes  and  applications, 
delivered  via  the  Internet  and  VPN.  In 
addition,  Agilera  hosts  for  Legend 
Lawson's  Web-based  self-service  solu- 


tion, which  enables  employees  to 
access  and  update  their  benefit  infor- 
mation remotely  via  Legend  Airlines'  pri- 
vate intranet  and  the  Internet. 

"Legend  sees  ASPs  as  the  way  of  the 
future  to  procure  best-of-breed  enter- 
prise software,"  says  Singleton.  "We 
wanted  to  be  an  early  adopter  of  this 
leading  technology.  We  knew  we 
needed  a  company  that  could  deliver  on 
their  promise.  Agilera  has  established 
the  business  partnerships  that  will 
assist  us  in  meeting  our  challenges. 
Legend  has  been  very  satisfied  with 
Agilera,  and  we  look  forward  to  expand- 
ing the  use  of  more  applications  and 
modules  to  support  our  growth  through 
the  use  of  Agilera's  hosting  platform." 

Englewood,  Colo.-based  Agilera  is  a 
full-service,  pure-play  ASP  that,  through 
its  business  process  expertise,  content, 
application  integration  and  other  value- 
added  services,  provides  customers 
with  the  agility  to  effectively  manage 
the  complex  interdependencies  of  all  j 
their  enterprise  applications.  This 
enables  companies  to  concentrate  on  I 
their  core  business  competencies  while 
offering  faster  returns,  reduced  tech- 
nology risk,  instant  scalability  and 
reduced  infrastructure  and  operating 
costs.  Agilera's  Extended  Enterprise 
(XE)™  and  Extended  Platform  (XP)™ 
products  deliver  integrated  software 
applications  that  offer  a  bundled  end-to- 
end  solution  —  all  through  a  custom- 
izable browser  interface.  Founded  by 
CIBER,  Verio  and  Colorado's  largest 
venture  capital  firm  —  Centennial  Ven- 
tures —  Agilera  provides  customers 
better  time-to-market  solutions,  dot-com 
agility  and  Global  500  stability.  ■ 
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NCR  And  MatchLogic  Team  to  Offer  Multi-Channel  Services 
Helping  Marketers  to  Enhance  Customer  Relationships 


As  the  e-business  market  has 
matured,  dot-coms  and  their 
brick-and-mortar  (B&M)  coun- 
terparts have  realized  that  on  the 
Internet  — just  as  in  the  "real"  world 
—  companies  must  build  and  main- 
tain customer  relationships  across 
multiple  channels  to  keep  their 
competitive  edge.  These  companies 
are  looking  for  experienced  providers 
who  can  help  them  develop  new 
ways  to  maximize  their  customer  rela- 
tionships. 

MatchLogic,  the  leading  data-driven 
online  marketing  solutions  company 
and  wholly-owned  subsidiary  of 
Excite@Home,  has  teamed  up  with 
the  data  warehousing  leader  NCR  Cor- 
poration in  a  marketing  alliance  to 
lead  the  way  in  this  marketing  initia- 
tive. MatchLogic  has  integrated 
NCR's  CRM  Solution  software  suite 
to  expand  its  eCRM  solutions  exper- 
tise to  CRM  (customer  relationship 
management)  expertise  across  mul- 
tiple channels.  The  alliance  also 
includes  MatchLogic's  purchase  of  a 
multi-terabyte  NCR  E-Business  Tera- 
data  Active  Warehouse  to  handle 
large-volume,  transaction-oriented 
CRM  clients  and  prospects. 

By  integrating  multi-channel  cam- 
paign data  (e-mail,  telemarketing 
and  direct  mail),  consumer  response 
data  and  Web  analytics  data,  Match- 
Logic  and  NCR  help  enable  e-busi- 
ness, direct  marketing  and  click- 
and-mortar  companies  to  achieve 
cost-efficient,  one-to-one  marketing 
solutions  for  the  measurement,  man- 
agement and  optimization  of  their 


"The  Teradata 
technology  provides 
advanced  customer 
behavior  analysis  and 
enhanced  customer 

profiling  for  the 
combined  online  and 

offline  world." 


Martin  Sinnott, 
Director, 
E-Business  Marketing, 
NCR 


marketing  efforts  from  acquisition  to 
retention. 

NCR  and  MatchLogic  bring  to 
market  a  MatchLogic-developed  CRM 
application  that  is  designed  to  help 
marketers  gain  deeper  insight  into 
consumer  profiles  and  behavior  and 
further  intelligence  regarding  the 
brands,  products  and  services  their 
clients  market. 

"The  Teradata  technology  provides 
advanced  customer  behavior  analysis 
and  enhanced  customer  profiling  for 
the  combined  online  and  offline 
world,"  says  Martin  Sinnott,  director, 


e-business  marketing  at  NCR.  "NCR 
and  MatchLogic  alliance  customers 
have  the  true  power  of  one-to-one 
marketing  in  their  hands." 

MatchLogic  also  maintains  one  of 
the  largest  Internet  marketing  data- 
bases in  the  marketing  industry,  man- 
aging over  72  million  anonymous  pro- 
files as  well  as  over  10  million  opt-in 
profiles.  Expected  to  quickly  reach 
more  than  five  terabytes  in  size,  the 
warehouse  is  built  on  NCR's  Teradata 
database  and  includes  NCR  hardware, 
TeraMiner  data  mining  software, 
Tpump  load  utility  and  services. 

MatchLogic  Inc.  is  the  leading 
online  data-driven  marketing  solutions 
company.  Founded  in  1996,  the  West- 
minster, Colo.-based  company  offers 
marketers  comprehensive  CRM  solu- 
tions, targeted  third-party  advertising 
services,  acquisition  marketing,  cam- 
paign optimization  tools,  database 
management  and  analysis. 

NCR  Corporation  (NYSE:  NCR)  is  a 
recognized  world  leader  in  providing 
relationship  technology  solutions  for 
the  retail,  financial,  communications, 
travel  and  transportation  and  insur- 
ance markets.  NCR's  relationship 
technology  solutions  include  store 
automation,  ATMs  and  privacy- 
enabled  Teradata  warehouses.  The 
company's  business  solutions  are 
built  on  its  long-established  industry 
knowledge  and  consulting  expertise, 
value-adding  software,  global  cus- 
tomer support  services,  complete 
line  of  consumable  and  media  prod- 
ucts and  leading-edge  hardware 
technology.  ■ 


I 
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HighJump  Software  Focuses  on 
Supply  Chain,  E-Fuffiilment  Solutions 


2000  has  been  a  busy  year  for  Eden 
Prairie,  Minnesota-based  HighJump 
Software.  In  February,  the  company 
introduced  e-Fulfillment  Advantage™ , 
a  Web-based  supply  chain  execution 
solution  designed  to  meet  the  specif- 
ic needs  of  e-businesses.  In  July,  the 
company  changed  its  name  from  Data 
Collection  Systems  —  reflecting  its 
focus  on  delivering  high-performing 
solutions  for  fast-moving,  e-commerce 
fulfillment  business.  That  same 
month,  HighJump  received  $8.5  mil- 
lion in  venture  funding  from  St.  Paul 
Venture  Capital  and  Upper  Lakes  Cap- 
ital Management,  the  first  outside 
investment  for  the  company. 

And  there's  more.  In  August,  High- 
Jump  released  e-Fulfillment  Advan- 
tage™ version  2.0,  which  adds  two 
modules  —  Advantage  Source  and 
Advantage  Dashboard  —  to  the  com- 
pany's existing  Warehouse  Advan- 
tage® Advantage  Link  and  Web-based 
Customer  Service  Advantage  compo- 
nents. Together,  these  flexible,  adapt- 
able modules  comprise  a  complete 
applications  suite  that  addresses 
the  unique  supply  chain  requirements 
of  e-businesses  and  dramatically 
improves  customer  service  while 
decreasing  fulfillment  costs. 

"It's  been  an  exciting  year,"  says 
Christopher  D.  Heim,  president  and 
chief  executive  officer  of  HighJump 
Software  since  1997,  when  he  over- 
saw the  successful  introduction  of 
Warehouse  Advantage,  the  first  Web- 
enabled  warehouse  management 
product  on  the  market  and  one  of 
the  company's  core  products.  "The 


name  change  reinforces  the  fact  that 
we're  doing  much  more  than  data 
collection  systems  and  really  focus- 
ing on  total  supply  chain  execution 
for  e-commerce." 

Making  the  jump  from  providing 
warehouse  management  systems  for 
mid-sized  companies  to  supplying 
broader,  Web-enabled  e-fulfillment  and 
supply  chain  solutions  to  companies  of 
all  sizes  was  the  outgrowth  of  simply 
watching  the  market,  Heim  says. 

"We  could  see  that  companies 
were  spending  a  ton  of  money  on 
building  Web  sites  and  marketing  to 
drive  people  to  those  sites  but  that 
no  one  was  paying  much  attention  to 
what  happens  once  you  get  the 
order,"  Heim  says.  "As  a  result, 
there  just  wasn't  enough  back-end 
infrastructure  built  to  support  real  e- 
commerce  on  a  serious  scale.  We 
saw  this  as  an  opportunity  and  when 
disasters  started  happening,  as  we 
knew  they  would,  we  were  ready  to 
deliver  a  solution." 

HighJump  Software's  latest  piece 
of  good  news:  e-Fulfillment  Advan- 
tage™ version  2.0  is  now  available 
in  an  ASP  model  powered  by  Exodus 
Communications™,  Inc.,  a  leader  in 
complex  Internet  hosting  and  man- 
aged services. 

"We  wanted  to  allow  those  cus- 
tomers who  prefer  an  ASP  solution 
to  focus  on  their  core  competencies 
and  benefit  from  our  industry-leading 
fulfillment  solutions,  without  the 
resource  demands  and  related  costs 
of  implementing  and  maintaining  the 
software  in-house,"  Heim  says.  ■ 
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SuccessTor  Whom? 


School  reform  is  now  a  big  enough  business 
to  inspire  bitter  squabbles  among  advocates. 
Take  the  case  of  Success  for  All,  a  program 
with  powerful  support.  Maybe  too  powerful. 


BY  SETH  LUBOVE 

MUDSLINGING."  "SELF-SERVING 
misrepresentations,  selective 
uses  of  data,  wild  speculation 
and  outright  slander."  A  sound  bite 
from  the  fall  campaign  season?  No,  just 
a  few  choice  flames  from  the  response 
by  Robert  Slavin  to  criticism  of  his  Suc- 
cess for  All  school  reform  reading  pro- 
gram, the  most  widespread  of  its  type. 
Politics  is  tame  compared  with  an  acad- 
emic whose  integrity  is  questioned. 

Like  politics,  school  reform  breeds 
sinister  conspiracy  theories.  This  one 
reaches  to  the  top  of  the  Clinton  Ad- 
ministration's Department  of  Educa- 
tion, which  Slavin's  foes  accuse  of  being 
a  part  of  an  incestuous  cabal  of  bureau- 
crats, politicians  and  businesses. 

"Slavin  is  the  Bill  Gates  of  educa- 


tion," intones  Slavin's  nemesis,  Univer- 
sity of  Arizona  Associate  Professor 
Stanley  Pogrow,  whose  attacks  sparked 
the  outburst  from  Slavin  and  his  wife, 
Nancy  Madden,  who  helps  run  the 
nonprofit  Success  for  All  from  their 
base  at  Johns  Hopkins  University. 

Maybe  that  comparison  to  Gates  is 
a  compliment,  maybe  not.  But  there's 
no  arguing  that  Slavin  has  become  a 
lightning  rod  in  the  school  reform  de- 
bate. In  the  opposition  camp  are  aca- 
demics, including  Pogrow,  who  peddles 
his  own  reform  program  that  he  claims 
has  been  stiffed  out  of  public  funding 
by  Slavin  and  his  small  army  of  allies.  In 
the  same  corner  is  Lightspan,  an  up- 
start publicly  held  company  backed  by 
John  Malone's  Liberty  Digital,  Kleiner 
Perkins  Caufield  &  Byers  and  Mi- 


Not  playing  games:  Lightspan's  John  Kerna 
also  offers  federal  fix  for  broken  schools. 

crosoft.  The  company  has  found  itse 
on  the  receiving  end  of  a  mysterioij 
campaign  that  questions  its  worthineg 
to  receive  the  same  federal  reforrj 
money  as  Slavin. 

What  Slavin  can't  dispute  is  that  h 
has  some  powerful  friends,  who  hav 
collectively  made  his  program  the  d 
facto  choice  among  schools  that  want  t 
lap  up  some  of  the  thick  gravy  the  gov 
ernment  pours  on  reform  efforts  via  thl 
$8.5  billion  Title  I  program.  Anion 
them  are  Representatives  David  Obeycj 
Wisconsin  and  John  Porter  of  Illinoii 
whose  1997  law  set  aside  at  least  $14 
million  in  federal  funding  a  year  ($22' 
million  this  year)  to  benefit  experiment 
tal  reform  efforts,  and  who  all  but  da 
creed  that  Slavin  would  receive  the  lionl 
share  by  naming  his  program  in  th 
original  legislation. 

On  the  Senate  side,  Republical 
Richard  Lugar  of  Indiana  has  becomj 
Slavin's  booster.  Much  of  the  federal 
money  funnels  through  schools  to  pa) 
for  Slavin's  basic  fees  of  as  much  a 
$85,000  per  school  per  year  (excludinj 
teachers'  salaries  and  other  expenses),  al 
of  which  added  up  to  revenues  last  fiscal 
year  of  $62  million — almost  double  thj 
year  before. 

Slavin  also  gets  help  from — and 
helps — the  private  sector.  Edisoij 
Schools,  the  publicly  traded  school 
management  outfit,  has  adopted  Sue 
cess  for  All  as  its' primary  reading  pro 
gram.  Another  private  firm,  Educatioij 
Partners  of  San  Francisco,  until  recentlj 
handled  some  of  the  training  for  trM 
program  and  printed  all  of  the  associ 
ated  reading  materials.  Teachers 
unions  are  big  fans,  too. 

But  Slavin's  biggest  cheerleader  ii 
the  prominent  public-private  school  re- 
form effort,  New  American  Schools.  In- 
spired in  1991  by  former  Xerox  chair- 
man David  Kearns  before  he  served  as; 
deputy  secretary  of  education,  Newl 
American  Schools  is  the  biggest  propon 
nent  of  comprehensive  school  refornij 
an  education  philosophy  that  insists 
schools  are  best  reformed  from  the  top 
down.  That  federalist  philosophy  stands 
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:  )losive  changes  in  communications  promise  infinite 
;  ential  for  business  success.  For  growth  and  expansion. 
:  increased  efficiencies  and  new  capabilities.  We 
cognize  this  is  an  opportunity.  Not  only  to  transform  the 
)  Da!  communications  landscape.  But  also  to  help  our 
;  tomers  redefine  their  business  through  fully  integrated  IP- 
!  en  solutions.  AT&T,  in  cooperation  with  Concert,  is  a 
:  verful  combination  of  global  expertise  and  local 
i  erience  ready  to  make  this  happen.  Today,  Concert's 
)  Dal  network  delivers  innovative  services  with  seamless 
ijnectivity  in  147  countries.  Together,  we  are  delivering 


simplified  solutions  to  complex  business  needs  through  a 
range  of  IP-driven  solutions,  from  easy-to-implement, 
cost-effective  services,  to  comprehensive  corporate  IP 
infrastructures.  Put  simply,  we  are  redefining  business 
communications  value  and  efficiency.  For  multinationals  with 
complex  global  needs,  to  smaller  companies  with  global 
aspirations.  The  communications  revolution  is  underway,  and, 
together,  we  will  make  sure  your  company  is  on  the  winning 
side.  To  find  out  more,  visit  www.att.com/ipservices  or 
call  1-800-288-3199,  dept.  12.  Discover  how  AT&T  and 
Concert  can  take  your  business  to  the  nth  degree. 


$  Taking  your  business  to  the  £0'"  degree. 


coQcert 


IEFORM 

in  contrast  to  the  decentralized  think- 
ing of  Lightspan,  which  believes  that 
teachers,  principals  and  school  boards 
can  run  schools  better  than  can  bureau- 
crats in  Washington. 

New  American  takes  credit  for  get- 
ting the  Obey-Porter  bill  passed,  and 
has  since  set  up  a  venture  capital  arm  to 
fund  more  reform  schemes.  Although 
New  American  Schools  ostensibly  ar- 
gues for  several  comprehensive  school 
reform  programs,  Slavin  is  by  far  the 
biggest  beneficiary. 

"They  [Success  for  All]  are  damned 
good,"  says  New  American  Schools'  re- 
cently departed  president,  Donald 
Feuerstein,  who's  otherwise  known  for 


scores  in  several  schools  in  Memphis 
and  elsewhere.  But  not  only  was  some 
of  Ross'  early  research  funded  by 
Slavin,  it  turns  out  that  Ross  oversees  a 
unit  of  the  University  of  Memphis  that 
runs  a  side  business  as  the  regional 
training  center  for  Success  for  All. 

Ross  claims  that  he  has  since 
stopped  doing  any  research  on  behalf 
of  Slavin  (though  Slavin  continues  to 
cite  Ross'  earlier  work),  and  that 
Pogrow,  who  accuses  Ross  of  fudging 
his  numbers,  is  "frustrated"  and  has 
"professional  jealousy"  because  of 
Slavin's  success.  "He  seems  to  feel 
Slavin  and  this  vast  conspiracy  of  col- 
laborators get  more  than  their  fair  share 


"I  can  understand  why  someone  has  a 
philosophical  problem  with  it  being  too 
scripted.  But  taking  on  the  research..." 


being  ousted  as  Salomon  Brothers'  gen- 
eral counsel  in  the  wake  of  the  firm's 
1991  Treasury-bond  scandal.  "They 
have  been  very  successful  in  terms  of 
doing  what  they're  supposed  to  do,  and 
there's  a  large  body  of  evaluation  and 
research  which  shows  they  are  successful 
at  it.  Not  perfect.  Successful." 

In  fact,  it's  that  "body  of  evaluation 
and  research"  that  is  the  focus  of  the 
debate.  Though  Slavin  and  his  support- 
ers bitterly  deny  it,  Pogrow  and  other 
critics  complain  that  much  of  the 
analysis  that  buttresses  Success  for  All's 
claims  of  improving  reading  scores  was 
conducted  by  researchers  tied  to  Slavin. 
That  disputed  research,  in  turn,  has 
been  brandished  time  and  again  as  the 
supporting  evidence  backing  up  the 
program  as  the  overwhelming  choice 
among  schools  and  the  educrats  who 
direct  spending  to  problem  schools. 

Consider  the  role  played  by  Steven 
Ross  of  the  University  of  Memphis. 
Ross  was  one  of  the  academic  experts 
who  avidly  flogged  Slavin's  program  to 
the  floundering  Memphis  public  school 
system.  He  also  presents  himself  as  a 
leader  of  an  independent  evaluation 
team  that  concluded  Slavin's  program 
was  working  to  boost  students'  reading 


of  funding,"  Ross  snaps. 

Include  University  of  Wisconsin- 
Madison  professor  Allan  Odden,  a  na- 
tional expert  in  the  field  of  educational 
finances,  among  those  accused  collabo- 
rators. The  New  Jersey  Supreme  Court 
used  his  recommendations  as  a  Special 
Master  in  1997  when  it  decided  to  im- 
pose Slavin's  program  on  several  of  the 
most  troubled  school  districts  across 
the  state,  creating  an  overnight  windfall 
for  Success  for  All.  But  Odden  isn't  ex- 
actly a  disinterested  party.  A  proponent 
of  the  kind  of  comprehensive  school  re- 
form that  is  represented  by  Success  for 
All,  Odden  has  also  done  research  and 
consulted  on  behalf  of  New  American 
Schools,  Slavin's  biggest  protector. 

Odden  thinks  the  criticism  of  Slavin 
is  unwarranted.  "It  is  the  most  heavily 
researched  school  design  in  the  coun- 
try. It's  true  Bob  has  done  a  lot  of  it,  but 
that's  because  nobody  else  has." 

If  there's  any  incestuousness,  Slavin 
doesn't  see  it.  He  blames  the  contro- 
versy on  "ad  hominem"  attacks,  specif- 
ically in  Phi  Delta  Kappan,  a  respected 
monthly  that  has  published  several  arti- 
cles critical  of  Slavin's  methodology 
(inspiring  a  windy — government  fund- 
ed— rebuttal  from  Slavin  and  others 


from  his  supporters).  "I  find  it  kind  a 
amazing  that  this  criticism  gets  going, 
he  huffs.  "There  is  nothing  that  has  evQ 
been  as  thoroughly  researched  as  Suq 
cess  for  All  by  as  many  people  on  a| 
many  measures.  I  can  understand  wh' 
someone  has  a  philosophical  problen 
with  it  being  too  scripted.  But  taking  01 
the  research  can't  be  sustained." 

Slavin  has  long  defended  Success  fo 
All's  regimentation  and  in  fact  takes 
certain  pride  in  it  as  being  a  big  reasoi 
behind  the  program's  arguable  succes 
Teachers  who  buy  into  the  program  (i 


Head  of  the  class:  Robert  Slavin,  pick  of  New 
American  Schools  lobby,  muscles  the  field. 

has  to  be  approved  by  80%  of  the  fac 
ulty)  must  follow  the  phonics-heavi 
materials  and  scripts  to  the  word! 
minute  by  minute.  When  the  prograni 
has  gone  awry  in  places  such  as  Miami 
and  Slavin's  home  city  of  Baltimore 
Slavin  blames  it  on  schools  and  princii 
pals  who  either  decided  to  veer  frorri 
the  script  or  lost  interest. 

"The  program  is  very  explicit,  nq 
question  about  it,"  Slavin  says.  "We're 
working  with  schools  with  huge  rangej 
of  teachers,  some  great  and  some  not 
or  brand  new  or  transferred  in.  We're 
trying  to  achieve  success  for  every  chile 
and  don't  want  a  teacher  to  say  the) 
have  a  different  way  of  doing  things 
and  it's  a  terrible  way." 

But  there's  a  a  darker  side  to  the 
program's  regimentation,  or  so  says 
Georgia  Hedrick,  a  37-year  teaching 
veteran.  Hedrick  says  she  took  early  re 
tirement  in  1998  from  her  Reno,  Nevi 
school  district  rather  than  submit  to  the 
"mechanical  factory  approach"  of  Sue 
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:ess  for  All.  "I  was  in  a  state  of  tears  and 
breakdown,"  she  hisses.  Hedrick  didn't 
jet  mad,  she  got  even.  Working  with 
mother  disgruntled  teacher,  Fred  B. 
Roemer  of  Florida,  she  created  a  Web 
iite,  www.alt-sfa.com,  that  has  become 
i  repository  of  complaints  about  Suc- 
:ess  for  All  and  gossip  about  Slavin.  To 
support  the  site,  Hedrick  hawks  T  shirts 
[$15),  coffee  mugs  ($13)  and  mouse 
?ads  ($13)  featuring  the  "SFA"  logo 
:rossed  by  a  red  slash. 

Slavin  says  he  checked  up  on 
Tedrick  and  claims  she  overstates  the 
imount  of  dissent  at  her  school.  "I 
alked  to  her  principal,  and  she  was  the 
)nly  one  who  didn't  like  the  program," 
tte  says.  "She  was  near  retirement,  then 
ihis  came  in  and  she  was  miserable.  But 
he  represents  an  idiosyncratic  view.  I 
an't  please  50,000  teachers." 

Apparently  Slavin  and  his  partners 
it  New  American  Schools  have  a  habit 
)f  checking  up  on  their  critics  and  com- 
>etitors.  Lightspan  officials  were 
hocked  to  come  across  a  copy  of  a  sur- 


vey, conducted  in  September  by  Boston 
consulting  firm  Parthenon  Group  on 
behalf  of  New  American  Schools,  whose 
intent  was  to  query  schools  about  why 
they  chose  Lightspan.  The  survey  asks 
pointed  questions  about  whether 
Lightspan  has  had  any  impact  on  test 
scores,  and  whether  it  matters  if  "the 
provider  of  school  reform  programs  is  a 
for-profit  versus  a  nonprofit  organiza- 
tion?" New  American  Schools'  flack 
(also  shared  with  Slavin)  dismisses  the 
survey  as  "a  quality  assurance  and  con- 
tinuous improvement  tool." 

"They  seem  to  be  saying  they  find 
fault  with  what  we're  doing,"  says 
Lightspan's  cofounder,  John  Kernan. 
Kernan  noticed  the  criticism  from 
Slavin  and  New  American  Schools 
began  earlier  this  year  when  his  com- 
pany became  a  large  recipient  of  the 
Obey-Porter  funds,  albeit  a  distant 
third  from  the  leading  money  getter: 
Slavin.  In  contrast  to  Success  for  All's 
mostly  low-tech  program,  Lightspan 
uses  a  combination  of  Internet  access 


and  Sony  PlayStation  d 
test  scores. 

"It  might  relate  to  our  grassroots  ap- 
proach," speculates  Kernan,  formerly 
the  head  of  Jostens'  educational  soft- 
ware division.  "They  work  more  from 
the  Washington  top-down  deployment. 
I  just  wish  they'd  go  about  their  business 
and  leave  us  alone."  Kernan,  feeling  a  lit- 
tle beleaguered  with  Lightspan's  stock 
down  90%  from  its  52-week  high,  bris- 
tles at  another  New  American  Schools' 
initiative  that  will  set  "quality  standards" 
for  reform  projects,  presumably  to  the 
benefit  of  Success  for  All. 

Slavin  downplays  the  conflict  as  a 
misperception  about  spending  priori- 
ties. If  the  Obey-Porter  money  is  sup- 
posed to  be  for  comprehensive  school 
reform  projects,  why  are  other  types  of 
programs  getting  money? 

"I  don't  know  enough  about  re- 
search on  Lightspan  to  say  one  thing  or 
another,"  shrugs  Slavin.  "It's  just  odd  it's 
being  funded  by  comprehensive  school 
reform  demonstration  money."  F 


"EARNING  THE  CFA  CHARTER 
HAS  MADE  ME  MORE  EFFECTIVE  AS  AN 

INVESTMENT  PROFESSIONAL.  -John  C.  Bogle  Jr.,  CFA 


Around  the  world,  investment  professionals  and  investors  alike  recognize  the 
value  of  the  Chartered  Financial  Analyst™  (CFA)  designation.  CFA  charterholders 
must  master  a  rigorous  curriculum  and  commit  to  uphold  the  highest 
professional  standards  in  the  industry.  In  addition,  the  Association 
for  Investment  Management  and  Research  (AIMR)  provides  CFA 
charterholders  with  information  on  the  latest  developments  so  they 
will  be  able  to  make  more  informed  investment  decisions.  That  can 
prove  quite  valuable  for  investors.  Whether  you're  looking  to  invest  for  yourself  or 
on  behalf  of  your  organization,  choose  an  investment  professional  who  has  earned 
the  globally  recognized  standard  of  excellence.  Choose  a  CFA  charterholder. 


John  C.  Bogle  Jr.,  CFA 
Chief  Executive  Officer 
Bogle  Investment  Management 
Wellesley  Hills,  Mass.,  USA 
CFA  charterholder  since  1 990 


800-247-8132  •  804-951-5499  •  www.aimr.org 


SETTING  A  HIGHER  STANDARD  FOR  INVESTMENT  PROFESSIONALS  WORLDWIDE' 


The  compact  Acer  SO 
For  more  Innovalue  Product  ! 
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Mbps  dual-speed  network. 

I-Ma i I :  mitnews@cetra.org.tw 
Fax:  886-2-2723-5497 


lnnovalueSM  gives  you 
added  value  through  innovation. 
That's  the  Taiwan  Advantage. 

You've  just  moved  into  new  offices:  24  employees, 
24  computers,  24  needs  to  exchange  files  and  access  the  Internet. 
No  problem.  Acer  Netxus  has  just  introduced 

the  Acer  SOHO  Series,  a  network  system 
no  bigger  than  a  breadbox.  Flexible,  stackable, 
Acer's  dual-speed  Fast  Ethernet  hubs  and  switches 
let  your  system  expand  as  you  expand. 
Better  yet.  Through  clever  circuit  and  fabrication  design, 
ACER  has  created  another  Innovalue  product. 
You'll  find  Innovalue  in  many  IT  products  from  Taiwan: 
LEO's  function-filled  Palm-sized  PC.  Twinhead's 
ultra-slim  notebooks.  And  in  other  product  areas,  including  yours. 
To  learn  more,  reach  us  by  fax  or  E-Mail. 
See  us  at  the  CETRA  booth  at  CeBIT,  Computex,  Comdex. 
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Call  it  what  you  will:  a  tsunami  or  an  oversold  hype  machine.  There  is  no  denying  that  the  Internet  changes  everything.  To  witnei 
its  harsher  effects,  check  out  these  three  tales  of  established  firms  with  a  lot  to  lose  from  the  Web's  onset.  Hanover  Direct  got  onliA 
early  but  found  the  going  costlier  than  planned;  Western  Union  was  slow  to  find  the  Web  and  is  now  struggling  to  catch  up  wit\ 
new  rivals;  Bell  &  Howell  is  still  learning  how  to  straddle  new  digital  ventures  without  sacrificing  yesterday  s  businesses. 

Seeking  Deliverance 

Hanover  Direct  has  transformed  its  old-line  catalog  business  to  embrace  the  Web— but 
all  Wall  Street  sees  is  red  ink.  I  by  brett  nelson 


RAKESH  KAUL  HAS  AN  ENVIABLE 
view  from  his  corner  office  at 
Weehawken,  N.J.-based  Han- 
over Direct,  one  of  the  nation's 
largest  catalog  companies,  with 
$550  million  in  sales.  Across  the  Hudson 
River,  Manhattan  towers  stand  like  sen- 
tries in  the  morning  haze.  But  lurking 
within  that  pretty  cityscape  is  Kaul's 
nemesis:  Wall  Street. 

At  31  cents  a  share,  down  90%  this 
year  and  a  sliver  of  its  high  17  years  ago, 
Hanover  stock  costs  less  than  a  cup  of 
coffee.  The  catalog  business  has  always 
been  tough,  with  5%  to  7%  operating 
margins  and  steep  costs  for  labor  and 
publishing,  and  Hanover  has  run  losses 
in  the  past  few  years.  The  rise  of  the  Web 
threatened  to  make  things  even  tougher. 

"The  Internet  was  like  a  tsunami," 
says  Kaul,  a  soft-spoken  49-year-old. 
"There  wasn't  one  aspect  of  our  business 
that  wasn't  threatened  by  it." 

So  he  countered  early,  launching  an 
aggressive  Web  strategy  three  years  ago, 
before  many  companies  had  even  ad- 
dressed the  Internet.  He  put  his  catalogs 
online,  a  stable  of  14  titles  including 
Gump's  and  the  Company  Store.  Web- 
based  sales  could  reap  an  extra  $45  mil- 
lion this  year.  He  also  hatched  an  Internet 
services  division,  anchored  by  a  "third- 
party  fulfillment"  unit  called  Keystone, 
which  processes  and  ships  orders  for  on- 
line retailers.  It  will  bring  in  $25  million 
in  new  revenue  this  year. 

Investors  have  shown  their  apprecia- 
tion for  his  foresight  by  whacking  the 
stock  further.  "Wall  Street  didn't  care," 
Kaul  says. 


RAKESH  KAUL     Don't  jump!  His  early  and 

with  great  fanfare  by  investors,  but  a  recovery 


aggressive  Web  strategy  was  not  met 
may  be  a  stone's  throw  away. 
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It's  easy  to  take  the  lead  in  the  IT  business  when  you  start  with  all  the  advantages 

With  an  advanced  telecommunications  infrastructure  arid  the  highest  concentration  of  professional  and  technical  workers  in  the 
country,  Maryland  is  building  momentum  for  high-tech  business.  Here  you'll  find  sites  wired  with  digital  technology  applications 
and  enhanced  fiber  optics  networks,  right  down  the  road  from  dozens  of  federal  R&D  laboratories.  That's  why  our 
region  is  home  to  the  nation's  greatest  number  of  technology  firms  outside  of  Silicon  Valley.  Then  again,  maybe  it's 
the  Chesapeake  Bay  seafood  they're  coming  for.  Or  our  major  league  sports.  Or  even  the  chance  to  play  on  one  of. 
our  200  area  golf  courses.  , 


_         .1=^11,1.-.  „m, 

Maryland 


business@work 

To  find  out  more,  call  1  -888-CHOOSE-MD  or  visit  us  at  www.choosemaryland.org  |  Parris  N.  Glendening,  Governor  |  Kathleen  Kennedy  Townsend,  Lieutenant  Governor 
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SURVIVING  THE  WEB  HANOVER 


Wall  Street  wants  earnings, 
and  in  three  years  Kaul  has  spent 
an  estimated  $120  million  to 
turn  Hanover  from  an  old-line 
direct  marketer  into  a  force  on 
the  Web.  In  the  meantime 
Hanover  lost  $26  million  in  1998 
and  $16  million  in  1999.  It  con- 
tinues to  mail  out  250  million 
copies  of  its  catalogs  every  year. 

A  trained  problem  solver, 
Kaul  studied  electrical  engineer- 
ing in  India  and  discovered  a 
passion  for  direct  marketing  in 
business  school  at  the  University 
of  Chicago.  After  building  brands 
for  12  years  at  Norton  Simon,  he 
helped  turn  around  Shaklee's 
Harry  &  David  gourmet-food 
subsidiary.  In  1991  he  went  to 
Fingerhut,  a  cataloger  now 
owned  by  Federated  Department 
Stores.  In  1996  he  joined 
Hanover  as  chief  executive. 

The  firm  had  started  out  in 
1934  as  Hanover  House  Indus- 
tries, then  was  sold  in  1972  to 
conglomerate  Horn  &  Hardart,  a 
casino  owner  and  operator  of 
the  Automat  restaurants.  It  was 
reborn  as  Hanover  Direct  in 
1993  and  later  picked  up  ven- 
erable brands  like  Gump's 
(founded  in  1861). 

When  Kaul  arrived,  Hanover,  with 
3,000  employees  and  23  catalogs,  had  just 
lost  $104  million  on  $700  million  in  sales. 
He  immediately  shed  six  ailing  titles,  con- 
solidated four  computer  platforms  and 
five  databases  into  one  system  and 
crammed  a  handful  of  shipping  centers 
into  a  530,000-square-foot  warehouse  in 
Roanoke,  Va. 

Then  came  the  Web.  Predatory  pric- 
ing undermined  even  established  brands. 
New  ventures  used  stock  options  to  lure 
away  skilled  staff,  including  Hanover's 
vice  president  of  Internet  commerce. 
Says  Kaul:  "If  we  had  been  geographi- 
cally close  to  Palo  Alto,  we'd  be  dead." 

He  responded  in  1997  by  putting  cat- 
alogs online,  one  by  one.  At  first  the  sites 
couldn't  take  customer  orders;  Kaul  was 
moving  cautiously.  Investors  faintly  ap- 


Hanover  Direct 


Revenues  Profits  Stock  price 

Kaul  shed  sick  catalogs  and  cut  costs  to  chase  profits.  But  his  Web  investments  were  huge,  and  the  stock  suffers. 
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Moving  them  by  the  dozen:  Mundane  contract 
shipping  may  give  Hanover  an  edge  on  the  Web. 


plauded,  driving  the  stock  to  $3.50  from 
less  than  a  buck  in  April  1997.  It  wasn't 
until  the  fall  of  1998  that  most  of  the 
Web  sites  could  take  orders. 

Then  Kaul  took  a  new  tack:  Hanover 
already  handled  packing  and  shipping 
for  millions  of  individual  accounts  for  all 
of  its  catalogs — why  not  handle  "pick, 
pack  'n'  ship"  for  Web  sites?  In  June  1998 
he  launched  Keystone  Internet  Services 
to  grab  a  chunk  of  the  fulfillment  market, 
expected  to  grow  to  $6  billion  in  2003 
from  $260  million  last  year.  Unim- 
pressed, Wall  Street  sent  the  shares  back 
to  $2  over  the  next  four  months. 

Keystone  handles  everything  from 
designing  and  building  Web  sites  to  pro- 
cessing and  shipping  orders  for  31  cus- 
tomers including  Dress  Barn,  Oxygen 
Media,    Fogdog    Sports — and  the 


Hanover  catalogs.  Kaul  hopes  sales  w 
hit  $25  million  this  year,  up  from  $ 
million  in  1999. 

One  kink:  Running  a  generic  war 
house  is  hard  when  your  customers  c; 
barely  forecast  demand.  In  July  19c 
KBkids.com,  Keystone's  biggest  clier 
swamped  the  Roanoke  facility  (which ; 
ready  served  ten  catalogs)  with  twice 
much  inventory  as  it  could  handle,  for 
ing  Hanover  to  lease  five  more  war 
houses.  To  survive  the  holidays,  Hanov 
doubled  its  shipping  crew  to  1,200  ai 
was  so  short-staffed  it  enlisted  one  of 
top  executives  to  run  the  overnight  shi 

But  actual  demand  for  KB  goods  f 
far  short.  Boxes  of  unsold  toys  lay  ever 
where.  Michael  Wagner,  KB's  chief  opt 
ating  officer,  confirmed  the  poor  foreca 
but  after  working  15-hour  days 
Roanoke  throughout  December, 
maintains  Hanover's  "warehouse  was  n 
set  up  as  efficiently  as  it  could  have  be<| 
for  our  product."  Hanover  deliver' 
99.8%  of  those  orders,  about  $25  millii 
worth,  on  time  for  Christmas,  but  lc 
money  on  the  account.  KB  will  do  its  ov 
fulfillment  this  holiday  season. 

Kaul's  strategy  is  an  expensive  or 
He  added  nearly  40  people  in  sales  ai 
customer  relations  to  support  Keystor 
He  also  increased  the  number  of  seats 
his  three  U.S.  call  centers  by  60%  to  5$ 
(Each  seat  costs  $10,000  to  equip;  oper 
tors  get  paid  $9  an  hour.)  He  also  cor 
mitted  nearly  $30  million  to  double  wai 
house  capacity  to  2  million  square  feel 

Result:  For  the  six  months  end 
lune  24  Hanover  lost  $27  million  on  rq 
enues  of  $274  million  (versus  a  loss 


218     FORBES"  November  13,  2000 


If  gnats  had  wheels, 
re'd  make  the  bearings 


leTimken  Company  and  its  subsidiaries  make  and 
rvice  bearings  that  weigh  half  an  ounce.  And  bearings 
at  weigh  nine  tons.  Wherever  wheels  or  shafts  turn, 
Dm  disk  drives  to  drilling  rigs,  from  dental  drills  to 
lling  mills, Timken  precision  improves  performance. 

p  LEARN  MORE  ABOUT  THE  TIMKEN  COMPANY  CALL  330-471-3820  OR  VISIT  WWW.TIMKEN.COM. 
jMKEN  IS  THE  REGISTERED  TRADEMARK  OF  THE  TIMKEN  COMPANY  (NYSE:  TKR). 
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WORLDWIDE  LEADER  IN  B 


The  Internet  has  given  birth  to  a  new  generation. 


A  generation  that  was  born  digital.  A  generation  that's  as  comfortable  with 


bits  and  bytes  as  their  forefathers  were  with  pen  and  paper.  A  generation  that 


believes  technology  can  change  the  world. 


At  WorldCom,SM  we  understand  those  people  because  we  are  those  people. 


We  get  a  childlike  thrill  out  of  introducing  companies  to  the  wonders  of  global 
hosting,  VPNsi and  web-enabled  call  centers.  Which  means  we  get  to  turn  brick- 
and-mortar  businesses  into  click-and-mortar  ones. 

It's  a  whole  new  playground  out  there.  And  if  you  ask  us,  the  more,  the  merrier. 
For  more  details,  visit  us  at  www.wcom.com/generationd. 
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SURVIVING  THE  WEB     HANOVER    WESTERN  UNION 


$  1 0  million  on  $259  million  a  year  ear- 
lier). The  core  catalog  business,  account- 
ing for  95%  of  revenue,  is  finally  prof- 
itable, but  Keystone's  $25  million  in  sales 
this  year  will  probably  cost  Kaul  twice 
that  amount. 

The  good  news  is  the  heavy  outlays 


are  just  about  over,  and  KauPs  strategy  is 
starting  to  pay  off.  In  three  years  the  total 
number  of  customers  who  have  bought 
from  Hanover  has  jumped  35%  to  25 
million.  This  year  23%  of  new  customers 
will  buy  via  the  Web.  Keystone  has  just 
inked  a  deal  to  ship  Sony's  new  PlaySta- 


tion 2  videogame  system — just  in  tirrj 
for  the  holidays.  But  until  Kaul  can  mat 
believers  of  those  guys  on  the  other  sicj 
of  the  Hudson,  he'll  have  to  settle  for 
$70  million  market  cap  and  a  little  ph 
losophy.  His  mantra:  "The  road  t 
innovation  is  never  smooth."  I 


Down  to  the  Wire 

Western  Union's  money-transfer  service  is  the  last  viable 
remnant  of  a  legendary  past.  Will  the  Web  send  it  the  way 
of  the  Pony  Express?  |  by  nicole  ridgway 


ALAN  SILBERSTEIN  Western  Union's  chief  executive  officer  is  taking  the  company 
from  the  frontier  days  to  the  digital  age.  Now  he  wants  consumers  to  pony-up  online. 


WESTERN  UNION  CHANGE] 
America  150  years  ago  with  i 
coast-to-coast  telegraph  sei 
vice,  but  ever  since,  it  has  been  a  corr 
pany  of  lost  opportunities.  Lore  has 
that  in  1876  Western  Union  turne 
down  Alexander  Graham  Bell's  offe 
to  sell  his  patent  for  the  telephone;  h 
figured  the  phone  might  be  a  gre< 
way  to  let  loved  ones  know  a  telegrar 
was  on  the  way. 

Later,  early  shots  at  the  technologic 
behind  the  fax  machine  and  the  ce 
phone  went  nowhere.  "There  were  a  lo 
of  bad  bets  made  over  the  years,"  sa)| 
Alan  Silberstein,  chief  executive.  Noi 
Western  Union,  which  still  relies  oi 
money  transfers  for  most  of  its  profii 
faces  perhaps  its  biggest  challeng 
ever — surviving  the  Web.  This  time,  h 
vows,  the  company  won't  miss  out. 

Yet  Western  Union  is  arriving  late  t 
the  online  rush.  Except  for  a  merely  ir 
formational  Web  site  erected  in  199S 
Western  Union  has  been  largely  idle- 
until  now.  In  recent  months  the  corn 
pany  has  added  cash-transfer  services  t 
its  Web  site,  westernunion.com.  It  als 
has  launched  a  separate  Web  site  calle 
moneyzap.com  (for  digital  cash  tran; 
fers)  and  is  entering  partnerships  wit 
online-  lender  LendingTree  and  othei 
to  expand  its  online  financial  services. 

The  question  is  whether  it  will  b 
too  little  too  late.  Western  Unio 
executives  defend  their  belated  fora 
into  the  Web  by  noting  that  mos 
of  its  customers  can't  easily  afford  Ir 
ternet  access,  let  alone  the  bank  ac 
counts  or  credit  cards  needed  for  on 
line  transactions.  But  it  also  ha 
dawned  on  them  that  a  whole  ne1 
market  beckons  online.  Upscale  cus 
tomers  are  suddenly  new  prospect: 
and  more  lower-income  people  an 
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Here's  to  being  first.  Here's  to  lef 

ding.  Here's  to  altering  the  face 

m 

of  business  by  revolutionizing  ev< 

rv  single  facet  of  your  company. 

marchFIRST 

marchFIRST.com 

A  new  wo 

r!d.  A  new  way. 

SURV I VJMI1 J H£  WE B    W ESTERN  UNION 


going  online. 

Earlier  this  year  Western  Union  got 
a  jarring  glimpse  of  the  threat  and  op- 
portunities posed  by  the  Web.  Execu- 
tives were  less  than  pleased  to  hear  of 
a  "Western  Union  of  the  Internet" — a 
tiny  outfit  named  PayPal,  which  has 
4  million  customers  for  its  digital  pay- 
ment and  debit  system. 

"We  thought  we  were  the  Western 
Union  of  the  Internet,"  says  Henry 
(Ric)  Duques,  chief  executive  of  West- 
ern Union's  parent,  First  Data  Corp., 
which  gained  control  of  the  telegra- 
pher in  1995  after  buying  its  previous 
owner,  First  Financial  Management. 

Early  this  year  Western  Union  shook 
off  its  digital  apathy  and  began  plotting 
a  Web  strategy.  It  aimed  to  build  on  its 
dominant  85%  market  share  in  a  highly 
profitable,  old-world  business.  Western 
Union  has  been  one  of  the  fastest-grow- 
ing divisions  at  First  Data  in  recent 
years.  Worldwide,  its  agent  locations  for 
wiring  and  picking  up  cash  transfers 
have  almost  tripled  to  94,000  in  five 
years.  Last  year  Western  Union's  rev- 
enue grew  19%  to  $1.8  billion,  and  op- 
erating profit  rose  17%  to  $540  million. 
That  is  more  than  a  third  of  First  Data's 
overall  sales  and  profit. 


It  is  hard  to  imagine  Western 
Union's  online  competition  putting  a 
dent  in  those  figures,  but  some  ana- 
lysts fear  that  pricing  pressure  from 
these  online  services  could  do  just 
that.  Most  of  these  Web-based  com- 
panies charge  next  to  nothing  for  users 
to  conduct  transactions.  PayPal,  prob- 
ably the  most  popular  service  of  its 
kind  on  the  Web,  handles  consumer 
money  transfers  free  and  actually  pays 
users  $5  to  sign  up. 

So  in  July  Western  Union  started  of- 
fering a  similar  service,  moneyzap.com. 
Like  PayPal  and  other  online  money 
transfer  services,  moneyzap.com  re- 
quires both  receiver  and  sender  to  have 
an  e-mail  address,  as  well  as  a  credit  card 
or  bank  account,  for  the  delivery  of  dig- 
ital dollars.  The  service  is  free  until  De- 
cember, but  the  company  will  eventually 
charge  $1  to  $1.50  per  zap.  "If  PayPal  or 
somebody  else  finds  something  that's 
going  to  be  very  competitive  to  us,  we 
want  to  be  doing  it  at  the  same  time 
they're  doing  it,"  Duques  says. 

Still,  Western  Union  needs  to  learn 
a  trick  or  two  before  it  can  thrive  on 
the  Web.  PayPal  signed  up  its  4  mil- 
lion customers  in  just  1 1  months, 
thanks  to  slick  gimmicks  like  viral 


marketing,  which  encourages  users  n 
refer  their  friends  to  the  service.  West 
ern  Union  will  promote  its  new  We 
services  only  gradually  and  with 
more  traditional  marketing  campaign 
Web  kiosks  will  be  set  up  at  conva 
nience  stores,  travel  agencies  and  oth^ 
outlets  among  its  agent  locations. 

The  services  offered  by  the  com 
pany's  other  Web  site,  wester) 
union.com,  take  advantage  of  what  oth 
erwise  would  be  a  liability  in  the  Intel 
net  world — the  thousands  of  cash-dis 
pensing  locations.  Most  rival  service 
on  the  Web  don't  have  the  physic^ 
means  to  dish  out  greenbacks. 

But  that  edge  may  be  lost  on  th 
Internet,  where  most  people  go  seek 
ing  bargains,  not  retail  prices.  T| 
transfer  $500  within  the  U.S.,  Westerj 
Union's  Web  site  charges  $43,  compa 
rable  to  a  paper-cash  transfer.  The  cos 
is  probably  far  cheaper,  but  Wester) 
Union  is  betting  the  customer  will  b 
willing  to  pay  extra  for  the  ability  t 
transfer  emergency  cash  in  a  matter  c 
minutes.  Using  noncash  digital  cm) 
rency  can  take  a  few  days  to  clear. 

The  company  has  learned  the  har! 
way  that  the  Web's  low  barriers  ti 
entry  also  mean  low  barriers  fa 


JHfeBejieat^WJiamatli  God  Wrought!" 


1851 1  Western  Union's  predecessor 
company,  The  New  York  &  Mississippi 
Valley  Printing  Telegraph  Co.,  is  formed 
in  Rochester,  N.Y. 

1856  !  After  uniting  its  eastern  tele- 
graph lines  with  its  western  telegraph 
lines,  the  company  changes  its  name  to 
Western  Union  Telegraph  Co. 

1866  i  Introduces  first  stock  ticker, 
providing  access  to  NYSE  quotations  at 
brokerage  firms. 

1871 1  Launches  the  Western  Union 
money-transfer  service. 

1900  I  Western  Union  sends  63  million 
telegrams  in  one  year. 

1914 1  Introduces  the  first  consumer 
charge  card. 

1933  I  Offers  the  first  singing  telegram. 

1974  |  Launches  first  domestic 
communications  satellite,  Westar  I. 


1980s  i  Sells  off  its  telephone  lines  and 
satellite  communications  businesses. 

1990  I  Western  Union  sells  its  Telex 
and  electronic  mail  systems  to  AT&T  for 
$180  million  in  order  to  pay  off  high- 
yield  debt. 

1991 1  Western  Union  changes  its 
name  to  New  Valley  Corp.  The  next  year 
it  files  for  bankruptcy  protection  due  to 
junk-bond  debt. 

1994  |  The  telegram  and  money- 
transfer  businesses  are  auctioned  off 
for  $1.2  billion  under  the  name  Western 
Union  Financial  Services  to  First 
Financial  Management. 

1995  I  First  Financial  Management 
Corp.  merges  with  First  Data  Corp. 
Western  Union  Financial  Services 
becomes  a  subsidiary  of  First  Data. 

2000  I  Western  Union  debuts  its 
Internet  strategy. 
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>  develop  software  for  the  intelligent.We  create  e-marketplaces  for  the  resourceful. We  apply  our  own  ingenuity 
enious  companies  to  make  them  faster,  smarter  and  exponentially  more  valuable.  So  far,  we've  created  more  th< 
)  billion  in  value  for  over  800  companies  worldwide.  Want  some?  Contact  us  at  www.i2.com  or  1-877-926-9286. 


Powering  the  Bottom  Line.1 


Fujitsu  Network  Communications  is  opening  eyes  in 
America  with  revolutionary  photonic  technology, 
like  wavelength  division  multiplexing 
systems  fast  enough  to  send  20  million 
simultaneous  phone  and  Internet  calls 
down  a  single  hair-thin  optical 
fiber.  The  boundless  multimedia 
capacity  Internet  users  before 
could  only  dream  of. 


Look  around.  You're  in  the  midst  of  a  global  maelstrom.  A  swirling  mass  of  converging 
technologies  and  new  business  opportunities  unleashed  by  the  Internet.  All  waiting  to  be  harnessed  by 


companies  like  Fujitsu  -  the  world's  third  largest  IT  services  provider.'  We've  focused  our  energy  and 


WHEN  YOU  CLOSE  YOUR  EYES, 
WHAT  DO  YOU  DREAM? 

WHEN  YOU  OPEN  YOUR  MIND  TO  THE 
FULL  POTENTIAL  OF  THE  INTERNET, 
WHAT  DO  YOU  SEE? 


resources  on  creating  technology  to 


solve  the  unique  problems  of  thousands 


of  individual  businesses.  Last  year 


alone  we  invested  $4  billion  of  our 


$50  billion  global  IT  and  telecommunications  revenues  on  R&D.  Imagine,  $4  billion.  That's  more 
than  the  total  sales  of  many  Fortune  500  companies.  But  that's  what  it  takes  to  create  next  generation 
mobile  technology,  ultra-high-speed  servers  and  leading-edge  photonic  networks.  Innovations  that 
keep  your  business  one  step  ahead  of  the  Internet.  And  light  years  ahead  of  the  competition. 


FUJITSU 


THE    POSSIBILITIES    ARE  INFINITE 


www.fujitsu.com 


"Source  IDC.  December  1999  Who  Will  be  Leading  the  Global  IT  Services  Industry  in  2000^  A  Competitive  Analysis  by  Mauro  Peres.  Sophie  Janne  Mayo 
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today's  version  of  stagecoach  bandits. 
Just  days  before  the  official  launch  of 
westernunion.com  in  September,  a 
hacker  stole  credit  card  information 
on  15,700  customers.  The  embarrass- 
ing breach  of  security  forced  the  com- 
pany to  shut  down  its  site  for  five  days. 
But  that  hasn't  deterred  the  com- 


pany from  moving  forward  with  its  In- 
ternet plans.  In  fact,  Western  Union 
hopes  that  the  Internet  may  even 
breathe  new  life  into  its  age-old 
telegram  business.  The  business  peaked 
decades  ago  and  is  now  pulling  in  less 
than  1%  of  Western  Union's  annual 
revenue,  but  the  company  has  had  a 


hard  time  letting  go  of  the  nostalg 
play.  "I'm  a  lot  more  resistant  ths 
other  people  to  say  it's  finished  becau 
it's  an  emotional  kind  of  bond,"  admi 
Silberstein.  Make  way  for  the  e-telegra 
and  the  streaming-video  telegram,  2 
though  they  may  prove  less  excitii 
than  the  old  singing  variety. 


Bell  &  Howell's  v 
shiny,  slick  microfilm 
finally  going  digital. 


Unlocking  the  Vault 

Bell  &  Howell  made  billions  off  microfilm.  Not  exactly  a 
digital  growth  engine,  so  now  what?  |  by  victoria  murphy 


AN  HOUR'S  DRIVE  OUTSIDE  OF 
Detroit  five  billion  images  of 
history,  from  decades-old 
newspapers  to  images  dating  back  to 
the  Gutenberg  Bible,  are  stored  in 
an  unassuming,  windowless  brick 


building,  called  the  Vault. 

It  is  the  exclusive  property  of  Bell  & 
Howell  Co.  There's  one  glitch:  It's  all  on 
microfilm,  a  cumbersome  160-year-old 
technology.  In  a  digital  age  this  wealth 
of  information  is  comically  inaccessi- 


ble. A  subject  or  word  search  requir 
tedious  scrolling,  image  by  image. 

Bell  &  Howell  is  looking  to  turn  tl" 
albatross  into  a  moneymaker.  The  9 
year-old  company  has  been  in  the  n* 
crofilm  business  for  five  decades.  B 
one  day  microfilm  could  get  wiped  o 
entirely  by  the  World  Wide  Web.  Di£ 
tizing  the  Vault's  images  is  Bell  &  Ho\ 
ell's  do-or-die  future.  An  aging  suppli 
of  antiquated  technology  for  the  n 
tion's  libraries,  the  company  aims 
transform  itself  into  a  slick,  Webl 
marketer  of  digital  data  to  student 
academics  and  businesses.  It  is  ev« 
shedding  its  old  name  in  favor  of  a  su: 
ably  techie  new  tag:  ProQuest. 

"It  was  easy  convincing  people  v 
had  to  do  it.  The  tricky  part  was  co: 
vincing  them  we  could  pull  it  off,"  sa 
President  James  P.  Roemer.  Investo 
seem  to  have  doubts.  The  compan) 
stock  has  fallen  39%  this  year. 

Its  microfilm  business,  flat  in  rece 
years,  still  brings  in  $100  million  ann 
ally.  Bell  &  Howell  must  maintain  th 
while  spending  to  build  a  digital  bu: 
ness.  It's  a  huge  undertaking.  The  Vai 
holds  131  million  feet  of  microfilr 
enough  to  circle  the  globe  three  tim« 
So  far  Bell  &  Howell  has  not  even  di£ 
tized  enough  images  to  reach  from  At 
Arbor  to  Chicago.  Sixty  million  pag 
must  go  on  disk  in  the  next  two  yeai 
requiring  three  shifts  of  workers  goii 
around  the  clock. 

Bell  &  Howell  is  no  stranger 
identity  overhauls.  It  was  founded  as 
camera  company  in  1907  by  mov 
projectionists  Donald  Bell  and  Albe 
Howell.  Microfilm  was  lumped  on 
1946  and  over  the  next  40  years  tl 
company  shed  various  business 
(movie  cameras  were  dropped  in  tl 
early  1970s),  made  about  20  acquis 
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t  E  P  E  PO  RTS 
FROM  A^SEillCT  GROUP 


AMERICA'S  FASWST-G ROWING  COMP 


The  exceptional  companies  listed  below  want  you  to  know  more  about  them.  Complete  the  form  below  for  free  copies  oi 
annual  reports.  Nearly  every  actively  traded  company  was  screened,  using  data  provided  by  several  of  the  nation' 
;  databases,  to  determine  the  top  growth  companies  invited  to  appear.  They  ranged  in  size  from  a  few  giants  of  corporate  America 
!  to  emerging  growth  companies  with  sales  of  at  least  $5  million.  All  were  screened  for  exceptional  long-term  sales  growth,  recent 
i  growth  trends,  size  and  stock  price  -  none  under  $3.00  per  share.  Only  15%  of  America's  public  companies  passed  these  tests 
and  were  invited  to  make  this  free  offer  of  investor  information.  Forty  of  these  exceptional  companies  appear  below. 


(www.adc.com) 


(www.asgr.com) 


3 


ADC  Telecommunications,  Inc. 

global  broadband  networks  supplier 

America  Service  Group  Inc. 

correctional  healthcare 

Bell  Microproducts  (www.bellmicro.com) 

a  leading  provider  of  storage  solutions 

Bindley  Western  Industries  (www.bindley.com) 

pharmaceutical  distribution 

C-COR.net  (www.c-cor.net) 

global  broadband  network  solutions 

Carrizo  Oil  &  Gas,  Inc.  (www.carrizo.ee) 

oil  &  natural  gas  exploration  &  production 

The  Cooper  Companies,  Inc.  (www.coopercos.com) 

health  care  products  and  services 

DYNACQ  International,  Inc.  (www.dynacq.com) 

hospital,  day  surgical  center  &  med.  practice  mgmt. 

EMCORE  Corporation  (www.emcore.com) 

global  source  -  CVD  materials  technology 

Engineered  Support  Syst.  (www.engineeredsupport.com) 

manufacturer  military  support  equipment 

Fairchild  Semiconductor  Int  l.  (www.fairchildsemi.com) 

high  performance  multi-market  semiconductors 

Gaiam,  Inc.  (www.gaiam.com) 

info.,  products  &  services  for  a  healthy,  natural  lifestyle 

Gene  Logic  Inc.  (www.geneiogic.com) 

genomic  databases  &  bioinformatics 

Genesislntermedia.com  (www.genesisintermedia.com ) 
creates,  develops,  nurtures,  manages  Internet  companies 

Glacier  Bancorp,  Inc.  (www.elacierbank.com) 

commercial  banks 

6.  Hoover's,  Inc.  (www.hoovers.com) 

business  person's  research  site 

7  IHOP  Corp.  (www.ihop.com) 

national  family  restaurant  chain 

8.  Jack  Henry  &  Associates,  Inc.  (www jackhenry .com) 

computer  software  for  banks 

9.  L90,  InC.  (www.L90.com) 
full  service  Internet  advertising  solutions 

lahOne,  Inc.  (www.labone.com) 
diagnostic  testing  and  info,  services 


0 


21.  MDU  Resources  Group,  Inc.  (www.mdu.com) 

energy  and  natural  resource  company 

22.  Monaco  Coach  Corp.  (www.monaco-online.com) 

recreational  vehicles 

23  NetlQ  Corporation  (www.netiq.com) 

mission  critical  software  for  e-business 

24.  Northwestern  Corporation  (www.northwestem.com) 

energy,  HVAC,  telecom  /  data  solutions 

25.  Orthodontic  Centers  of  America  (www.4braces.com) 

orthodontic  practice  management  services 

26  PrimeResponse,  Inc.  (www.primeresponse.com) 

business  to  consumer  relationship  marketing 

27.  Prosperity  Bancshares,  Inc.  (www.firstprosperity.com) 

banking  services 

28.  Qualstar  Corporation  (www.qualstar.com) 

tape  libraries  for  data  storage  &  backup 

29.  Ravenswood  Winery,  Inc.  (www.ravenswood-wine.com) 

producer  of  super-premium  wines  since  1976 

30.  Rent-A-Center,  Inc.  (www.rentacenter.com) 

rental  and  purchase  of  durable  consumer  goods 

31  ResortQuest  International  (www.resortquest.com) 

resort  property  management 

32.  SL  Green  Realty  Corp.  (www.slgreen.com) 

only  major  Manhattan  class  B  office  REIT 

33.  Technitrol,  Inc.  (www.technitrol.com) 

electronic  and  electrical  components 

34.  Thoratec  Laboratories  Corp.  (www.thoratec.com) 

cardiac  and  vascular  devices 

35.  Tollgrade  Communications,  Inc.  (www.toiigrade.com) 

telecommunications  test  equipment 

36.  URS  Corporation  (www.urscorp.com) 

engineering,  architecture  &  construction  mgmt. 

37.  U.S.B.  Holding  Co.,  Inc.  (www.unionstate.com) 

retail  banking  and  commercial  lending 

38.  White  Electronic  Designs  Corp.  (www.whiteedc.com) 

adv.semicon.  modules /datacom/ embedded  networking  sys. 

39.  Wireless  Facilities,  Inc.  (www.wfinet.com) 

designs,  deploys  &  manages  wireless  networks  worldwide 

40  ZAPW0RLD.COM  (www.zapworld.com) 

electric  scooters,  bikes,  personal  vehicles 


lease  circle  below  the  number  assigned  to  each  company  listed  on  this  page  whose  report  you  would  like  to  receive, 
'our  request  will  be  forwarded  to  each  company  and  information  mailed  promptly.  Deadline  for  response  12/29/00. 
-  2  -  3  -  4  -  5  -  6  -  7  -  8  -  9  - 10  - 11  - 12  - 13  -  14  - 15  - 16  - 17  - 18  - 19  -  20  -  21  -  22  -  23  -  24  -  25  -  26  -  27  -  28  -  29  -  30  -  31  -  32  -  33  -  34  -  35  -  36  -  37  -  38  -  39  -  40 


lame  &  Title_ 
'ompany  


treeL 


,!ity,  State,  Zip  

-Mail  (to  receive  notice  of  future  lists) 


I  am  a  (circle  one): 

A.  Private  Investor 

B.  Stockbroker 

C.  Securities  Sales  Mgr. 

D.  Security  Analyst 

E.  Portfolio  Manager 

F.  Investment  Club 

G.  Cert.  Finc'l.  Planner 

H.  Other 


leturn  Coupon  to:  Wall-Street.eom,  P.  O.  Box  460310,  Aurora,  CO  80046-0310  
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SURVIVING  THE  WEB    BELL  &  HQ  WELL 


tions  and  branched  out  to  mail  -sorting 
gear.  Bell  &  Howell  went  private  in 
1988  in  a  leveraged  buyout  by  Robert 
Bass,  then  went  public  at  $16  a  share  in 
1995;  lately  the  stock  is  at  $19. 

What's  left  is  a  two-headed  opera- 
tion. The  old  mail-sorting  business, 
which  handles  customer  billing  for 
companies,  provides  45%  of  total  an- 
nual revenue  of  $960  million.  Another 
37%  comes  from  a  unit  known  as  In- 
formation Access,  which  includes  mi- 
crofilm and  an  auto-parts  catalog  on 
CD-ROM.  Now  Bell  &  Howell  wants  to 
sell  off  the  mail-sorting  business  and  an 
attached  micrographics  division  under 
the  old  name,  and  focus  on  selling  its 
digital  potpourri  of  data  directly  from 
its  servers. 

But  Bell  &  Howell  is  having  a  hard 
time  breaking  from  its  past.  Since  April 
it  has  been  trying  to  peddle  the  mail 
business  to  reduce  its  $541  million 
debt,  but  it  hasn't  found  a  buyer.  Earlier 
this  year  it  hoped  to  spin  off  Informa- 
tion Access,  but  now  the  division  will 
stay  public  with  the  old  stock  structure 
under  the  new  ProQuest  name. 

"We've  been  unable  to  market  this 
company,"  Roemer  admits.  He  prefers 
to  focus  on  getting  new  products  on- 
line. He  wants  college  students  to  be 
able  to  access  19th-century  editions  of 
the  New  York  Times  and  do  a  simple 
word  search  to  locate  a  specific  article. 
On  other  databases,  that's  now  possible 
only  for  stories  dating  from  1980. 

ProQuest  also  will  roll  out  online 
course  packets  for  professors,  disci- 
pline-specific collections  of  historical 

Bell  &  Howell  
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JAMES  P.  ROEMER  Bel!  &  Howell  president  is  turning  a  new  page.  He's  taking 
microfilm  off  the  shelves,  betting  old  books  are  a  New  Age  moneymaker. 


publications  and  Web  versions  of  out- 
of-print  books.  It  is  slated  to  launch 
100  new  products  this  year.  That's  a 
big  leap  for  a  company  that  used  to 
unveil  two  new  products  annually.  The 
firm  must  reach  out  to  an  entirely  new 
customer  base,  moving  beyond  li- 
braries and  trying  to  target  millions  of 
individuals.  The  sales  force  complains 
it  can't  keep  up. 

But  ProQuest  won't  abandon  mi- 
crofilm. Space-challenged  libraries  store 


Revenues  Profits 

Sales  are  growing  while  earnings  waver.  Wall  Street  is 


Stock  price 

on  the  sidelines  until  Bell  &  Howell's  next  big  move. 
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collections  on  microfilm  to  get  accredi- 
tation. The  medium  can  endure  by  no 
relying  on  fancy  hardware:  All  you  neec 
is  a  lightbulb  to  see  text. 

But  that  means  the  company  mus 
straddle  technologies  old  and  new 
The  current  operation  is  redundant 
The  same  page  is  recorded  twice,  onc« 
to  microfilm,  once  digitally,  by  twc 
work  groups  on  two  different  ma- 
chines in  the  same  building.  New  ma- 
terial floods  in  daily.  Last  year  125,00( 
books  dating  from  1475  tc 
1700  were  digitized;  only  30C 
years  to  go. 

Next  year  new  cameras  wil 
shoot  each  page  and  relay  the 
image  simultaneously  to  mi- 
crofilm and  disk.  Half  as  man) 
traffic  cops  will  be  needed  tc 
format  and  check  pages  for  er- 
rors. Still,  600  new  employees 
have  been  hired  for  the  digita. 
push,  increasing  the  work  force 
by  50%  over  five  years;  it  plans 
to  hire  still  more.  ProQuest 
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Where  innovation  lives. 
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That's  the  thing  about  extraordinary  ideas. 
They  rarely  turn  up  in  ordinary  places. 

By  comparing  innovative  ideas  from  all  over  the  globe,  we  can 

differentiate  prodigy  startups  from  tepid  knock-offs. 

It's  comparative  selection,  and  it's  like  no  seed  stage  strategy  on  e  art  In 
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Ever  Notice 
How  Good 
Desigfn  Drives 
Performance? 


Same  Tkingf  In 
Tke  Workplace. 

Learn  now  by  contacting  a  professional 
designer  through  ASID's  Worldwide 
Interior  Design  Referral  Service. 
ASID  workplace  designers  will  listen 
to  your  needs,  understand  your 
strategic  goals,  and  design  a  space 
that  will  help  you  increase 
workplace  performance. 

World  wide 
Interior  Desigfn 
Referral  Service 


1-800-610-ASID 


a  service 
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American  Society 
of  Interior  Designers 
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needs  enough  cash  flow  for  new  tech- 
nology and  labor  demands.  This  year 
revenue  is  split  evenly  between  the  old 
technology  and  the  new.  Roemer  ex- 
pects that  balance  to  shift  as  revenues 
coming  from  digitized  information  in- 
crease 20%  annually. 

Roemer  sees  himself  as  the 
guardian  of  truth  in  an  Internet  free- 


for-all.  "There's  no  guarantee  tha 
what  you're  getting  on  the  Internet  i 
correct  or  the  information  you  want, 
he  says.  His  stuff  is  authentic,  if  a  bii 
inaccessible  in  that  Vault.  The  uncer 
tainty  lies  in  how  fast  he  can  build  u] 
the  new  digital  business,  and  how  fas! 
he  can  put  all  those  millions  of  image 
online. 


Tapped  Out 

They  saw  it  coming.  Executives  at 
Smith  Corona,  the  typewriter 
giant  laid  waste  by  the  personal 
computer,  realized  early  on  that  it 
would  have  to  adapt  to  the  digital  age. 
But  foresight  may  not  be  enough  when 
the  will  to  act  boldly  is  in  short  supply. 
Smith  Corona  never  understood  how 
fast  change  would  come. 

Now  the  company,  once  an  Ameri- 
can icon,  barely  exists.  In  May  it  filed 
for  bankruptcy  protection  for  the  sec- 
ond time  in  five  years.  By  the 
end  of  this  year  its  $12 
million  in  assets  are 
scheduled  to  be  split 
between  creditors  and 
Pubco  Corp.,  an  office- 
supply  company  that 
will  likely  carry  on 
the  Smith  Corona 
name.  Ten  employees 
sit  in  Cortland,  N.Y.  just  waiting  for  the 
judge's  decision.  Its  typewriters  go  for 
as  low  as  $5  on  Ebay. 

Smith  Corona  tried  to  adapt.  In 
1981,  the  year  IBM  introduced  its  first 
PC,  Smith  Corona  shipped  its  first  elec- 
tronic typewriters  with  a  Twizzler-size 
screen  and  enough  memory  for  a  few 
lines  of  text.  Four  years  later  Smith 
Corona  marketed  its  first  word  proces- 
sor as  a  PC-like  device  at  a  fraction  of 
the  prke  of  a  conventional  desktop 
computer.  The  future  seemed  bright. 
By  1989,  when  British  conglomerate 
Hanson  Pic.  sold  half  the  company  in  a 
public  offering,  sales  were  rising  above 
$400  -nillion  annually.  The  company 
had  at  least  half  the  North  American 
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market  for  typewriters  and  wor 
processors. 

But  Smith  Corona's  fatal  error  wa 
in  thinking  that  this  market  was  merel 
maturing,  not  eroding.  By  the  end  of  th 
1990s  the  typewriter  and  word-proces 
sor  market  had  fallen  95%  to  $140  mil 
lion,  estimates  Marc  Regberg  at  Vert 
ture  Development  Corp. 

Smith  Corona  tried  its  hand  at  PC 
in  1991,  the  same  year  IBM  stoppe 
making  its  typewriters.  But  it  wen 
into  the  PC  business  stubbornly,  call 
ing  it  a  product  extension.  "W 
strongly  believe  in  the  continuin 
need  for  the  typewrite 
and  will  maintain  ou 
lead  position  in  th 
marketplace,"  sai 
the  then-chief  execu 
five,  G.  Lee  Thomp 
son.  Four  years  late 
sales  had  fallen  b 
half,  to  below  $200  mil 
lion,  and  Smith  Corona  en 
tered  Chapter  II  for  the  first  time. 

A  succession  of  chief  executive 
after  Thompson  tried  to  revive  th 
company  with  last-gasp  moves  int 
fax  machines,  ink-jet  cartridges  an 
telephone  headsets.  But  there  wa 
never  enough  cash  to  back  new  prod 
ucts,  says  current  Chief  Executiv 
Martin  Wilson. 

Things  might  have  been  differer 
had  the  company  found  the  courage  t 
shuck  off  its  legacy.  A  quick  look  at  th 
archives  would  have  yielded  a  prece 
dent  to  justify  switching  businesses 
Before  they  started  their  typewrite 
company  in  1886,  the  Smith  brothers- 
Lyman,  Wilbert,  Monroe  and  Hulburt- 
had  been  gunsmiths.      —Peter  Kafh 


Life  is  what  you  make  it, 
always  has  been,  always  will  be. 

-Grandma  Moses 
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Accountability:  The  Backlash 


Everybody  is  in  favor 
of  "accountability" 
in  education— until 
the  schools  start 
to  practice  it. 

BY  DAN  SELIGMAN 

YOU  POSSIBLY  NOTICED  THAT  A 
contentious  issue  in  the  first  Bush- 
Gore  debate  was  which  of  them 
was  more  passionately  committed  to  "ac- 
countability" in  education.  Is  there  any 
doubt  about  what  a  terrific  thing  it  would 
be  to  make  students,  teachers  and  prin- 
cipals accountable  for  results?  Yes,  there  is. 
Just  about  any  place  accountability  is  at- 
tempted, participants  recoil  in  horror. 

The  argument  behind  the  account- 
ability mantra  marches  forward  more  or 
less  as  follows:  (a)  Every  child  is  capable 
of  learning  a  lot.  (b)  Low  achievement 
must  therefore  be  the  fault  of  the  schools, 
(c)  Teachers  and  principals  must  there- 
fore be  held  accountable,  losing  out  on 
pay  raises  when  their  students  fail  the 
tests  certifying  academic  achievement,  (d) 
We  should  not  allow  the  promotion  of 
kids  who  haven't  yet  learned  what  they're 
supposed  to.  (e)  And,  finally,  if  we  take 
this  high  academic  road,  we  shall  be  re- 
warded in  the  end  with  huge  gains  in  stu- 
dent achievement. 

When  last  visiting  this  argument  here 
(FORBES,  Mar.  22,  1999),  I  was  able  to 
point  to  some  serious  logical  problems, 
which  begin  back  there  with  the  first 
premise.  Statement  (a)  is  a  great  applause 
line  but  regrettably  not  true:  Students  dif- 
fer enormously  in  learning  ability,  and  a 
significant  minority  of  them  never  learn 
to  read  well  or  to  handle  long  division, 
and  are  totally  defeated  by  algebra, 
physics  and  high  school  generally.  So  (b), 
(c),  (d)  and  (e)  are  ghastly  non  sequiturs. 

At  the  time  I  was  not  able  to  point  to 
much  overt  resistance  to  the  idea  of  ac- 
countability— only  to  a  certain  amount 
of  cheating  by  education  officials,  not  ex- 
cluding those  in  Texas,  when  it  came  to 


measuring  student  achievement.  Now  a 
Nexis  search  of  newspapers  across  the 
land  points  up  plenty  of  outspoken  re- 
sistance (also  a  lot  more  cheating). 

In  the  liberal  version  of  the  backlash, 
complaints  center  on  the  plight  of  poor 
and  minority  students,  who  are  overrep- 
resented  among  those  not  keeping  up 
with  the  new  standards  and  not  getting 
the  high  school  diplomas  they  need. 
Pointing  to  this  problem,  superliberal 
U.S.  Senator  Paul  Wellstone  of  Minnesota 
has  a  bill  in  Congress  that  would  bar  pro- 
motion and  graduation  decisions  based 
solely  on  test  scores. 

In  the  conservative  version  the 
problem  is  the  opposite  of  Wellstone's. 
Many  conservatives  and  parents  of 
good  students  know  in  their  bones  that 
accountability  will  lead  to  "teaching  to 


the  test"  and  dumbing  down  the  cd 
riculum  so  that  everybody  gets  pre 
moted  and  graduated,  and  the  educl 
tors  keep  their  funding. 

In  any  event,  the  unwelcome  nev 
about  accountability  does  appear  to  q 
sinking  in.  A  system  based  on  high  stai 
dards,  honest  testing  and  heavy  sanction 
for  poor  student  performance  is  a  recip 
for  disaster. 

•  Massachusetts:  The  state  has  a  Corrl 
prehensive  Assessment  System,  coverin 
mostly  math  and  English,  on  which  tri 
highest  possible  score  is  280  and  the  pasi 
ing  grade  is  220.  In  recent  years  the  fail 
ure  rates  for  high  school  students  takin 
the  test  have  averaged  about  40%  on  th 
English  part,  about  60%  on  the  matl 
Thus  far  the  failing  students  have  bee 
allowed  to  graduate.  But  the  law  require 


?38     FORBES"  November  13,  2000 
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ACCOUNTABILITY 


that,  beginning  with  this  year's  sopho- 
more class,  they  get  no  diplomas  without 
a  passing  grade  on  the  test.  The  parents 
are  screaming,  and  accountability  sup- 
porters like  S.  Paul  Reville,  chairman  of 
the  state's  Education  Reform  Review 
Commission,  are  now  appealing  for  a 
postponement. 

•  California:  Eugene  Garcia,  dean  of  the 
UC  Berkeley  School  of  Education,  is  lead- 
ing a  resistance  movement  to  the  state's 
accountability  program,  under  which 
children  in  the  second  through  eleventh 
grades  are  tested  annually  and  the  test  re- 
sults determine  student  promotions  and 
funding  levels  for  each  school.  The  resis- 
tance is  expressed  by  parents  refusing  to 
let  their  kids  take  the  tests.  Garcia  tells 
them  that  if  500,000  parents  join  in  the 
protest,  the  test  results  will  be  statistically 
insignificant  and  unusable. 

•  Ohio:  The  centerpiece  of  the  state's  ac- 
countability program  is  a  so-called  guar- 
antee that  fourth-graders  will  be  able  to 
read  at  some  high  level.  Unfortunately, 
more  than  40%  of  those  who  took  the 
reading  test  this  spring  did  not  pass.  Be- 
ginning in  2002  the  kids  will  have  to  pass, 
or  get  left  back.  The  state's 

main  teachers'  union,  not 
previously  popular  with 
parents,  is  now  getting  a 
huge  response  to  its  de- 
mands for  a  moratorium 
on  the  guarantee. 

•  Louisiana:  The  standards 
are  embodied  in  the  so-called  Leap 
(Louisiana  Educational  Assessment  Pro- 
gram) test,  which  has  been  regularly 
flunked  by  huge  majorities  of  New  Or- 
leans students.  Now,  with  passing  grades 
about  to  be  required  for  graduation  from 
the  high  schools,  the  state  has  a  commit- 
tee reevaluating  which  "cut  scores" 
should  be  required  for  passing.  In  effect, 
the  committee  is  making  a  decision  about 
the  proportion  of  students  not  allowed 
to  graduate.  Interviewed  by  the  Times- 
Picayune  of  New  Orleans  about  the 
prospects,  Board  of  Education  member 
Leslie  Jacobs  commented  that  with  a  fail- 
ure rate  approaching  20%,  "people  start 
to  get  sick  to  their  stomach."  Look  for  a 
great  Leap  backward. 

•  New  York:  The  hard-line  commissioner 


of  education,  Richard  P.  Mills,  since  1995 
has  worked  to  push  through  high  ac- 
countability standards.  To  wit:  The  stu- 
dent doesn't  get  a  diploma  unless  he  has 
passed  all  five  of  the  State  'Regents 
exams — in  English,  math,  U.S.  history, 
global  studies  and  science  (either  biology 
or  chemistry).  In  a  decision  that  could 
only  have  been  made  by  accountability 
fanatics,  these  new  graduation  standards 
were  applied  even  to  students  who  have 
enrolled  in  the  city's  vocational  high 
schools.  Backed  overwhelmingly  by  the 
Board  of  Regents,  Mills  pushed  through 
these  requirements  in  1996,  but,  pru- 
dently, set  the  first  year  of  full  imple- 
mentation at  2003.  Now  2003  is  quite  a 
bit  closer,  and— especially  in  New  York 
City — it  looks  to  be  panic  time. 

Absent  huge  finagling  with  the  test- 
ing process,  it  is  inconceivable  that  a  typ- 
ical New  York  City  high  school  student 
will  meet  the  required  five-test  standard 
when  the  time  comes.  At  present,  only 
one  student  in  eight  passes  all  five  tests.  A 
majority  of  seventh-graders  failed  the 
state's  English  exam  (essays  and  reading 
comprehension)  this  past  spring,  and 


ship  and  Public  Service:  "The  state  is  1 
gitimizing  illiteracy.  A  lot  of  these  kids  a: 
writing  essays  that  are  barely  compn 
hensible,  yet  we're  telling  them  tin 
they're  totally  competent.  They're  goir 
to  get  out  into  the  real  world  and  crash 
But  it  is  also  possible  that  state  an 
city  governments  will  not  fiddle  with  tl 
scoring,  will  confront  the  issue  square 
and  will  decide  that  accountability  neec 
to  be  reined  in.  Some  eminent  authori 
figures  are  now  demanding  exactly  the 
Leftist  economist  and  former  Clintc 
labor  secretary  (1993-97)  Robert  Reic 
was  recently  onstage  linking  accountabi 
ity  to  "standardized  tests  [that]  are  moi 
strously  unfair"  to  the  numerous  kic 
who  can't  handle  them.  More  startlir 
was  the  proposition  advanced  by  two  en 
inent  academics,  Susan  Mayer  (Unive 
sity  of  Chicago)  and  Christopher  Jencl 
(Harvard),  under  the  Times  Op- Ed  heac 
ing  "Learning  by  Just  Being  There."  Bas 
message:  Even  if  students  aren't  learnir 
much,  as  evidenced  in  their  test  scores,  v 
should  give  them  credit  just  for  attendir 
school.  Instead  of  forcing  them  inl 
summer  catch-up  programs,  and/or  mal 


A  system  based  on  high  standards,  honest 
testing  and  heavy  sanctions  for  poor  student 
performance  is  a  recipe  for  disaster,  


close  to  three-quarters  of  them  failed  in 
math.  So  we  are  coming  up  to  a  situation 
wherein  a  huge  majority  of  New  York 
City  public  school  students  do  not  grad- 
uate from  high  school — an  unimagin- 
able political  catastrophe. 

What  happens  next?  It  is  possible  that 
the  state's  political  apparatus  will  opt  for 
finagling.  Indeed,  there  was  some  evi- 
dence of  fiddling  with  scoring  systems  in 
this  year's  English  Regents  exam — the 
only  one  needing  to  be  passed  in  2000. 
After  the  test  the  New  York  Times,  always 
a  stout  supporter  of  accountability, 
bravely  printed  news  accounts  about 
teachers  horrified  by  the  instructions  they 
were  given  for  grading  the  exam.  Among 
those  quoted  was  teacher  Anne  Rawley 
of  Manhattan's  High  School  for  Leader- 


ing  them  repeat  grades,  we  should  d 
everything  possible  to  keep  them  i 
school,  because  the  data  show  that  kic 
who  stay  around  do  better  than  fr 
dropouts — even  when  they  are  equal 
lousy  students.  The  data  also  show  th; 
kids  who  see  heavy  testing  coming  ; 
them  are  more  likely  to  drop  out. 

The  Mayer-Jencks  case  ends  by  ser 
ously  quoting  the  familiar  line  of  Wooc 
Allen,  not  previously  identified  as  an  ec 
ucational  theorist:  "Ninety  percent  of  li 
is  showing  up."  And  by  seriously  propo: 
ing  this:  "We  should  ask  not  just  whetht 
a  school  imparts  knowledge,  but  als 
how  many  students  stick  around  unt 
graduation." 

So  much  for  knowledge.  An 
accountability.  I 
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list 


advertised  with 

that  looked  more  impressive 

printed  on  Hammermill. 


hen  it's  important  for  your  business  to  look  good  on  paper, 
mermill  makes  your  work  look  better.  Whether  you're  after 
er  looking  copies  or  more  enticing  brochures,  Hammermill 
makes  a  complete  line  of  paper  for  every  business  need. 

Make  your  work  look  better. 
Hammer  it  home  on  Hammermill. 

©  2000  International  Paper  Company.  All  rights  reserved.  "Makes  Your  Work  Look  Better" 
is  a  trademark  and  HammerMill  is  a  registered  trademark  of  International  Paper  Company. 


8Vi-«ir 
500 


You  think  your  proposal  is  good. 


■ 


An  Australian  shopkeeper  has  invented  a  gun  that 
sprays  bullets  the  way  an  ink-jet  printer  sprays  ink. 
It  might  not  be  a  flash  in  the  pan. 

Madman  or  Genius? 


Is  Mike  O'Dwyer. 
ballistics  novice,  about  to 
revolutionize  guns? 


BY  HOWARD  BANKS 

IN  THE  8TH  CENTURY  THE  CHINESE 
invented  gunpowder.  In  1862  Richard 
Gatling,  North  Carolinian,  invented 
the  machine  gun.  Now  James  Michael 
O'Dwyer,  a  mild-mannered  Australian 
shopkeeper,  has  come  up  with  a  firearm 
as  revolutionary  as  the  other  two:  using 
electrical  impulses  to  sequence  bullets  in 
a  rapid-fire  gun.  With  no  moving  parts, 


the  O'Dwyer  gun  can  fire  180  rounds  in 
one-hundredth  of  a  second. 

O'Dwyer,  56,  an  amateur  inventor 
and  former  manager  for  a  Woolworth 
store  in  Brisbane,  first  proffered  his  idea 
in  1994  at  an  inventors'  show.  The  Aus- 
tralian defense  people  took  one  look  and 
advised  O'Dwyer  not  to  give  up  his  day 
job.  When  General  Wayne  A.  Downing,  a 
former  head  of  U.S.  Special  Forces,  later 


was  shown  the  gun,  he  term 
O'Dwyer  "certifiably  mad." 

Since  converted,  Downi 
is  now  on  the  board  of  Me 
Storm  Ltd.,  O'Dwyer's  nev 
public  company.  Anoth 
board  member  is  retired  U 
Admiral  William  A.  Owei 
former  vice  chairman  of  t 
Joint  Chiefs  of  Staff. 

In  O'Dwyer's  gun  b; 
rel  the  bullets  are  stack 
like  Life  Savers  with  expl 
sive  charges  sandwich 
between.  Electrical  conta 
inside  the  barrel  ignite  t 
charges  in  a  precisely  tim 
electronic  sequence,  an; 
ogous  to  the  way  dropl 
of  ink  are  ejected  from 
printer  head. 

Easier  said  than  dor 
To  prevent  the  first  round 
explosion  from  leakii 
back  to  the  next  to  set  < 
a  catastrophic  chain  rea 
tion  down  the  barr 
O'Dwyer's  inserts  a  sm 
metal  cone  into  each  bi 
let — something  like 
opened  umbrella  with  t 
tip  pointed  forward.  Wh 
the  explosive  in  front  go 
off,  the  cone  is  press 
backward,  minutely  e 
panding  just  enough 
create  a  seal  against  the  i 
side  of  the  barrel.  Wh 
the  explosive  behind 
fires,  the  wedge  relaxes  ai 
the  bullet  takes  off.  "It  m 
sound  simple,  but  it's  a 
harder  to  duplicate  th 
it  might  seem,"  sa 
O'Dwyer,  who  has 
patents  on  the  system. 

Not  long  ago  he  was  quickly  runni) 
through  the  $800,000  he  had  raised  fro 
selling  a  food-wholesale  business.  1 
1996  he  rounded  up  $1  million  from 
investors  to  pay  for  a  six-month  trial 
the  gun  with  Lockheed  Martin.  Loc 
heed  offered  to  take  over  developme 
under  a  licensing  agreement.  O'Dwy 
declined,  but  the  offer  opened  doors. 
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Deutsche  Banc  Alex.  Brown  identifies  the  US  investment  banking  activities  of  DB  Alex.  Brown  LLC  (formerly  BT  Alex.  Brown  Incorporated)  and  De 
Securities  Inc.,  which  are  indirect  subsidiaries  of  Deutsche  Bank  AG.  t  Trademark  application  pending. 


Deutsche  Banc  Aiex.  Brown 


The  expertise  to  preserve  the  value 
of  your  equities 


Expertise  is 


You  have  applied  sound  principles  to  the  investment  of 
your  time  and  energy.  You  now  need  to  apply  the  same 
principles  to  preserve  what  you  have  created.  Your 
investments  are  now  a  huge  success  and  have  created 
wealth  for  you  and  your  investors/shareholders  —  on 
paper.  But  your  newfound  successes  have  led  to 
sleepless  nights  —  what  if  there's  another  big  correction? 
Is  there  a  way  to  lock-in  a  portion  of  the  gains  and  still  par- 
ticipate in  the  upside?  Can  you  create  liquidity  out  of  your 
restricted  stock  positions?  Can  you  do  it  with  a 
$5  million  position?  $500  million? 

Sound  familiar? 

With  one  of  the  most  sophisticated  advisory  services 
in  the  world,  we  have  the  expertise  to  help  you  manage 
your  risk  and  protect  your  profits  and  wealth.  We  can 
structure  solutions  whose  aim  is  to  preserve  the  value 
of  assets  when  the  market  drops.  We  can  transform 
a  single  maior  asset  into  a  diversified  portfolio  or 
turn  seemingly  illiquid  assets  into  cash  —  all  in  a 
tax-efficient  manner. 

Let  our  experts  assist  in 
preserving  your  wealth. 

Whoever  you  are 

•  High  Net  Worth  Individuals 

•  Corporations 

•  Venture  Capitalists 

•  LBO  Firms 

Whatever  you  need 

•  Risk  Management 

•  Yield  Enhancement 

•  Tax  Efficiency 

•  Accounting  Planning 

•  Liquidity 


leading  to  results™' 


Ehrenberg  212-469-4555 
!entner  212-469-5268 
db.com/edenvatives 


Deutsche  Bank 


ML!  AL  b  I  U  K  IV! 


One  door  led  to  the  Pentagon's  De- 
fense Advanced  Research  Projects 
Agency,  which  in  March  awarded  Metal 
Storm  a  $10  million  contract  to  devise  a 
.50-caliber  sniper  rifle.  The  Australian 
military  is  now  working  on  a  40mm 
grenade  launcher. 

In  a  recent  demonstration  a  36-barrel 
O'Dwyer  gun,  called  Bertha  (after  the 
WWI  German  monster),  fired  bursts  of 
180  9mm  bullets  at  a 
rate  of  1  million 
rounds  a  minute.  For 
comparison,  Ray- 
theon's Phalanx  chain 
gun  typically  fires  at 
4,500   rounds   per  . 
minute. 

At  these  extraordinary  firing  speeds 
nothing  is  conventional.  For  example,  the 
next  round  can  fire  before  the  first  one 
has  left  the  barrel.  This  has  a  benefit:  The 
pressure  from  the  next  round  coming  up 
the  barrel  pushes  on  the  one  in  front, 
adding  to  its  range  or  penetrating  power. 

What  difference  does  firing  rate 


make?  Darpa's  idea  is  that  an  O'Dwyer 
sniper  gun  could  fire  three  rounds  be- 
fore the  shooter's  aim  has  been  spoiled 
by  recoil.  The  Navy  is  interested  in  the 
multiple-barrel  guns  as  the  final  fine  of 
defense  against  cruise  missiles  and  sui- 
cide bombers.  Instead  of  facing 
a  stream  of  bullets 
from  a  Phalanx,  the 
enemy  would  face  a 


ished  product,  just  prototypes.  The  ui 
certainties  have  not  prevented  the  con 
pany  from  following  quite  an  excitii 
trajectory  on  the  Australian  Stock  E. 
change,  where  it  listed  in  June  1999  fc 
lowing  an  initial  offering  that  valued  tl 


At  the  O'Dwyer  gun's  extraordinar 
firing  speed,  the  next  round  can  fire 
before  the  first  has  left  the  barrel. 


cloud  of  hot  metal. 

The  matter  of  reloading  remains 
murky.  One  way  is  for  the  user  to  stuff  a 
preloaded  tube — akin  to  an  oversized 
shotgun  cartridge — into  the  barrel.  An- 
other is  a  preloaded  disposable  barrel. 

Intriguing?  That's  all  this  invention 
is  at  this  point.  Metal  Storm  has  no  fin- 


company  at  $  1 35  mil- 
lion. For  a  while  the  company  carried 
$370  million  market  value.  It  has  sin 
settled  back  to  $180  million,  still  a  t 
outlandish  for  an  outfit  with  no  sal 
revenues.  But  O'Dwyer,  who  owns  ju 
under  half,  is  doing  better  than  mc 
crazy  inventors. 


Please,  Don't  Let  Our 
Performance  Scare  You 


%%% 


A  $10,000  investment  in  the  Fred  Hager  Portfolios  in 
1986  would  be  worth  $2,932,731  today. 


Now  It's 
Official! 
Fred  Hager 
has 

outperformed 
all  160 
newsletters 
tracked  by 
the  Hulbert 
Financial 
Digest 
for  the  first 
six  months 
of  2000! 


For  the  next  ten  yeOTS  technology  investing  will  produce 
the  greatest  returns,  much  like  the  last  ten  years  did,  and  likely  more  so.  Since 
1986,  Fred  Hager,  the  former  20-year  computer  industry  CEO  and  invest- 
ment newsletter  author,  has  produced  significant  returns  for  his  subscribers  by 
showcasing  the  very  best  technology  companies  in  a  buy-and-hold  strategy. 
His  performance  is  unparalleled  in  the  industry,  and  not  even  the  self-pro- 
claimed tech  leader,  Michael  Murphy,  comes  close. 

What's  the  next  Cisco?  Fred  believes  so  strongly  in  this 

company's  long-term  growth,  he's  invested  100%  of  his  IRA  in  it. 

Visit  Fredhager.com  for  Proof.  Read  more  than 

20  free  articles  and  see  what  our  subscribers  and  the  press  are  saying  about 
Fredhager.com.  Learn  for  yourself  how  the  key  to  a  good  technology  investing 
strategy  is  not  as  hard  as  you  may  think. 


Fredhager.com 

America's  #1  Tech  Portfolios 

With  The  Perfomwvxe  To  Prove  ft 


+47% 

Compounded 
Annually  Since  1986 

Fred's  Conservative 
Portfolio  "A"  Year-to-Dat 

+83%  ! 

Fred's  Actual  Account 
LEAPS  Portfolio 
Year-to-Date  (NET): 

+3,099% 

'tear -ta-date  performance  includes  a  5685  599  reserve  for  federal  and  sti 
income  taxes.  Opened  on  December  22nd,  1999  with  $50,000  rhe  account  I 
grown  to  $2,285,329  using  LEAPS.  Actual  Account  Net:  $1599,730  Funds  i 
held  with  Prudential  Securities  in  Westport,  Connecticut.  Broker,  Sam  Greenblc 

Performance  as  of  October  5th,  2000  (see  site  for  current  performance) 

Note:  past  performance  is  no  indication  of  future  results.  A  model  portfolio  rri 
not  have  exactly  the  some  results  due  to  commission,  spread,  and  other  focto1 


why  is  it  that  companies  today  acquire 

TOILET  PAPER 

more  efficiently  than  they 

ACQUIRE  PEOPLE? 


fact.  And  here's  another  fact:  in  today's  service  economy,  getting  the  right  people,  with  the  right 
skills,  at  the  right  time  is  noi:  merely  a  question  of  efficiency,  it's  a  question  of  survival.  Opus360  solutions 
enable  you  to  connect  online  to  your  clients,  deliver  managed  services,  and  tap  in  to  a  network  for 
independent  professionals  from  staffing  firms  and  multiple  sources  like  Opus360's  own  FreeAgent.corrT.  No 
matter  what  the  business  O  is360  solutions  make  sure  you  can  connect  to  the  right  people.  Efficiently.  For 
more  information,  call  1-87:  OPUS360  (1-877-678-7360)  or  visit  us  at  Opus360.com. 


,w  the  World  Works.  FreeAgent.com,  are  service  marks  of  Opus360  Corporation.  ©2000  Opus360  Corporation 


it's  the  bad  mamma-jamma 
of  wireless  computing 


SPANworks®  software  with  the  Toshiba  Bluetooth 
PC  Card  allows  network  and  tile  sharing,  presentation 
sharing,  chat  and  business  card  data  exchange. 


Bluetooth  PC  Card  delivers  up  to  20  times  the  speed 
ota  traditional  V.90  modem  with  a  range  three  times 
farther  than  other  PC  cards:  up  to  100  feet 


Bluetooth  is  standards-based,  so  it  works  i 
worldwide  and  with  all  Bluetooth  devicel 


in 


ifel 


0j 


in 


pentium®  /// 


Toshiba  recommends  Microsoft®  Windows®  2000  Professional  for  business. 


1The  Toshiba  Bluelooth  PC  Card  is  compatible  on  Microsoft  Windows  98  Second  Edition  and  Microsoft  Windows  Me  2When  products  become  available  ©2000  Toshiba  America  Information  Systems.  Inc  Tecral 
SPANworks  is  a  registered  trademark  ot  SPANworks.  ir-  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  Intel  SpeedStep  is  a  trademark  ot  Intel  Corporation  AH| 


woducing  the  totally  new  Tecra  8100.  The  first  ever  Bluetooth  PC  solution. 


I 


The  Toshiba  Tecra®  8100  with  the 
Bluetooth™  PC  Card'  is  so  fine,  it's  poetry 
in  motion.  With  the  Bluetooth  PC  Card, 


can  connect  effortlessly  with  other  Bluetooth  PCs,  hand- 
1  devices,  LAN  and  Internet  connections  —  all  without 


wires  or  cables.2  Bluetooth  is  the  latest  mobile  computing 
innovation  pioneered  by  Toshiba  through  a  joint  venture  with 
industry  leaders.  Now  you  can  truly  work  without  being 
tethered  to  old  technology.  So  free  yourself  from  the  cables 
and  wires  that  bind.  You  don't  need  them  anymore. 


•tooth  has  128-bit  encryption,  which 
ires  that  every  connection  is  secure. 


Superfast  Mobile  Intel®  Pentium®  III  processors  up 
to  850MHz  featuring  Intel  SpeedStep'"  technology 
and  configurable  from  5.6  lbs.  light  and  1.5"  thin 


Up  to  20  billion  byte  hard  drive  and  a  14. 1 " 
diagonal  TFT  active-matrix  color  display. 


choose  freedom" 

TOSHIBA 

To  buy  direct,  visit  bluetooth.toshiba.com  or  call  1-800-TOSHIBA 


trademark  and  choose  freedom  is  a  trademark  ol  Toshiba  America  information  Systems,  Inc.  and/or  Toshiba  Corporation  Bluetooth  is  a  trademark  owned  by  its  proprietor  and  used  by  Toshiba  under  license 
y  are  subject  to  change  All  other  product,  service  and  company  names  are  trademarks,  registered  trademarks  or  servicemarks  ol  their  respective  owners  All  rights  reserved 


LIFE'S  SHORT 


aN  A  CROWDED  NEW  YORK  CITY  SUBWAY  CAI 
just  above  the  seats  for  senior  citizens  and  dis 
abled  people,  there's  an  ad  for  Hallmar 
Cards.  It  features  a  greeting  card  with  a  fai 
woman  in  a  tight  blue  bathing  suit.  A  crisj 
white  ruffle  skims  the  top  of  her  oversize  thighs.  A  snidl 
caption  reads:  "I  think  the  ruffle  really  makes  a  differ 
ence.  Don't  you?" 

It  sure  marks  a  difference  for  Hallmark,  whose  lat 
founder,  Joyce  C.  Hall,  liked  to  chirp:  "Good  taste  i 
good  business."  The  Kansas  City,  Mo.  greeting  card 
giant,  best  known  for  schmaltzy  prose  in  flowery  script) 
is  trying  on  a  new  attitude.  A  recently  introduced  line  oj 
cards,  called  Fresh  Ink,  makes  references  to  body  pierc 
ings,  handcuffs  and  sex,  and  uses  words  like 
"sucky"  and  "crap." 

 -^mm 
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Have  you  seen  the  new 
Hallmark  greeting  card  line? 
The  one  with  references  to 
S&M  and  "crap"? 


BY  ASHLEA  EBELING 


,  Ads  for  the  line  appear  in  very  un-Hallmarkesque  sites, 
uch  as  over  urinals  in  restaurant  bathrooms.  They're  also  on 
uses,  subway  cars  and  in  magazines  like  Spin  and  Vibe,  pop- 
lar with  teens  and  the  hip-hop  crowd. 

It  is  unusual  territory  for  90-year-old,  privately  held 
lallmark,  which  became  the  world's  largest  greeting  card 
ompany,  with  $4.2  billion  in  sales,  by  peddling  much  more 
laccharine  fare.  Its  alltime  bestseller:  a  "Thinking  of  You" 
|ard  picturing  a  wagon  filled  with  purple  pansies,  which  has 
ung  the  cash  register  30  million  times  in  60  years. 

Dated  merchandise?  Its  customers,  most  in  their  40s  and 
j>eyond,  aren't  getting  any  younger.  So  Hallmark  figured  it 
needed  something  hipper  to  attract  more  youthful  buyers, 
t  is  also  confronting  the  grim  reality  that,  in  a  world  filled 
vith  e-mail  and  cell  phones,  greeting  card  sales  are  flat, 
./leanwhile,  publicly  held  American  Greetings,  with  $2.5 
million  in  revenue,  recently  bought  number  three  Gibson 
Greetings,  bringing  its  market  share  to  40%  and  breathing 
lown  the  neck  of 


1 


Hallmark,  with  45%. 

At  the  moment,  Hallmark  seems  more  worried  about 
the  competition  than  about  compromising  its  squeaky- 
clean  image.  The  Fresh  Ink  cards,  which  also  carry  Hall- 
mark's logo,  hit  stores  in  June.  Many  of  the  cards  won't  of- 
fend anyone.  Example:  a  condolence  card  for  someone 
whose  car  has  expired.  But  others  are  more  eyebrow-rais- 
ing. There  is  the  one  that  says:  "Congrats  ...  on  your  newly 
pierced  part"  (it  comes  with  a  checklist).  Another  refers  to 
sadomasochism  ("It  seems  a  housewife's  work  is  never 
done  ...  buff  the  handcuff  nicks  off  the  headboard  ..."). 
Funny  stuff  for  college  sophomores.  But  for  Hallmark?  "I 
would  keep  Hallmark  a  million  miles  away  from  that  kind 
of  card,"  says  Jack  F.  Trout,  a  marketing  strategist  based  in 
Greenwich,  Conn. 

The  company  may  harbor  some  fears  that,  if  not  some 
of  the  cards,  its  ad  campaign  is  a  little  over  the  top.  The 
company  put  one  of  the  Fresh  Ink  TV  commercials,  created 
by  Hallmark's  longtime  agency  Leo  Burnett  USA,  on  hold. 
The  spot,  which  promotes  a  Fresh  Ink  card  that  reads,  "I 
don't  think  it's  a  good  idea  to  let  the  dog  watch  us,"  showed 
a  lusty  couple  on  a  vibrating  clothes  dryer. 

Fresh  Ink  isn't  Hallmark's  first  alternative  card  division. 
The  company  rolled  out  Shoebox  in  1986,  some  ten  years 
after  contemporary,  irreverent  cards  became  popular. 
Three  years  ago  it  also  introduced  Impromptu  and  Out  of 
the  Blue.  Hallmark  always  tacks  its  name  on  the  back  of  its 
cards,  even  the  alternative  lines,  which  make  up  15%  of  its 
card  sales. 

Why  not  follow  Walt  Disney  Co.'s  script?  That  company 
doesn't  link  its  family-friendly  name  with  Touchstone  Pic- 
tures and  Miramax  Pictures,  its  R-rated  film  labels.  We 
wanted  to  ask  Donald  Hall,  Hallmark's  executive  vice  pres- 
ident for  strategy  and  development  and  the  grandson  of  the 
founder,  for  an  explanation.  But  he  wouldn't  come  to  the 
phone. 

So  we're  going  to  send  him  a  card:  "Condolences.  You 
have  just  debased  a  brand."  F 
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Publish  Li 


Not  long  ago, 
magazines  and 
newspapers  were 
rushing  to  the  Web 
for  survival.  Surprise! 
Now  the  Web  is 
lurching  into  print. 

BY  BRENDAN  COFFEY 

WHEN  VETERAN  JOURNALIST 
Kurt  Andersen  compared  mag- 
azines to  the  Titanic,  he  didn't 
realize  he  would  soon  be  returning  to  its 
decks.  Now  the  cofounder  of  Inside.com 
aims  to  bolster  his  five-month-old 
Weblet  by  launching  a  magazine  next 
month  he  hopes  will  get  more  eyeballs 
and  advertisers  than  the  Web  site  has  at- 
tracted. Inside  (subtitled  "The  Business 
of  Entertainment,  Media  &  Technol- 
ogy") will  eventually  be  a  weekly  and 
cost  $4  an  issue — compared  with  $20 
a  month  for  a  subscription  to 
Inside.com — and  will  carry  more  adver- 
tising than  the  Web  site.  "It  didn't  take  a 
rocket  scientist  in  1999  to  see  that  there 
were  some  weaknesses  with  the  straight  - 
up,  Web-only  content  model,"  says 
Michael  Hirschorn,  cofounder  of  the 
company  and  editor  of  the  Web  site. 

Funny  how  the  tables  have  turned. 
Not  long  ago  the  Internet  was  supposed 
to  be  the  death  knell  for  print  media. 
Now  that  venture  capital  and  under- 
writing money  are  drying  up,  struggling 
dot-coms  are  seeking  more  traditional 
forms  of  revenue  from  advertising  and 
subscriptions — money  that  is  more  eas- 
ily nabbed  by  traditional  media  prop- 
erties. At  least  seven  Weblets  have  cre- 
ated magazines  in  recent  months, 
including  Nerve.com,  Space.com  and 
the  travel  site  Expedia.  And  there  will 
be  more.  TheStreet.com  and  Salon  are 
two  Internet  companies  that  are  ru- 
mored to  be  considering  it. 


Space  cowboys: 
Fred  Abatemarco 
Lou  Dobbs  steer 
Space  Illustrated 


Who  can  blame  them?  Magazine  ad- 
vertising revenue  has  grown  steadily — 
up  16%  so  far  this  year — while  Internet 
ad  spending  has  turned  as  erratic  as  the 
stock  market,  dropping  8%  in  August 
before  jumping  13%  in  September,  ac- 
cording to  AdZone  Interactive.  No  won- 
der, says  Carl  Kotheimer,  an  ad  buyer  for 
Horizon  Media:  "Nothing  happens  in 
terms  of  consumer  response  to  ads  on 


the  Web.  Nothing!  Zero!  Zilch!" 

For  some,  rolling  out  a  magazine  is 
last  marketing  gasp.  Space.com,  the  We 
site  headed  by  former  CNN  anchor  Lo 
Dobbs,  launched  Space  Illustrated  in  Sep 
tember.  The  magazine's  kickoff  wasn 
stalled  by  the  departure  of  the  company 
president,  Sally  Ride,  or  the  fact  that  20c 
of  its  staff  was  pink-slipped.  Its  haste  rra 
be  evident  in  the  weak  ad  revenue  for  th 
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We  manage  Web  servers, 
They  manage  wealth. 

Together,  we  do  e-Business. 


For  more  than  160  years,  J. P.  Morgan  has 
been  helping  affluent  clients  realize  their 
financial  dreams.  Now,  Morgan  OnLine 
offers  millionaire  investors  access  to 
trusted,  integrated  wealth  management 
services  via  the  Internet.  At  Digex,  we 
may  not  know  much  about  financial  asset 
management,  but  we  do  know  what  it 
takes  to  run  a  successful  e-Business. 

We  supply  the  hardware,  software,  and 
pre-engineered  platforms  that  include 
best-of-breed  technology  to  get  your  site 
up  and  running  -  fast  and  reliably.  Digex's 
world-class  data  centers  and  networks  are 
optimized  for  performance  and  availability, 
so  your  site  is  online  24x7x365.  We 
provide  the  administration,  monitoring, 
and  security  services  necessary  to  make 
sure  your  site  remains  secure. 


J. P.  Morgan  works  for  its  clients. 
Digex  works  for  J. P.  Morgan. 


Digex    keeps  e-business  in  business" 


www.digex.com/jpmorgan  1-800-455-2968  ext.  223 

www.morganonIine.com  1-877-576-6616 


©2000  Digex,  Inc.  All  trademarks,  tradenames  and  service  marks  mentioned  or  used  belong  to  their  respective  owners.  All  rights  reserved. 

Morgan  OnLine  services  are  provided  by  J. P.  Morgan  Advisory  Services  Inc.,  a  member  of  SIPC.  Morgan  OnLine  is  a  trademark  of  Morgan  Guaranty  Trust  Company  of  New  York. 


MARK  hi  INK, 


first  issue — $225,000  (before  agency  and 
other  discounts)  for  15  pages  in  a  68-page 
magazine. 

Other  Internet  companies  have  had 
an  easier  time  getting  money  from  ad- 
vertisers, even  though  80%  of  new  mag- 
azines fail.  But  some  Web  sites  still  at- 
tract more  ad  dollars  than  their  glossy 
counterparts.  Expedia  Travels,  launched 
in  October  by  Ziff  Davis  Media,  collected 
62  ad  pages  in  its  first,  154-page,  issue, 
for  prediscount  revenue  of  $1,029,200. 
At  that  rate,  it  will  be  a  while  before  the 
magazine  outsells  the  Web  site,  which 
pulled  in  $20  million  during  the  first 
nine  months  of  the  year.  Expedia  is  going 
head-to-head  on  newsstands  with  an 
eponymous  new  magazine  from  rival 
Travelocity. 

Still,  the  biggest  competition  dot-com 
publishers  face  for  readers  and  advertisers 
comes  from  veteran  newsstand  players. 
Companies  such  as  Conde  Nast  and 
Hearst  are  also  able  to  package  ads  across 
magazines,  something  that  gives  a  needed 
boost  to  a  new  periodical.  Once  a  maga- 
zine is  up  and  running  it  may  take  as  long 
as  five  years  for  it  to  become  profitable — 
usually  after  an  investment  of  between 
$20  million  and  $100  million. 

Advertising  Age  Editor  Scott  Donaton 
says  moving  into  magazines  is  a  smart 
move  for  the  Internet  companies,  but  no 
slam  dunk.  "Starting  a  magazine  today 
is  risky  even  for  an  established  company. 
The  Internet  players  have  no  clout  with 
distributors;  they  have  no  clout  with  ad- 
vertisers," he  says. 

The  most  successful  Web-to-print 
publications  will  be  those  with  a  strong 
Internet  name  attached,  such  as  the  col- 
lectibles magazine  named  after  Ebay. 
There  is  also  Yahoo  Internet  Life,  a  four- 
year-old  monthly  magazine  that  is  some- 
thing like  a  TV  Guide  for  the  Internet. 
It's  one  of  the  nation's  fastest-growing 
magazines,  with  circulation  that  has  in- 
creased 43%  to  1  million  since  the  be- 
ginning of  the  year. 

Next  up:  Watch  for  dot-commers  to 
branch  into  TV  and  radio  programming. 
"You'll  see  in  the  coming  six  to  nine 
months  that  everyone  is  going  to  have  to 
be  viable  on  all  platforms  to  survive," 
says  Hirschorn.  F 


Duck  Head  is  trying  to  stage  a  comeback 
on  college  campuses.  It  may  be  eaten  alive. 


BY  EILEEN  GLANT0N 

FOR  A  PREPPY  SOUTHERN  COLLEGE 
guy  in  the  1980s,  Duck  Head  Ap- 
parel khakis  were  as  indispensable 
as  a  pair  of  worn  Topsiders  and  a  pink 
Polo  shirt.  When  khakis  became  every- 
day work  attire  several  years  ago,  Duck 
Head  should  have  prospered.  Instead, 
this  manufacturer  of  men's  apparel, 
outdone  by  the  larger  and  trendier  Gap 
and  Abercrombie  &  Fitch,  fell  into  fash- 
ion oblivion  and  financial  disaster. 

Now  the  135-year-old  department 
store  brand  is  trying  to  make  a  come- 
back. At  the  helm:  Robert  D.  Rockey, 
59,  the  former  Levi  Strauss  executive 


"We're  going  after  the 
leaders,"  says  Chairman 

Robert  Rockey.  


who  is  credited  with  overseeing  the 
growth  of  Levi's  successful  Dockers 
clothing  line.  Problem  is,  the  company, 
named  for  the  workwear  it  first  sold 
(duck  is  a  tightly  woven  fabric),  is  now 
as  unfashionable  on  campus  as  it  is  on 
Wall  Street.  Duck  Head  shares  go  for 
not  much  more  than  a  buck  on  the 
American  Stock  Exchange,  down  50% 
since  the  company  was  spun  off  from 
Delta  VVbodside  Industries  in  June. 

College  kids  may  be  even  harder  on 
the  company  than  investors.  Youngsters' 
fashior  'rends  today  often  start  with  an 


inner-city  crowd  and  end  up  on  afflue 
college  kids.  That  doesn't  describe  Du< 
Head  at  all.  So  Rockey  hopes  to  create 
sensation  by  courting  buttoned-dow 
fraternity  guys  on  college  campuses 
3 1  states.  This  fall  he  sent  letters  an 
loads  of  free  clothes  to  more  than  1,00 
fraternity  presidents  at  83  colleges.  Tl 
company,  with  headquarters  in  Wind* 
Ga.,  is  also  sponsoring  campus  "entr 
preneur-of-the-month"  contests.  "Vi 
are  going  after  the  leaders,"  he  says 

The  audience  may  be  conservatH 
— something  that  may  make  them  m 
likely  fashion  trendsetters — but  Rock 
has  at  least  jazzed  up  the  look  of  tl 
clothing.  Khaki  pan 
now  have  cargo  an 
cell  phone  pockets.  A 
are  running  in  men 
magazines,  such 
Maxim.  "The  trick  f( 

  Duck  Head  is  presen 

ing  themselves 
something  new,"  says  James  Neal,  prii 
cipal  at  Kurt  Salmon  Associates,  a  reti 
consulting  firm. 

Duck  Head  has  been  going  dowi 
hill  for  a  while.  Sales  shrank  from  $1: 
million  in  1992,  the  peak  year,  to  on 
$53  million  for  the  year  ended  July 
with  a  net  loss  of  $7.4  million. 

Weakened  and  with  a  pathetic  3 
million  market  cap,  Duck  Head  is  eai 
prey  for  any  hungry  buyer.  Knight  Te: 
tile  Corp.,  a  privately  held  manufactur 
of  casual  clothing  in  Saluda,  S.C.,  is  sai 
to  be  putting  salt  on  Duck's  tail. 
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kllegiant  Media 


THE  BOTTOM  LINE 

With  fierce  competition  for  customers,  companies 
that  miss  the  opportunity  to  tap  their  entire  poten- 
tial market  may  suffer.  Increasingly,  attracting  and 
retaining  a  diverse  workforce  and  capitalizing  on 
the  ideas  generated  by  this  diversity  can  he  a  factor 
in  helping  businesses  boost  market  share,  investor 
confidence  and  profit.  Here's  how  winning  compa- 
nies are  making  it  happen. 
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Getting  ready  for  the  new  "minority  majority"? 
Learn  more  about  your  changing  customer  base 
at  www.Diversitylnc.com. 


Ford  Employee  Resource  Groups 
Are  Links  to  Consumers 

The  Ford  Motor  Company's  seven 
employee-resource  groups  were  initial- 
ly established  as  grassroots  organiza- 
tions to  enhance  recruitment,  retention 
and  professional  development  of  the 
populations  they  represent.  The  groups 
have  yielded  a  dynamic  and  more 


diverse  workforce,  and  they  have 
evolved  into  a  powerful  marketing  arm 
for  Ford  Motor  Company. 

GLOBE,  Ford's  network  group  for  gay, 
lesbian  and  bisexual  employees,  is  edu- 
cating the  marketing  department  on  the 
spending  capacity  of  the  gay  and  lesbian 
community,  which  has  yet  to  be  maxi- 
mized, says  Robert  Wagner,  education 


Larry  E.  Kittelberger 
Chief  Information  Officer 
Lucent  Technologies 


Lucent  Technologies'  CIO  Takes 
A  Global  Approach  to  Diversity 

B  V  ''"^J^bSM  In  the  inn  1st  ol  the  tightest  labor  market  in  decades,  espei  ially 
H  ^or  technical  talent,  Lucent  Technologies  sees  diversity  as  a 

competitive  advantage  that  will  help  the  company  attract  and 
A.  Hi      retain  the  best.  And  appropriately  enough  for  a  technology- 

focused  company,  the  chief  information  officer,  in  partnership 
with  the  chief  executive  officer,  is  leading  the  charge.  Lucent 
CIO  Larry  E.  Kittelberger  says  he  challenges  his  direct  reports 
to  develop  diverse  teams  because  "diversity  of  people,  thoughts  and  processes  results 
in  a  company  that's  a  lot  more  flexible  in  the  marketplace." 

Kittelberger  views  diversity  as  critical  to  the  development  of  a  strong  management  team. 
"We  need  people  from  various  cultures  around  the  globe  who  have  different  perspectives 
and  experiences  —  not  just  different  people  from  the  U.S."  A  talent  review  process,  used 
by  Kittelberger  and  Chief  Diversity  Officer  Mary  E.  Herbert,  ensures  that  all  direct  reports  to 
Kittelberger  and  other  senior  managers  present  diverse  slates  of  candidates  for  develop- 
ment and  promotion  "If  you  go  out  and  look  for  the  people  with  the  best  knowledge  base, 
diversity  often  happens  naturally.  But  you  must  also  work  on  changing  perceptions.  It's 
sometimes  tough  for  people  to  accept  that,"  says  Kittelberger.  "You  have  to  say,  'This  is 
important  to  us,'  and  demonstrate  your  commitment  to  diversity." 

For  Lucent,  which  operates  in  more  than  90  countries,  a  global  approach  to  diver- 
sity is  critical,  and  the  company  prefers  to  develop  nationals  rather  than  expatriates 
in  its  global  locations,  Kittelberger  notes.  "Global  means  that  you  can  operate  simi- 
larly around  the  world,  but  you  must  at  the  same  time  take  into  account  differences 
in  cultures.  That  global  reach  translates  into  better  products,  better  service  to  cus- 
tomers and  customer  satisfaction." 


officer  of  GLOBE.  "I  wouldn't  say  the  | 
consumer  demographic  has  changed. 
Rather,  there's  more  awareness  of  the 
diversity  of  the  consumer  market." 

Similarly,  the  Ford  Asian  Indian  Asso- 
ciation (FAIA)  has  worked  to  help  Ford 
tap  into  the  Indian  community.  In  an 
effort  to  foster  communication,  FAIA  I 
held  an  event  in  August  called  "Ride 
and  Drive."  FAIA  invited  the  members  of 
the  Michigan  Association  of  Physicians 
from  India  (MAPI)  to  speak  with  Gur- 
minder  Bedi,  vice  president  of  Ford 
Motor  Truck  Vehicle  Center,  and  learn 
more  about  Ford  Motor  Company's 
products.  "We  were  welding  an  alliance 
with  a  very  powerful  group,"  says  Lak- 
shmi  "Lucky"  Vora,  vice  president  of 
FAIA  and  section  supervisor  at  North 
American  Truck.  She  also  noted  that 
there  was  an  indication  many  would 
purchase  their  vehicles  in  the  future. 

Ford's  Parenting  Network  also  serves 
as  a  voice  for  consumers.  Recently,  this 
network  organized  a  survey  of  more  than 
100  of  its  members  on  how  they  would 
adjust  a  car's  design  to  better  accom- 
modate child-safety  seats.  The  group 
also  participated  in  the  "Buckle  Up  With 
Big  Bird"  campaign,  where  parents  were 
invited  to  have  their  cars  checked  by 
experts  to  see  if  their  child  seats  were 
safe.  Although  the  Parenting  Network's 
role  in  the  Big  Bird  campaign  was  pri- 
marily to  publicize  the  event,  network  co- 
chair  Gretchen  Zobel  says  the  enormous 
success  has  inspired  the  group  to  orga- 


Idealists,  optimists  and  visionaries, 
your  is  over. 


We're  looking  for  people  like  you  to  join  us  on  our  exciting  quest  for 
[Spanie"work  for  success  in  the  new  economy.  Here  you  will  team  with  people  from 
V^/ .  different  practices,  specialties  and  business  environments  to 
FORTUNE  accelerate  your  learning.  You  will  have  Web  based  access  to  all  the 
tools  you'll  need  and  be  given  opportunities  to  stretch  and  grow  your  capabilities.  You 
will  be  encouraged  and  empowered  to  solve  problems,  drive  change  and  develop  as  a 
leader  under  the  guidance  of  some  of  the  best  leaders  in  the  business.  And  you  should 
know  that  we've  been  recognized  as  one  of  the  100  Best  Companies  to  Work  For  in  a 
survey  by  FORTUNE  magazine.  So  for  growth  opportunities  and  a  fulfilling  career,  look 
to  us.  The  dream  is  real. 


s!l  Ernst  &  Young 


From  thought  to  finish. 
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Employee  networks  foster  inclusion. 
Benchmark  your  industry's  best 
examples  at  www.Diversitylnc.com. 


nize  similar  events  in  the  future. 

Co-chair  Cheryl  Eberwein  says  the 
Parenting  Network  has  consulted  with 
vehicle  designers  and  educated  them 
on  how  to  better  suit  the  needs  of  par- 
ents with  children  of  all  ages.  "We  tell 
them  what  parents  want  —  we  provide 
them  with  the  opportunity  to  view 
what's  important  to  parents." 


Through  these  efforts  to  help  Ford  tap 
new  markets,  the  resource  groups,  which 
have  official  company  recognition,  have 
evolved  into  a  critical  link  between  the 
company  and  the  consumer. 

Visteon's  Employee  Networks 
Encourage  Retention 

Visteon  Corp.,  a  global  automotive  sys- 


Van  Ewing 

Texaco  EBA  Participant 


M  m  Texaco  Develops  Leaders 

For  the  Competitive  Global  Marketplace 

Through  its  Executive  Business  Analyst  (EBA)  Program, 
Texaco  Inc.  is  developing  a  pool  of  diverse  leaders  who  will 
be  prepared  to  work  anywhere.  The  two-year  EBA  program, 
established  in  1998,  recruits  high-performing  MBA  gradu- 
ates or  current  Texaco  employees  with  advanced  degrees. 
Participants  complete  rotational  assignments,  including 
stints  outside  the  U.S.  or  on  international  teams.  They  also 
complete  coursework,  including  diversity/cultural  sensitivity 
training.  In  addition,  each  is  paired  with  a  member  of  the 
company's  Executive  Council,  who  serves  as  a  mentor. 
The  first  12  participants  have  recently  been  placed  in  permanent  positions.  Van 
Ewing,  a  1998  MBA  graduate  of  Howard  University,  planned  to  join  an  investment  bank 
in  San  Francisco  when  he  became  convinced  the  EBA  program  would  offer  him  a  greater 
opportunity.  Ewing,  who  is  now  director  of  corporate  development  for  a  joint  Texaco- 
Chevron  venture  in  fuel  and  marine  marketing,  says  the  access  to  Executive  Council 
members  and  the  opportunities  to  see  various  parts  of  the  business  provided  a  unique 
experience.  Ewing  also  notes  that  EBA  participants  represent  a  support  system.  "We 
are  a  close  group,  and  within  that  group,  we  are  very  diverse,  and  we  are  sensitive  to 
what  is  happening  in  the  various  countries  to  which  we  have  to  travel,"  he  says. 

Says  EBA  Program  Administrator  Ed  Gadsden,  Texaco 's  corporate  director  of  human 
resources  and  executive  search,  "There  is  an  emphasis  on  ensuring  that  the  pool 
from  which  we  recruit  is  diverse.  There's  also  a  strong  philosophy  here  that  if  you  cast 
your  net  broadly,  you'll  get  the  best  of  the  best  people.  That's  what  this  program  has 
aliowed  us  to  do." 


terns  producer,  is  using  employee  net- 
works to  provide  opportunities  for  pro- 
fessional growth  and  access  to  senior 
management. 

In  a  tight  labor  market,  these  groups 
are  an  important  resource  for  recruiting 
valuable  new  people  and  retaining  cur- 
rent employees.  Visteon  Chairman  and 
CEO  Peter  Pestillo  is  one  of  the  most 
enthusiastic  supporters.  Shortly  after 
Visteon's  June  29  spin-off  from  Ford 
Motor  Company,  Pestillo  said  the 
employee  groups  would  be  instrumen- 
tal in  implementing  Visteon's  diversity 
strategy.  "A  company  is  only  as  good  as 
its  people,"  Pestillo  says.  "Creating  an 
inclusive  organization  will  make  us  a 
stronger  company  because  we  accept 
each  other's  individuality." 

One  of  the  groups,  Women  in  Vis- 
teon, has  outlined  ways  its  members 
can  enhance  the  company's  business 
and  diversity  plans.  In  addition  to  focus- 
ing on  programs  that  hone  leadership 
and  technical  skills,  the  group  orga- 
nizes community  service  activities  and 
strives  to  keep  senior  management 
abreast  of  what's  on  its  members' 
minds. 

To  further  these  goals,  Women  in  Vis- 
teon launched  a  series  of  events  to  be 
held  at  company  sites  around  the 
world.  The  first  program  was  held 
recently  at  Visteon's  technical  center  in 
Dearborn,  Michigan,  where  Pestillo  gave 
an  overview  of  Visteon's  strategic  direc- 
tion. That  kindled  a  discussion  of  what 


- 


Just  ask  workers  like  Althea,  Cassandra, 
Lanice,  Eric  and  Patrick.  They  are 
learning  invaluable  skills  working  at 
Ford  Motor  Company's  newly  built 
Detroit  Manufacturing  Training  Center. 

This  center  is  an  idea  developed  and 
nurtured  by  Carlos  Mazzorin,  Group 
Vice  President,  Global  Purchasing 
and  South  America;  and  Minority 
Supplier,  Dave  Bing. 


The  center  is  training  high  school 
and  technical  school  graduates  for 
positions  with  minority -owned 
companies.  This  will  mean  the 
addition  of  nearly  500  new  jobs 
annually  to  Detroit's  economy. 

This  project  is  just  one  of  many  seeds 
Ford  continues  to  plant  to  keep  the 
city  of  Detroit  flourishing. 


BETTER  IDEAS." 
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The  best  balancing  act  wins. 

How  work/life  initiatives  are  improving 

retention  at  www.Diversitylnc.com. 


type  of  culture  is  consistent  with  those 
strategic  goals  and  the  best  ways  to 
encourage  risk-taking. 

The  ultimate  objective  is  to  help 
employees  understand  their  stake  in 
the  business,  see  their  role  and  make 
Visteon  an  employer  of  choice,  says 
Chris  Filipowicz,  purchasing  director  for 
climate-control  systems  at  Visteon  and 


executive  sponsor  of  Women  in  Vis- 
teon. "Someone  may  work  in  one  area 
of  the  company  but  have  ideas  that 
might  help  another,"  she  says.  "Women 
in  Visteon  is  an  avenue  to  help  people 
share  ideas." 

At  Visteon,  which  does  business  in 
23  countries,  this  is  a  global  goal  — 
one  the  women's  group  is  ready  to 


PricewaterhouseCoopers 
1999  National  Merit 
and  Achievement  Scholars 
at  a  luncheon  with  PwC 
Chief  Executive  Officer 
James  Schiro  and  Global 
Service  Line  Leader 
Woody  Brittain 


PricewaterhouseCoopers 
Primes  the  Pump 
For  Future  Accountants 

Ask  a  group  of  junior  high  or  high 
school  students  what  they  want  to 
be  when  they  grow  up,  and  it's 
unlikely  that  large  numbers  of  them 
will  say  "an  accountant."  To  combat  a  lack  of  awareness  about 
the  profession,  PricewaterhouseCoopers  has  established  rela- 
tionships with  organizations  that  are  helping  to  prepare  young 
people  for  careers  in  accounting  and  business.  Because 
minorities  are  underrepresented  in  the  firm's  workforce,  these 
efforts  largely  concentrate  on  reaching  minority  populations. 
Making  High  School  Count  is  an  interactive  program  that  reaches  300,000  eighth- 
grade  students  nationwide  with  written  and  electronic  curriculum  on  how  to  succeed 
in  high  school.  In  50  schools  that  PricewaterhouseCoopers  selects,  a  message  on 
accounting  has  been  integrated  into  the  presentation.  A  related  program,  Making  Col- 
lege Count,  reaches  more  than  500,000  high  school  seniors  with  information  on  how 
to  succeed  in  college. 

Other  outreach  initiatives  include  the  PricewaterhouseCoopers  National  Merit  and 
Achievement  Scholars  program,  which  provides  college  scholarships  to  10  minority 
students  per  year.  The  firm  brings  scholarship  recipients  into  the  New  York  office  to 
introduce  them  to  the  accounting  profession  and  the  firm's  leadership. 

"We  are  limited  by  our  vision,"  says  Barbara  Bell  Coleman,  a  consultant  in  Price- 
waterhouseCoopers' office  of  diversity  and  work/life.  "If  someone  hasn't  been 
exposed  to  accountants  or  that  field,  you  won't  think  of  it  as  a  profession  to  pursue." 


tackle.  They  are  creating  a  team  with 
representatives  from  Asia,  Europe  and 
North  and  South  America  that  will  help 
align  Visteon's  business  processes, 
benefits  and  goals  for  employees 
around  the  world. 

Another  strong  group  is  the  Visteon 
African-American  Network  (VAAN),  which 
helps  recruit  African-Americans  to  Vis- 
teon. The  group's  mentoring  program 
has  been  benchmarked  and  modeled 
by  other  companies.  It  hosts  a  summer 
intern  workshop  and  recruits  at  histori- 
cally black  colleges  and  universities,  as 
well  as  at  events  like  the  National  Black 
MBA  Conference  and  the  Society  of 
Black  Engineers  Conference. 

"There  is  no  doubt  that  resource 
groups  like  VAAN  strengthen  the  com- 
pany, whether  it's  providing  recruiting 
assistance,  mentoring  and  counseling  or 
helping  with  retention  and  development," 
says  Gary  J.  Mayo,  Visteon's  director  of 
environmental  affairs  and  chapter  pres- 
ident of  VAAN.  "The  business  case  is 
clear.  Resource  groups  contribute  to  the 
company's  bottom  line." 

Programs  like  Women  in  Visteon  and 
the  Visteon  African-American  Network 
are  essential  to  Visteon's  success. 
"They  play  a  major  role  in  making  us 
the  best  at  what  we  do,"  Pestillo  says. 

Flexibility  Is  a  Tool 

For  Attracting  Talent  at  IBM 

At  IBM,  workplace  flexibility  has  become 
a  key  competitive  advantage  and  a  tool 


len  Visteon  wanted  to  help 
vers  stay  connected  to  their 
rid  by  bringing  e-mail,  the 
lernet,  navigation,  stock  quotes 
Id  information  from  a  Personal 
ita  Assistant  into  their  vehicle, 
|  teamed  with  industry  leaders  — 
crosoftf  Intel9  and  Palm,  lnc.; 
!e  result?  Award-winning 
i:hnology  that  gives  you  access 
I  the  information  you  use  every 
ly,  delivered  right  to  your  car 


the  moment  you  need  it.  It's  a 
Superintegrated™  system  that 
works  together  and  can  be 
controlled  hands-free  by  Visteon 
Voice  Technology™  —  the  most 
advanced  voice  technology  in 
the  world.  To  learn  more  about 
our  innovative  ideas  and  how 
we  collaborate  for  success, 
call  1  800  VISTEON  or  visit 
visteon.com.  The  possibilities 
will  amaze  you. 


Visteon  s  ICES 
(information, 
communication, 
entertainment, 
security)  system 


received  Popular  Mechanics  Editor's  Choice  Award 
and  was  chosen  one  of  50  Hot  Technologies  by 
Smart  Computing  (january  2000). 

Microsoft.  Intel  and  Palm  are  trademarks  or  registered  trademarks  of 
their  respective  companies  or  subsidiaries. 


■:-'M  Visteon 
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See  the  possibilities 
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Hard,  facts.  Real  proof.  The  business  case 
for  diversity  at  www.Diversitylnc.com. 


for  attracting  and  retaining  top  technical 
talent.  The  company  offers  myriad  flexi- 
ble work  options,  including  individual 
work  schedules,  flexible/compressed 
workweeks,  part-time  schedules,  remote 
work  options  (including  work  at  home  or 
work  at  a  customer's  location)  and 
leaves  of  absence. 
"Employees  have  told  us  that  bal- 


ancing their  responsibilities  to  work, 
family,  education  and  other  commit- 
ments is  becoming  increasingly  difficult 
under  traditional  work  schedules,"  says 
Ted  Childs,  IBM's  vice  president,  Global 
Workforce  Diversity.  "Their  ability  to 
address  work  and  family  needs  is  a  crit- 
ical factor  in  their  decision  to  stay  with 
IBM.  Our  flexible  work  options  help 


Glenn  Grady  (left), 
chief  executive  officer 
of  supplier  Cimarron 
Express,  and 
DaimlerChrysler's 
Steve  Walukas  at  the 
"matchmaking"  event 


DaimlerChrysler  Generates  Strong 
Relationships  With  Minority  Suppliers 

For  minority  suppliers,  the  key  to  winning  major  contacts  is 
often  getting  in  front  of  the  decision  maker  in  a  large  pro- 
curement department.  In  August,  DaimlerChrysler  provided 
just  such  an  opportunity  to  nearly  80  minority  supplier  com- 
panies at  a  "matchmaking"  event  at  corporate  headquar- 
ters in  Auburn  Hills,  Michigan.  Both  DaimlerChrysler  Pro- 
curement and  Supply  managers  and  auto-industry  majority 
suppliers  attended. 

While  it's  still  too  early  to  tell  how  many  deals  were 
accomplished  at  the  event,  at  least  three  on-the-spot  match- 
es were  made.  These  included  partnerships  between  DaimlerChrysler's  majority  sup- 
pliers and  smaller,  minority  suppliers.  "We're  putting  our  reputation  at  stake  when  we 
introduce  our  top  minority  suppliers  to  new  companies.  So  we're  saying,  'We  recom- 
mend that  you  do  business  with  these  companies  because  it's  worked  out  very  well 
for  us.  There's  no  reason  why  it  shouldn't  work  for  the  other  suppliers  involved,'"  says 
Steve  Walukas,  DaimlerChrysler's  vice  president  of  Supplier  Quality,  Platform  Man- 
agement and  Tooling  Equipment  and  Construction. 

The  suppliers  attending  ranged  from  industrial  suppliers,  such  as  OEM  Erie,  an 
African-American-owned  company  that  provides  injection  moldings,  and  Black  River 
Manufacturing,  an  African-American-owned  company  that  provides  screw  machine 
components,  to  media  companies,  such  as  Montemayor  Y  Asociados,  a  Hispanic- 
owned  advertising  agency.  DaimlerChrysler  chose  the  suppliers  because  of  their  suc- 
cessful track  records  and  their  commitment  to  quality. 


employees  gain  control  of  their  lives  so 
they  can  contribute  their  full  energy  and 
talent  to  IBM." 

Companies  that  are  attentive  to  the 
personal  needs  of  their  workforce  have 
an  advantage,  says  Howard  Ross,  pres- 
ident of  Cook  Ross,  a  diversity  consult- 
ing firm  in  Silver  Spring,  Maryland. 
"Quality-of-life  issues  represent  one 
more  compelling  factor  determining  why 
people  are  more  likely  to  either  take  a 
job  or  stay  in  a  job,"  Ross  says.  "While 
some  people  make  determinations 
based  on  money  —  and  some  people 
always  will  —  more  and  more  people 
are  balancing  money  with  quality  of  life, 
time  off,  leisure  time  and  the  reason- 
ability  of  work  schedules." 

IBM's  commitment  to  work-life  bal- 
ance extends  around  the  globe  and 
even  addresses  dependent-care  assis- 
tance. In  July,  the  company  announced 
a  $50  million  global  fund  to  develop 
and  support  work-life  programs  in  com- 
munities where  its  employees  live  and 
work.  It  is  one  of  the  first  funds  of  its 
type  to  address  such  employee  issues 
globally. 

Initially,  the  fund  will  support  pro- 
grams ranging  from  a  child-care  center 
in  Dublin  to  technology  summer  camps 
in. Stuttgart,  Hanover  and  Berlin.  Addi- 
tional programs  include  establishing 
new  child-care  centers  near  an  IBM  lab 
in  Toronto  and  on-site  at  IBM's  Thomas 
J.  Watson  Research  Center  in  Yorktown 
Heights,  New  York. 


OLD  WORLD  EXPLORERS  ASKED, 


"WHAT  CAN  I  DISCOVER?" 


TODAY'S  EXPLORER  MUST  ASK, 


"WHAT  CAN  I  DISCOVER 


BETWEEN  4:30  AND  6:00?" 


You've  got  an  hour,  maybe 
two,  to  find  something  novel. 
Fortunately,  at  Hyatt,  the  local 
pulse  is  always  at  your  fingertips, 
making  a  richer,  more  vivid 
experience  inevitable.  Someday 
you'll  have  more  time  to  explore. 
Until  then,  choose  a  place  that 
does  some  of  the  work  for  you. 

For  reservations,  call  Hyatt 
or  your  travel  planner: 


All  things  being  equal,  there's  more.  1  800  233  1234  or  www.hyatt.com 

Feel  the  Hyatt  Touch* 

[hotels  and  Resorts^encompasses  hotels  and  resorts  managed,  franchise*  or  leased  by  two  separate  groups  of  companies  -Hyatt  Corporation  and  its  affiliates  and  affiliates  of  Hyatt  International  Corporation.  ©2000  Hyatt  Corp. 
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Diversity  only  works  from 

the  top  down.  CEOs  explain  why 

at  www.Diversitylnc.com. 


Hyatt  Forges  Alliances  to  Attract 
Employees  and  Customers 

An  increasingly  diverse  population  of 
employees  and  guests  has  prompted 
Hyatt  to  intensify  its  diversity  efforts 
and  initiatives.  "We've  found  that  the 
clientele  responds  positively  to  a 
diverse  workforce,"  says  Sal  Mendoza, 
Hyatt's  director  of  diversity. 


Hyatt  partners  with  numerous  orga- 
nizations that  help  the  company  attract 
and  retain  diverse  workforce  talent  as 
well  as  customers.  For  example,  the 
company  has  just  renewed  a  three-year 
sponsorship  with  the  Multicultural  Food- 
service and  Hospitality  Alliance  (MFHA), 
an  organization  dedicated  to  promoting 
the  economic  benefits  of  multicultural- 


MAOIC 


Guide  to 
A  Healthy  Mind 


A  Cii 


of  Hop 


Pfizer  Helps  African-Americans 
Get  Help  for  Depression 

Duplicating  its  successful  model  for  reaching  out  to 
minority  communities,  global  pharmaceutical  com- 
pany Pfizer  Inc  is  using  celebrities  to  educate  the 
African-American  community  about  depression.  Some 
20  million  Americans  suffer  from  depression,  but 
African-Americans  are  among  the  least  likely  to  seek 
treatment,  according  to  the  National  Mental  Health 

^  ^flflfl  Associat'on- 

^^^M  Pfizer  is  distributing  the  "Guide  to  a  Healthy  Mind 
  a ii illll^Bi^Bf MB  for  African-Americans:  A  Circle  of  Hope,"  co-spon- 
sored by  the  National  Medical  Association  and  the  Magic  Johnson  Foundation.  Dis- 
tribution points  include  30  members  of  the  African  Methodist  Episcopalian  Church 
(AME)  in  Washington,  D.C.,  and  Los  Angeles. 

"The  church  is  one  of  the  most  trusted  and  influential  institutions  in  the  black  and 
African-American  community.  Faith  plays  an  important  role  in  wellness  and  illness," 
says  Jucinda  Fenn-Hodson,  Pfizer's  director  of  Multicultural  Marketing.  "We're  com- 
mitted to  raising  awareness  of  this  devastating  disease  and  ending  its  stigma.  Our 
hope  is  that  we  can  encourage  people  to  seek  professional  medical  help." 

A  free  booklet  and  videotape,  the  depression  guide  features  an  introduction  by  bas- 
ketball legend  Johnson  and  narrative  by  Grammy  and  Tony  award-winner  Jennifer  Hol- 
liday.  The  guidebook  is  part  of  Pfizer's  Guide  to  Healthy  Living  series,  which  aims  to 
educate  Hispanics  and  African-Americans  about  the  health  problems  that  dispropor- 
tionately affect  their  communities.  Pfizer  is  also  the  exclusive  sponsor  of  Closing-the- 
Gap.com,  a  Web  site  dedicated  to  minority  health  care  issues. 


ism  in  the  hospitality  and  food-service 
industry.  According  to  MFHA,  the  indus- 
try is  the  leading  minority  employer  in 
the  U.S. 

MFHA  President  Gerry  Fernandez 
says  Hyatt  "is  a  leader  in  every  cate- 
gory," including  diversity  among  its 
workforce  and  customers.  "Hyatt  under- 
stands diversity  economics,"  explains 
Fernandez.  "When  you  begin  to  calcu- 
late the  economic  impact  that  diverse 
consumers  will  have  on  your  business, 
it's  clear  why  companies  are  paying 
attention  to  diversity.  Hyatt  understands 
the  value  of  its  investment  in  reaching 
out  to  minority  communities." 

Fernandez  adds  that  Hyatt  has 
entered  into  other  key  partnerships, 
including  one  with  the  Hospitality  Busi- 
ness Alliance  (HBA)  —  a  partnership 
between  the  National  Restaurant  Asso- 
ciation and  the  American  Hotel  and 
Motel  Association  —  which  has  creat- 
ed a  nationwide  system  of  high  school 
courses  linked  with  mentored  work 
experiences.  The  HBA  focuses  on  hos- 
pitality careers,  guest  relations,  reser- 
vations, front  office,  housekeeping, 
security  and  safety.  Hyatt  properties  in 
Georgia,  Massachusetts,  Washington, 
D.C.,  Colorado  and  Illinois  are  now  par- 
ticipating. 

In  another  effort  to  prime  the  pipeline 
for  a  diverse  future  workforce,  Hyatt  has 
pledged  $10,000  to  the  NAACP  Afro- 
Academic,  Cultural,  Technological  and 
Scientific  Olympics  (ACT-SO).  ACT-SO  is 
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Today's  students  are  tomorrow's 
workforce.  Find  your  future  in  the  Resume 
Databank  at  www.Diversitylnc.com. 


a  yearlong  enrichment  program 
designed  to  encourage  high  academic 
and  cultural  achievement  among 
African-American  high  school  students. 
The  program  is  based  on  the  participa- 
tion of  community  volunteers  and  busi- 
ness leaders,  who  serve  as  mentors 
and  coaches  to  promote  academic  and 
artistic  excellence  among  African-Amer- 
ican students.  There  are  24  categories 
of  competition  in  the  sciences,  human- 
ities, performing  and  visual  arts. 
"Through  its  participation  in  the  NAACP 
ACT-SO  program,"  says  Mendoza, 
"Hyatt  has  helped  to  create  a  forum  to 
promote  and  prepare  minority  youth 
who  exemplify  scholastic  excellence." 

Ernst  &  Young  Program  Encourages 
Students  to  Pursue  Accounting  Careers 

To  meet  an  increasing  need  for 
accountants  that  has  coincided  with 
a  declining  number  of  people  entering 
the  profession,  Ernst  &  Young  LLP 
the  professional  services  firm,  last 
year  began  a  unique  program  that  is 
intended  to  prepare  students  for 
careers  in  accounting.  Called  "Your 
Master  Plan"  (YMP),  the  program  cur- 
rently offers  50  recent  college  gradu- 
ates the  opportunity  to  work  at  Ernst  & 
Young  while  pursuing  a  master's  degree 
in  accounting,  paid  for  by  the  firm.  The 
program  is  largely  intended  for  nonac- 
counting  undergraduate  majors  and 
serves  as  an  important  component  of 
the  firm's  recruitment  and  retention 


strategy,  as  well  as  its  efforts  to  attract 
a  diverse  pipeline  of  future  profession- 
als. In  fact,  the  program  has  been  so 
well  received  that  Ernst  &  Young  will 
double  the  number  of  participants  to 
100  a  year,  beginning  in  2001. 

The  15-month  program  includes 
coursework  at  the  University  of  Notre 
Dame  in  Indiana  and  the  University  of 


Virginia  during  two  summers,  with  stu- 
dents entering  Ernst  &  Young's  account- 
ing practice  full  time  after  the  first 
summer.  Participants  have  the  oppor- 
tunity to  network  with  others  involved  in 
YMP  building  strong  bonds  for  future 
working  relationships. 

Miriam  Nalumansi,  a  June  2000 
graduate  of  the  University  of  California 


FleetBoston  Financial  Partners  With  Employees 
To  Target  Philanthropic  Efforts 

For  FleetBoston  Financial,  the  belief  that  employees  have  valuable  insights  into  orga- 
nizations that  impact  local  communities  is  central  to  corporate  giving.  One  of  Fleet- 
Boston Financial  Foundation's  newest  initiatives  is  the  Fleet  Diversity  Resource  Group 
Giving  Program,  designed  to  provide  each  of  the  corporation's  seven  diversity  resource 
groups  —  Asian,  Black  Professionals,  People  with  Disabilities,  Fleet  PRIDE  (gay/les- 
bian, bisexual,  transgendered),  Latino,  Parents  and  the  Women's  Interest  Network  — 
the  opportunity  to  make  contributions  to  nonprofit  organizations  that  benefit  the  com- 
munity in  their  area  of  focus.  Organizations  must  fulfill  the  foundation's  traditional 
guidelines  while  also  providing  the  opportunity  for  significant  community  outreach. 
Individual  grants  of  up  to  $5,000  are  available;  the  program  is  expected  to  fund  more 
than  $175,000  throughout  the  Northeast  this  year. 

Among  the  beneficiaries:  the  Boston  Alliance  of  Gay  and  Lesbian  Youth  (BAGLY),  a 
youth-led,  adult-advised  social-support  group  that  provides  a  safe  environment  where 
youths  can  make  friends  and  receive  support  about  sexual  orientation,  gender  iden- 
tity and  other  issues.  For  the  past  two  years,  Fleet  PRIDE  and  the  Parents  Resource 
Group  have  provided  BAGLY  with  more  than  $10,000. 

Ellen  Heath,  a  Fleet  Parents  Resource  Group  Steering  Committee  member,  notes, 
"We  saw  this  as  a  unique  opportunity  to  make  a  meaningful  impact  in  the  two  com- 
munities in  which  our  groups  focus.  A  major  focus  for  BAGLY  is  in  supporting  those 
teens  dealing  with  their  sexuality  or  considering  coming  out  —  a  group  particularly 
vulnerable  to  depression  or  suicide.  BAGLY  provides  an  incredibly  important  support 
mechanism  to  these  teens  to  get  them  through  high-stress  periods." 
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at  Los  Angeles,  was  recruited  by  Ernst 
&  Young  last  summer  and  immediately 
began  the  YMP  program  at  the  Univer- 
sity of  Virginia.  Nalumansi  says  she 
chose  Ernst  &  Young  from  among  a 
group  of  investment  banks  and  Big  Five 
accounting  firms  that  had  made  her  job 
offers;  she  sees  the  YMP  program  as 
a  sign  that  Ernst  &  Young  is  willing  to 
invest  in  its  future  professionals. 

In  addition,  says  Nalumansi,  "one  of 
the  things  that  attracted  me  to  Ernst  & 
Young  was  the  firm's  commitment  to 
diversity.  I'm  black,  I'm  female  —  those 
are  things  I  have  to  take  into  consider- 


ation," she  says.  "I  wanted  to  be  in  an 
environment  where  I  would  succeed 
and  where  if  I  worked  hard,  there  would 
be  people  there  to  support  me.  From 
the  companies  I  considered,  Ernst  & 
Young  had  the  strongest  and  most  con- 
sistent commitment  to  diversity,  and  it's 
very  clear  that  it's  a  genuine  concern 
and  commitment  of  the  firm."  Added  to 
that,  she  says,  the  YMP  program  put 
Ernst  &  Young  a  step  above  other  com- 
panies and  provided  prestige  to  the 
accounting  profession. 

Annually,  more  than  50%  of  audit 
campus  hires  and  approximately  20% 


Ernst  &  Young  Works  With  PGA  to  Introduce  Golf  to  Students 

Exclusion  from  informal  networks  and  social  activities  has  been  cited  as  a  barrier  to 
advancement  in  business,  so  as  a  result,  a  number  of  deals  are  structured  in  social  clubs 
or  on  golf  courses.  As  part  of  its  effort  to  overcome  such  barriers  and  foster  diversity  in 
the  current  and  future  workforce,  Ernst  &  Young  is  the  sole  sponsor  of  Golf-ln-Schools,  a 
program  overseen  by  the  Metropolitan  PGA  Junior  Golf  Association. 

New  York  City-area  students  participate  in  the  six-week  program,  which  offers  golf 
instruction  in  physical-education  classes.  The  program  includes  equipment,  golf  clubs  for 
afternoon  and  weekend  use,  the  opportunity  to  attend  PGA/Ladies  PGA  Tour  Events  and 
a  teacher's  workshop. 

"The  Golf-in-School  Program  gives  inner-city  students  the  framework  for  the  kinds  of 
skills  they  will  need  in  the  business  world,"  says  Allen  Boston,  director  of  Ernst  &  Young's 
Office  of  Minority  Recruitment  and  Retention.  "A  key  objective  of  our  diversity  efforts  is 
reaching  out  to  students  in  their  pre-college  years  to  help  set  the  stage  for  a  career  in 
professional  services." 

Since  beginning  its  affiliation  with  the  Golf-in-Schools  Program  in  1989,  Ernst  &  Young 
has  also  leveraged  its  sponsorship  to  try  to  attract  participants  as  potential  recruits. 
"Last  year,  we  brought  25  of  the  students  to  our  offices  for  a  full  day  to  talk  to  them  about 
the  firm,"  says  Boston.  "We  need  to  look  at  the  investments  we're  making  in  our  com- 
munities and  then  build  on  them  to  recruit  and  retain  strong  performers." 


of  YMP  participants  from  the  first  year 
were  from  historically  black  colleges 
and  universities. 

Ken  Bouyer,  who  oversees  national 
recruitment  for  the  Office  of  Minority 
Recruitment  &  Retention  at  Ernst  & 
Young,  says  the  YMP  program  is  an 
effective  way  to  attract  and  retain 
diverse  professionals.  "I  have  person- 
ally found  that  minorities  may  not  have 
heard  about  the  opportunities  that  are 
available  in  accounting,"  notes  Bouyer. 
"We  have  decided  to  look  outside  the 
school  of  business  and  give  people  a 
chance  to  get  involved  in  this  profes- 
sion. As  the  assurance  side  of  the  firm 
continues  to  grow,  we  have  great 
needs.  This  is  the  firm's  way  of  being 
proactive  in  helping  that  cause." 

Delphi  Engineer  Personifies 
Delphi's  Commitment  to  Diversity 

Only  31  people  nationwide  are  select- 
ed each  year  as  Black  Engineer  of  the 
Year  Award  winners,  an  honor  that  is 
presented  annually  at  the  Black  Engi- 
neer of  the  Year  Awards  Conference. 
This  year,  one  of  those  honorees  was 
Maurice  L.  Dantzler,  electrical  engi- 
neering design  leader  at  Delphi  Auto- 
motive Systems.  Dantzler  has  been  at 
Delphi  for  14  years.  In  addition  to  his 
primary  responsibilities,  he  is  commit- 
ted to  helping  to  attract  top  talent  to 
Delphi  as  the  company  seeks  the  best 
and  brightest  engineers  in  a  tight  labor 
market. 


ADVERTISEMENT    DIVERSITY  THE  BOTTOM  LINE    l  4 


Who's  winning  the  war  for  talent  in 
your  industry?  The  answer  is  in  the 
industries  area  of  www.Diversitylnc.com. 


The  award  —  for  which  Dantzler  was 
nominated  by  his  supervisor  —  recog- 
nizes candidates  from  major  U.S.  orga- 
nizations whose  qualifications  place 
them  among  the  nation's  top  scientists 
or  engineers.  Currently  an  electrical  engi- 
neering design  supervisor  for  restraint 
systems  electronics  (vehicle  air  bags 
electronics  systems),  Dantzler  has  held 
positions  in  a  number  of  product  and 
design  areas,  including  project  engi- 
neering, integrated  circuits  development, 
systems  engineering  and  operations. 


After  winning  the  award,  Dantzler 
received  a  great  deal  of  personal  recog- 
nition, including  letters  from  senior  exec- 
utives within  Delphi  Automotive  Sys- 
tems, as  well  as  senior  management  of 
Delco  Electronics.  After  an  article  about 
the  award  appeared  on  Delphi's  intra- 
net, Dantzler  also  received  a  number  of 
e-mail  messages  from  fellow  employ- 
ees. In  May,  he  was  recognized  at  a 
Delphi  Delco  Electronics  corporate 
dinner  recognizing  the  achievement  of 
employees  and  at  a  Black  Professional 


SBC  Communications: 

Diversity  Growth  Keeps  Pace  With  Company  Expansion 

In  this  era  of  mergers  and  acquisitions,  diversity  sometimes  gets  pushed  from  center 
stage.  Not  so  at  San  Antonio,  Texas-based  SBC  Communications  Inc.,  which  has 
become  one  of  the  largest  data  communications  companies  in  the  world,  with  a 
diverse  workforce  of  more  than  200,000  people.  SBC  now  encompasses  South- 
western Bell,  Ameritech,  Pacific  Bell,  Nevada  Bell,  SNET,  SBC  Telecom,  Sterling  Com- 
merce and  Prodigy  Communications.  Throughout  the  company's  recent  growth,  it  has 
consistently  been  recognized  as  a  top  employer  for  women  and  minorities,  as  well  as 
a  leading  business  partner  for  women-  and  minority-owned  vendors. 

SBC  has  integrated  diversity  into  the  company's  culture.  "We  realize  that  diversity 
isn't  just  the  right  thing  to  do  —  it's  a  must  if  we  want  to  be  successful  in  a  global  mar- 
ketplace," says  Edward  E.  Whitacre  Jr.,  chairman  and  chief  executive  officer  of  SBC. 

One  of  SBC's  most  basic  beliefs  is  that  its  workforce  should  reflect  the  customers 
and  communities  it  serves.  The  company's  workforce  is  51%  female  and  34%  people 
of  color.  Additionally,  people  of  color  represent  26%  of  SBC's  management  team,  and 
women  make  up  32%.  There  are  12  employee-initiated  groups  that  celebrate  their 
members'  heritages  and  perform  community  service. 

From  the  supplier  perspective,  the  company  spent  $1.6  billion,  or  21.5%  of  its  pro- 
curement dollars,  with  diversity  suppliers  in  1999  through  direct  purchases  and  sub- 
contracting. 


Network  (BPN)  luncheon.  BPN  is  a  net- 
work at  Delphi  Delco  Electronics  aimed 
at  helping  African-Americans  excel  within 
the  company. 

Delphi's  commitment  to  diversity  is 
wide-ranging,  including  outreach  to  orga- 
nizations that  are  aimed  at  the  recruit- 
ment of  minorities.  Delphi  works  with 
the  National  Society  of  Black  Engineers 
and  the  National  Black  MBA  Associa- 
tion to  identify  promising  prospective 
employees.  Delphi  senior  managers 
also  serve  as  mentors  to  help  minori- 
ties gain  access  and  visibility  within  the 
company.  Dantzler,  who  mentors  interns 
as  well  as  engineers  at  Delphi,  says  this 
commitment  to  diversity  opens  up  the 
company  to  new  sources  of  talent,  which 
leads  to  better  products.  "The  more 
sources  you  have  for  providing  input  into 
your  processes  or  your  design,  the  better 
the  end  product  will  be." 

The  type  of  informal  mentoring  pro- 
vided by  role  models  like  Dantzler  can 
go  a  long  way  in  retaining  and  develop- 
ing talent.  "There  is  something  very 
special  about  a  true  mentoring  rela- 
tionship. When  it  works  best,  there  is  a 
chemistry  that  clicks  between  the 
mentor  and  the  protege,"  says  Patricia 
Pope,  chief  executive  officer  of  Pope  & 
Associates,  a  diversity  consulting  firm 
in  Cincinnati.  Mentoring,  she  adds,  can 
iead  to  great  opportunities,  provided 
organizations  work  to  create  a  neces- 
sary level  of  comfort  and  mentors  are 
able  to  permeate  any  potential  barriers 
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created  by  race,  gender,  ethnicity, 
nationality,  age  or  sexual  orientation. 

Dun  &  Bradstreet  Fills  Need 
For  Data  on  Women  Executives 

As  barriers  have  broken  down  in  the 
workforce,  the  number  of  women  in 
senior  management  has  continued  to 
grow  steadily.  Indeed,  as  women  con- 
tinue to  achieve  decision  making  roles 
in  large  corporations  and  as  women- 
owned  businesses  continue  to  multiply 
in  record  numbers,  the  women's  market 
has  become  extremely  desirable.  But 
with  today's  attention  to  marketing  with 
precision,  just  sending  a  pitch  to 
women  —  or  even  women-owned  busi- 
nesses —  isn't  good  enough.  Enter 
Dun  &  Bradstreet  (D&B),  which  has  the 
largest  business-to-business  database 
in  the  world.  D&B  is  expanding  its  abil- 
ity to  track  the  women's  business 
market  with  the  introduction  this  fall  of 
the  Women  Executive  File,  a  compre- 
hensive database  of  more  than  1.5  mil- 
lion women  executives  in  the  U.S., 
representing  more  than  900,000  busi- 
nesses nationwide. 

The  impetus  for  the  new  product,  says 
Ron  Wesson,  senior  vice  president  of 
Minority-  and  Women-Owned  Business 
Development  for  D&B,  is  the  desire  for 
its  customers  to  target  the  women's 
market  precisely.  "Our  customers  told  us 
that  they  wanted  to  be  able  to  target 
women  executives  specifically  —  they 
don't  want  to  do  'blast'  appeals,"  he 
says,  adding  that  D&B's  database  can 
be  sorted  according  to  such  factors  as 


industry,  size  of  company,  geography, 
sales  and/or  age.  Potential  buyers  of  the 
database,  he  says,  include  not  just  com- 
panies seeking  to  market  to  women,  but 
also  potential  recruiters  seeking  to 
attract  top  talent,  as  well  as  women's 
organizations  and  individual  women 
seeking  to  network  with  others. 

D&B  recognized  the  power  of  the 
women's  market  in  1997,  when  it  began 
its  Minority-  and  Women-Owned  Busi- 
ness Development  Group.  The  majority 
of  the  new  database  is  represented  by 
small  businesses,  while  nearly  75%  of 
the  executives  listed  work  at  business- 
es with  fewer  than  19  employees. 
"Women  business  owners  have  a 
tremendous  impact  on  the  economy," 
Wesson  says,  noting  that  annual  sales 
for  women-owned  businesses  exceed 
$3.5  trillion.  "Almost  100%  of  net  new 
jobs  in  the  U.S.  in  the  past  10  years 
have  come  from  small-business  growth." 

More  recently,  customers  asked  for 
additional  information  on  women  deci- 
sion makers  in  larger  corporations  as 
well  —  proof  positive  of  the  growing 
role  of  diversity  in  the  corporate  arena. 
"Diversity  is  considered  good  business, 
not  just  the  right  thing  to  do,"  says 
Wesson.  He  says  that  in  today's  econ- 
omy, with  rapidly  increasing  spending 
power  among  women  and  minorities, 
"your  customers  will  represent  a  broad 
spectrum,  so  it's  critical  to  have  women 
in  decision  making  roles." 

To  learn  more  about  companies  that 
have  become  diversity  leaders,  go  to 
www.Diversitylnc.com.  ■ 
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whether  he's  White  ? 
Or  African-American? 

whether  she's  Asian? 
Or  Hispanic? 

whether  he's  Straight? 
Or  Gay? 

Not  at  Dun  &  Bradstreet. 

We  believe  people's  differences  are 

our  strengths,  their  ideas  our  assets. 

The  infinite  potential  of  the  human  being-we  see  it  in 
everyone  who  works  at  Dun  &  Bradstreet  and  Moody's 
Investors  Service.  Because  we've  seen  great  ideas  come 
from  the  most  junior  person  on  the  team.  From  a  telecom- 
muting parent.  From  people  of  every  religion,  culture  and 
background.  It  just  makes  good  business  sense:  a  company 
where  people  feel  included  and  valued  is  a  company  that 
is  ready  to  solve  its  customers'  business  challenges.  We're 
always  striving  to  be  a  better  company  to  work  for,  and  a 
better  company  to  do  business  with.  That's  what  matters 
at  The  Dun  &  Bradstreet  Corporation. 


www.dnbcorp.com  The  Dun  &  Bradstreet  Corporation 


Point  of  View  By  Steve  H.  Hanke 


Fixing  Yugoslavia 


THE  COSTS  OF  SLOBODAN  MILOSEVIC'S  RULE  HAVE 
been  enormous  to  American  and  European  tax- 
payers. According  to  the  U.S.  General  Accounting 
Office,  direct  U.S.  costs  for  fiscal  years  1992 
through  2000 — mainly  for  war- waging  and  peace- 
eeping  actions — have  amounted  to  $21.2  billion.  That  fig- 
re  exceeds  the  annual  gross  domestic  product  of  Yugoslavia 
Serbia  and  Montenegro),  Kosovo  and  Bosnia  combined, 
lot  that  the  GDP  is  much;  Milosevic  transformed  his  econ- 
my  from  a  mess  into  a  basket  case. 

The  U.S.  and  its  allies  are  entering  a  new  phase  of  full- 
rale  diplomacy  by  bribes,  or, 
lore  diplomatically,  "car- 
ets," on  issues  ranging  from 
.osovo's  final  status  to  hand- 
lg  war  criminal  Milosevic 
ver  to  an  international  tri- 
unal.  Before  we  spend  any 
lore  on  Yugoslavia,  though, 
ew  President  Vojislav  Kostu- 
ica  must  deal  with  economic 
roblems  that  are  within  his 
ower  to  fix. 

Reforming  Yugoslavia's 
ink  money  is  the  most  im- 
mediate priority.  Thanks  to 
lilosevic's  monetary  mis- 
hief,  the  value  of  the  dinar 
|  as  been  wiped  out  repeatedly 
ince  1991  by  a  string  of  maxi-devaluations.  Not  surpris- 
lgly,  Yugoslavia  went  into  the  record  books  with  the  sec- 
ind-highest  hyperinflation  in  world  history  (Hungary's 
lost- Wo  rid  War  II  problem  was  the  worst),  peaking  in  Janu- 
jry  1994  when  the  monthly  inflation  rate  hit  313  million 
ercent.  Since  early  1998  things  have  settled  down;  the  dinar 
|  as  only  lost  81%  of  its  value  against  the  greenback. 

Misbegotten  monetary  meddling  is  an  age-old  habit 
lere.  Serbian  kings  were  notorious  coin-clippers.  As  early  as 
le  14th  century  King  Milutin  minted  imitation  Venetian 
tins.  That  practice  landed  "the  King  of  Rascia"  in  Dante's 
Hvine  Comedy,  where  he  was  denounced  as  a  counterfeiter. 


The  new  president 
must  revamp  its 
rotten  currency 

system  and 
demolish  the  old 

communist 
bureaus  that  rule 
on  all  financial 
transactions. 


rights  and  obstruct  the  state's 
ability  to  fiddle  with  money. 
Two  options  are  available:  A 
new  Yugoslav  denomination 
could  be  issued  by  a  currency 
board  or  a  foreign  currency 
could  replace  the  dinar. 

These  work  for  Serbia's 
neighbors.  In  1997,  under  the 
mandate  of  the  Dayton  Agree- 
ment, Bosnia  launched  a  cur- 
rency board  whose  governor 
is  a  foreign  national.  The  Bosnian  board  issues  a  convertible 
marka  that  is  fully  backed  by  German  marks  and  freely 
trades  at  a  strict  1-to-l  rate  against  the  mark.  In  1999  both 
Kosovo  (September)  and  Montenegro  (November)  replaced 
the  Yugoslav  dinar  with  the  German  mark. 

Either  option  would  unify  Yugoslavia's  monetary  regime 
with  Europe's,  partially  satisfying  another  of  Kostunica's  ob- 
jectives. Kostunica,  an  ardent  nationalist,  may  have  difficulty 
accepting  either  a  foreign  currency  or  a  foreigner  as  head  of 
a  currency  board.  But  in  light  of  the  country's  past,  outside 
leadership  is  the  only  way  to  reassure  the  world  that  Yu- 
goslavia's monetary  arrangements  are  well  run  and  clearly 
aboveboard. 

The  next  priority  is  to  eliminate  the  payments  bureaus, 
Yugoslavia's  unique  communist-era  institutions  that  are  to- 
tally incompatible  with  a  market  economy.  No  legal  trans- 
actions can  occur  unless  they  go  through  these  offices — and 
pay  a  fee. 

Although  they  appear  to  serve  a  financial  purpose,  the 
bureaus  primarily  serve  the  police.  They  keep  tabs  on  every 
dinar.  This  explains  how  Milosevic  could  exert  such  control. 
It  also  explains  how  the  dictator's  Socialist  party  and  orga- 
nized crime  generate  income.  With  informants  in  the  bu- 
reaus, politicos  and  mafiosi  always  know  where  the  dinars 
are.  Armed  with  records  from  the  payments  bureaus,  they 
can  demand  their  cut  of  cash  flows. 

If  Kostunica  takes  these  necessary  steps,  Yugoslavia  will 
move  a  lot  closer  to  being  a  normal  country.  But  as  Bosnia 
has  discovered,  there  is  much  more  needed  than  just  sound 


Kostunica  must  adopt  the  principles  of  sound  money  if     money  and  banking.  The  title  of  a  report  issued  by  the  Gen- 


e  wants  to  make  good  on  his  professed  desire  to  embrace 
£  rule  of  law — and  if  he  wants  to  resuscitate  his  economy, 
hose  principles  put  currency  in  the  same  class  as  a  bill  of 


eral  Accounting  Office  in  July  tells  it  all:  "Crime  and  Cor- 
ruption Threaten  Successful  Implementation  of  the  Dayton 
Peace  Agreement."  Keep  the  champagne  corked.  F 


eve  H.  Hanke  is  a  professor  of  applied  economics  at  The  Johns  Hopkins  University  in  Baltimore  and  chairman 
the  Friedberg  Mercantile  Group,  Inc.  in  New  York.  Find  past  columns  at  www.forbes.com/hanke  or  use  your 
ueCat  device  on  the  cue  code  ( right)  to  take  you  there  instantly. 
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The  digital  age  was  supposed  to  put  the  NYSE  an 
its  century-old  specialist  system  out  of  business 
Instead,  it  has  given  them  a  new  lease  on  life. 


M 

I  I  IGE  CHAIRMAN 

*gip  Richard  Grasso  should  be  a  dead  man  by 

^Bf now"  ^°  near  ms  doubters  tell  it,  the  Big 

.  Board's  antiquated  monopoly  is  bound 

for  extinction,  rendered  irrelevant  by  the  Internet. 

It's  certainly  true  that  never  in  the  exchange's  208-year 
history  has  a  chairman  faced  such  a  multitude  of  threats.  So- 
called  electronic  communications  networks  (ECNs)  use  the 
Internet  to  link  buyers  and  sellers,  bypassing  such  quaint 
relics  as  brokers  and  trading  floors.  In  just  a  few  years  they 
have  taken  38%  of  the  trading  on  the  Nasdaq,  and  now  new 
rules  let  them  take  closer  aim  at  the  Big  Board. 

Grasso's  own  Wall  Street  members  pose  another  threat. 
They  use  internal  networks  to  handle  a  flood  of  orders  in- 
house,  scooping  up  spreads  between  bids  and  asks  without 
ever  letting  the  trades  touch  the  NYSE  floor.  Elsewhere,  online 
trading  firms  funnel  orders  to  the  highest-bidding  whole- 
saler, which  bypasses  the  Big  Board  to  handle  it  in-house. 

It's  so  bad  that  a  techie  trade  magazine  ran  a  cover  story 
last  year  picturing  the  NYSE  building  and  the  headline  "Stock 
Exchanges  R.I.P."  A  new  TV  ad  for  the  Island  ECN  likens 
Grasso's  megamarket  to  a  ghost  town. 

All  of  that  is  bad  news  for    ____________  _  _  _  _  ._.__..____ 

,he  New  York  stock  Ex  BY  NEIL  WEINBERG  WITH  DANIEL  KRUGE 


change — but  more  important,  Grasso  argues,  it's  bad  ne' 
for  investors.  They  face  a  fragmented  world  with  so  ma: 
new  middlemen,  rival  trading  venues  and  hidden  fees  th 
they  won't  ever  be  sure  they  are  getting  the  best  possible  pri 
for  a  stock.  If  the  ECNs  and  the  Web  shatter  everything,  the 
won't  be  a  single,  massive  site  where  all  offers  to  buy  and  s) 
are  pooled  together  for  maximum  exposure  and  compe1 
tion — a  place  like  the  New  York  Stock  Exchange. 

Some  of  this  already  is  playing  out.  Many  individual  i 
vestors  who  buy  NYSE-listed  stocks  today  have  no  idea  the 
trades  didn't  go  to  the  Big  Board  at  all,  but  instead  were  ha 
died  by  unseen  agents  who  bribed  the  investors'  brokers 
give  them  the  orders. 

"Trading  should  take  place  where  the  customer  gets  be 
price,  not  where  the  broker  has  an  economic  interest  in  doii 
business,"  Grasso  says. 

For  Dick  Grasso,  the  whirl  of  new  predators  poses  the  thre 
that  he  could  offer  the  most  efficient,  upstanding  market 
the  world  and  still  see  his  business  evaporate.  Yet  the  smoot 
self-effacing  salesman  insists  the  glory  days  lie  ahead  for  tl 
Big  Board.  He  now  is  rolling  out  an  aggressive  counterattai 
aimed  at  neutralizing  the  ECNs  by  adopting  their  tec! 


274     FORBES"  November  13,  2000 


COVER  STORY  NY 


-2. 


niques — even  when  it  undercuts  the  business  of  his  own 
member  firms  on  Wall  Street.  "If  there  is  a  better  market,"  he 
says,  "we  had  better  deliver  it." 

His  response,  dubbed  Network  NYSE,  will  unfold  in  the 
next  few  months.  It  seeks  to  preserve  the  world's  largest  and 
most  liquid  equity  market  by  arming  investors  with  the  ben- 
efits touted  by  ECNs — the  power  to  trade  instantly  and  en- 
tirely electronically;  the  ability  to  bypass  the  broker  and  do  it 
yourself;  and  the  protection  to  do  it  anonymously  to  prevent 
brokers  or  others  from  front-running — trading,  that  is, 
ahead  of  large,  market-moving  orders. 

Small  investors  will  have  a  choice  of  working  with  bro- 
kers the  old-fashioned  way  or  arranging  to  zap  orders  di- 
rectly to  the  NYSE  for  immediate  execution.  (The  broker 
would  still  get  a  commission  in  that  case,  but  competition 
would  keep  it  low.)  Institutions  will  be  able  to  mask  their 


identities  to  thwart  the  traders  who  guess  what  they  are  up  1 
and  run  in  front. 

Moreover,  the  entire  effort  will  be  packaged  for  all  t 
see — in  3^D  and  on  the  Web.  By  year-end  the  NYSE  unveils 
new  Web  product  called  MarkeTrac,  a  kind  of  Pac-Man  fc 
the  greedy.  Investors  will  navigate  the  virtual  floor  in  re 
time,  following  "heat  maps"  to  trading  hot  spots  and  drillir 
down  into  financial  minutiae.  Spot  a  hot  stock  on  Mark« 
Trac,  click  to  your  online  brokerage  account  and  place  a 
order  in  seconds.  It  is  all  part  of  Grasso's  bid  to  remake  tr 
stodgy  NYSE  into  the  most  flexible,  electronically  accessib 
trading  venue  in  the  game. 

Technology  is  just  the  requisite  ante.  The  New  York  Stoc 
Exchange's  most  powerful  asset  for  surviving  the  digital  fii 
ture  is  its  sheer  size  and  unrivaled  liquidity.  It  can  digest  ma 
sive  orders  and  churn  out  prices  that  reflect  the  market  sen 
timents  of  80  million  investors:  Everybody  trades  ther 
because  everybody  trades  there. 


10  BILLION:  Volume  of  trades 
that  the  Big  Board  can  handle; 
typical  day  is  10%  of  that. 
3,000:  Number  of  people  on  the 
trading  floor;  unchanged  since 
the  1960s. 

333:  Number  of  times  daily  vol- 
ume has  risen  since  the  1960s. 
30  MINUTES:  Time  it  would 
take  at  current  trading 
pace  to  handle  daily  volume 
circa  1990s. 

5,000:  Number  of  flat-panel 
displays  on  the  trading  floor. 
10,000:  Number  of  voice  and 
data  circuits  connected  to  the 
trading  floor. 
2,000:  Number  of  order- 
processing  messages  the  ex- 
change can  handle  per  second. 
1,000:  Number  of  mainframes 
and  servers  running  in  the 
NYSE's  data  center. 
250  MILES:  Length  of  NYSE's 
fiber-optic  cable  network. 
1/100  OF  A  SECOND:  Time  it 
would  take  to  transmit  40  hours 
of  Beatles  and  Elvis  music,  plus 
Wagner's  entire  Ring  Cycle  over 
the  fiber  linking  NYSE's  floor  and 
its  data  center.  —N.W. 
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I  On  the  Big  Board,  2,900  listed  stocks  trade  a  billion  shares 
day,  up  540%  in  the  past  decade.  Its  companies  boast  a  col- 
ctive  $12  trillion  market  value,  more  than  double  that  of 
asdaq's  4,900  firms. 

The  ECNs,  by  contrast,  have  the  technology  to  host  trading 
it  not  the  liquidity  to  ensure  a  fair-for-all,  free-for-all  market, 
or  example,  on  Feb.  24  on  Instinet,  the  largest  of  the  ECNs, 
ter-hours  volume  was  so  thin  a  few  orders  totaling  only  400 
ares  of  Wal-Mart  made  the  price  spike  up,  lifting  the  com- 
iny's  market  cap  by  $15.5  billion  on  paper.  The  gain  evapo- 
ted  the  next  morning  when  trading  opened  on  the  Big  Board. 

New  York  has  the  electronic  muscle  to  handle  10  billion 
ares  daily,  ten  times  the  current  load.  It  runs  on  a  thousand 
ig  servers,  250  miles  of  fiber  optics  and  an  order-processing 
stem  that  soon  will  handle  2,000  orders  per  second. 
|  Yet  for  all  that  iron,  the  Big  Board  clings  to  methods  used 
'cades  ago.  Here's  how  a  trade  works  on  the  NYSE. 

On  the  trading  floor,  a  specialist  for  each  stock  stands  at  a 


trading  position  around  one  of  17  "posts,"  essentially  auc 
tion  sites  where  bids  arrive  from  floor  brokers  and  via  the  ex- 
change's SuperDot  electronic  delivery  system.  Large  or  small, 
every  order  is  funneled  to  this  same  point  to  distill  prices 
from  the  deepest  pool  of  bids  and  offers  anywhere. 

Eight  out  of  ten  trades  happen  directly  between  a  buyer 
and  a  seller — no  marketmaker  steps  in  to  pocket  the  spread; 
each  side  simply  pays  only  his  own  broker  for  the  service;  the 
exchange  levies  a  fee  only  on  orders  larger  than  2,100  shares. 
When  buy  or  sell  orders  pile  up  and  get  out  of  balance,  spe- 
cialists are  obligated  to  put  up  their  own  capital  to  sell  or  buy 
the  stock  in  question. 

That  keeps  the  market  liquid  and  trading.  In  exchange, 
specialists  earn  commissions  when  they  act  as  agents  for  bro- 
kers and  get  the  chance  to  profit  by  investing  in  their  own 
markets — picking  up,  say,  a  few  thousand  shares  at  a  slightly 
depressed  price,  then  selling  the  inventory  later  on  when 
more  buyers  surface  and  push  the  price  up  an  eighth. 

Nasdaq,  by  contrast,  has  no  trading 
floor,  only  computers;  it  is  where  most 
of  the  ECNs'  action  takes  place.  And 
rather  than  have  one  specialist  be  exclu- 
sively responsible  for  "making  a  market" 
in  a  stock,  dozens  of  rival  specialists  on 
Nasdaq  quote  dozens  of  different  prices 
for  the  same  equity,  based  on  their  own 
inventories  of  stock.  They  stand  between 
every  transaction.  They  aren't  obligated 
to  provide  liquidity  in  fast-moving  mar- 
kets. They  do  so  only  when  it  suits  them 
and  at  prices  that  suit  them. 

So  at  any  given  nanosecond  the  couple 
of  dozen  firms  making  markets  in  Nas- 
daq-listed Microsoft  might  post  as  many 
different  quotes.  The  discrepancy  is 
starkest  at  the  morning  opening,  when 
Microsoft  or  Intel  quotes  can  vary  by  up 
to  a  buck  from  firm  to  firm.  At  the  NYSE, 
conversely,  every  buyer  and  seller  of 
Compaq  or  GE  trading  at  any  given 
point  gets  the  same  price. 

On  Nasdaq  the  result  is  far  less  pre- 
cise and  less  predictable  pricing.  Profes- 
sional traders  and  marketmakers  there 
have  far  more  wiggle  room  to  profit 
from  price  gaps;  and  some  investors  are 
left  with  the  faint  whiff  that  somebody  is 
hosing  them. 

It  is  hard  to  prove  that  any  given  trade 
was  unfairly  executed,  but  the  circum- 
stantial evidence  is  strong  that  someone  is 
making  a  lot  of  lucrative  bid/ask  spreads 
in  trades  that  take  place  away  from  an  ex- 
change floor.  The  evidence  is  all  the 
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money  floating  around  Wall  Street  as  "payment  for  order  flow." 
One  off-exchange  marketmaker,  Knight  Trading  Group,  paid 
brokers  $100  million  in  the  first  half  of  this  year  to  send  trades 
its  way.  Many  retail  brokers  pocket  payments,  typically  a  penny 
or  so  a  share,  as  a  reward  for  routing  their  customers'  orders  to 
particular  marketmakers  and  regional  exchanges.  The  firms 
making  these  payments  are  making  it  back  in  some  fashion, 
that's  for  sure. 

Of  course,  the  specialists  on  the  exchange  floor  are  not  in 
business  for  their  health,  either.  The  right  to  be  the  specialist  in 
one  active  stock  like  IBM  is  worth  several  million  dollars  a  year 
in  trading  revenue  and  commissions.  (The  specialist  pockets  a 
commission  when  he  takes  one  side  of  a  trade,  because  either  a 
buyer  or  a  seller  is  not  there  with  the  offsetting  order.)  The 
question  is  which  system  serves  the  investing  public  with  the 
least  factional  cost.  Grasso  says  his  does. 

It  is  an  age-old  securities  debate:  Are  investors  better  off  in  a 
central  market  distilling  highly  accurate  prices  from  a  huge 
pool  of  liquidity,  as  at  the  NYSE,  at  the  risk  of  sanctioning  a 
lethargic  monopoly?  Or  in  a  sea  of  competing  marketmakers, 
as  Nasdaq  offers? 

"You'll  find  out  in  the  next  two  years  whether  the  exchange 
is  a  natural  monopoly  by  seeing  whether  New  York  improves 
or  loses  its  market  share,"  says  Thomas  Joyce,  director  of  elec- 
tronic trading  at  Merrill  Lynch. 

Grasso  is  betting  that,  with  some 


cyberage  tweaking,  his  model  will  prevail,  trading  floor  ail 
all.  His  enemies  say  it  is  just  a  ploy  to  protect  the  brok 
and  specialists  who  use  the  NYSE's  1,366  voting  memb 
ships  to  earn  their  livelihoods. 

"The  only  reason  the  New  York  Stock  Exchange  has 
novated  is  the  ECNs'  coming  out  with  ideas  the  market  11 
been  calling  for,"  says  Harold  Bradley,  who  set  up  Americ 
Century's  electronic  trading  unit. 

There  is  more  to  it  than  that.  NYSE  investors  have 
mained  remarkably  loyal.  The  ECNs  have  siphoned  off  oi 
4%  of  its  trades.  (Another  16%  of  listed  volume  goes  to 
gional  exchanges.)  While  retail  investors  fixate  on  $8  coi 
missions,  institutions  know  other  factors  often  matter  mo 
the  spread  between  the  bid  and  offer;  the  chance  to  ge 
better  price  than  requested  as  brokers  meet  in  the  midd 
and  the  liquidity  that  stands  behind  a  marketmaker  or 
cialist,  in  the  form  of  either  his  own  capital  or  a  crowd 
potential  investors  willing  to  match  a  trade. 

Toss  in  these  hidden  trading  costs  and  the  NYSE  is  t 
world's  cheapest  market,  says  Elkins/McSherry,  a  New  Yc 
consulting  firm  that  is  paid  by  institutions  to  measure  so 
costs.  Nasdaq,  despite  lower  commissions,  ranks  ninth.  Tl 
may  explain  why  the  NYSE's  share  of  trading  in  listed  stoc 
remains  80% — and  is  considerably  higher  among  instill 
tions  that  have  the  most  market  smarts.  "You  can  tra 
listed  securities  away  from  New  York,  but  I  don't  see  a  lot: 
people  running  to  do  it,"  says  Scott  Saber,  a  o 
rector  at  UBS  Warburg. 
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Early  stock  ticker. 


Wall  Street  in  less  techie  times. 


Ring  my  bell:  Early  floor  phone. 


The  big  one:  the  1929  crash. 


1685:  Wall  Street  laid  out. 

1790:  Refinancing  of  Revolutionary 
War  debt  spawns  U.S.  investment 
market. 

1792:  Buttonwood  Agreement  ushers  in 
fixed  commissions;  New  York  Stock 
Exchange  born. 

(817:  Brokers  adopt  constitution,  rent 
space  on  Wall  Street. 


1835:  Daily  volume  rises  fiftyfold  in 

seven  years  to  8,500  shares. 

1836:  NYSE  prohibits  members  from 

trading  in  the  street. 

1865:  NYSE  moves  to  first  permanent 
home,  jiiit  south  of  Wall  Street. 

1867;  First  real-time  prices  on  ticker. 

1871:  Continuous  trading  begins; 
specialist  marketmakers  created. 


1878:  First  phone  on  exchange  floo 

1886:  First  I -million-share  day. 

1918:  Pneumatic  tubes  installed  unc 
exchange  floor  to  deliver  orders. 

1929:  Stock  market  crashes  on  reci 
16-million-share  day. 

1953:  NYSE's  last  day  of  volume  be 
I  million  shares. 
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Incumbent's  edge  aside,  Grasso  will  need  superb  diplo- 
atic  skills  to  overhaul  the  NYSE.  The  exchange  is  a  strange 
)litical  beast  marbled  with  conflicting  interests.  A  private 
If-regulating  entity,  it  is  owned  by  its  members.  The  NYSE 
>or  is  dominated  by  two  groups,  specialists  and  floor  bro- 
•rs;  the  specialists  run  auctions  all  day  in  specific  listed 
xks,  and  the  brokers  handle  customer  orders.  Both  groups 
ive  a  clear  interest  in  opposing  any  moves  that  threaten  to 
place  their  jobs  with  flashing  screens. 

Some  member  firms,  though,  have  no  need  to  preserve 
e  Big  Board  per  se;  Salomon  Smith  Barney,  Merrill  Lynch 
id  UBS  Warburg  run  trading  floors  of  their  own,  even  larger 
an  the  NYSE's.  What  they  want  is  fast,  cheap  execution  and 
ads  of  information  about  what  everyone  else  is  doing. 

Large  investors  want  to  withhold  such  information  about 
eir  own  trades.  They  have  lobbied  the  NYSE  for  years  to  be 
towed  to  operate  electronically  and  anonymously — as  they 
pw  can  on  ECNs.  Yet  if  the  Big  Board  lets  them,  it  cuts  its 
vn  members  out  of  the  information  flow. 

If  there  is  a  path  out  of  this  thicket,  Grasso,  54,  is  the  up-by- 
e-bootstraps  sort  to  find  it.  He  grew  up  poor  in  Queens,  N.Y. 
is  father  left  when  Grasso  was  a  young  child,  and  Dick  was 
ised  by  his  stay-at-home  mother  and  three  aunts.  After  two 
>ars  in  the  Army  he  joined  the  NYSE  as  a  clerk  in  1968,  lured 
1  the  energy  of  the  trading  floor.  Grasso  climbed  the  ranks  to 
icome  president  20  years  later  and,  in  1995,  became  the  first 
I  sider  ever  to  be  named  chairman  and  chief  executive. 

Early  last  year  he  convened  a 
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committee  of  outside  directors — who  had  no  turf  to  protect 
because  they  aren't  in  the  industry — to  come  up  with  a  digital 
strategy.  Six  months  later  the  panel  made  recommendations 
notably  similar  to  what  Grasso  had  been  urging  for  a  few 
years:  Offer  a  menu  of  investor  choices,  from  floor  brokers 
fighting  for  the  best  price,  to  clicking  and  trading  automati- 
cally, as  on  the  ECNs. 

Implementing  such  changes  forces  NYSE  members  to 
leave  some  blood  on  the  floor.  One  example  is  a  new  service 
called  Institutional  Xpress.  It  lets  big  investors  bypass  the 
broker  to  send  orders  to  a  specialist  for  automatic  execution. 
Hangers-on  are  blocked  from  spotting  the  trade  and  tagging 
along  at  the  same  price;  they  must  offer  a  better  price. 

Appealing  as  Xpress  was  to  investors,  floor  traders  didn't 
care  to  lose  large  orders.  Nor  did  brokerages  relish  being  cut 
out  of  the  loop.  "Wall  Street  firms  said  'Back  off!  Those  are 
our  customers,' "  says  Robert  Fagenson,  a  former  NYSE  gov- 
ernor and  vice  chairman  of  Van  der  Moolen  Specialists  USA. 

So  the  Big  Board  blinked,  reducing  how  many  trades  are 
covered  by  Xpress.  At  first  Xpress  was  to  be  available  for  all 
orders  of  10,000  shares  or  more,  which  account  for  half  of 
NYSE  trading  volume.  The  exchange  raised  the  bar  to  25,000, 
reducing  the  fraction  of  trading  that  would  be  affected  to 
29%.  It  plans  to  return  to  the  lower  threshold  in  six  months. 

Another  new  NYSE  service,  Xpress  Routing,  is  potentially 
even  more  disruptive.  Starting  next  spring  it  will  let  institu- 
tions keep  their  brokers  in  the  dark  about  the  origins  of  their 
orders,  thus  eliminating  the  prevalent  buy-side  suspicion  that 


Ouch,  that  hurts.  Scenes  from  the  1987  crash 


the  I960s-era  voice  ticker. 


Trading  the  wireless  way. 


>:  Radio  system  installed  to  page 
ters. 

:  Nasdaq  begins  trading. 

):  Electronic  links  forged  between 
nges  to  find  best  prices  nationally. 

I:  First  100-million-share  day. 

\l  First  orders  delivered  to  exchange 
electronically;  Nasdaq  launches 
onic  small-order  system. 


1987:  Market  crashes;  daily  volume  hits 
record  604  million  shares. 

1990:  Number  of  U.S.  stockholders  tops 
50  million. 

1992:  Average  daily  volume  tops  200 
million  shares. 

1996:  Real-time  stock  tickers  appear  on 
CNBC,  CNN-FN. 


1997:  Daily  volume  tops  I  billion  shares. 
Wireless  system  allows  floor  brokers  to 
receive  orders,  transmit  execution  reports. 

1998:  Nasdaq  and  American  Stock 
Exchange  merge. 

2000:  NYSE  introduces  first  fully 
electronic  trade  execution,  live  3-D  Web 
broadcasts  from  exchange  floor.  More 
than  80  million  Americans  own  shares. 
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brokers  see  a  large  order,  jump  in  and  jack  up  the  price.  The 
new  setup  raises  the  question  of  why  brokers  are  needed  at  all. 

For  individuals  the  NYSE  is  rolling  out  Direct  Plus  in  De- 
cember, letting  them  automatically  execute  orders,  for  up  to 
2,099  shares — 80%  of  all  transactions — in  five  seconds. 

Mixing  the  best  of  a  central  marketplace  with  tech  tools  could 
be  potent.  Gregory  van  Kipnis  runs  the  offshore  quant  fund 
Star  Equities.  His  new-world  execution:  He  sits  at  a  PC  in  mid- 
town  Manhattan,  clicking  orders  to  Gordon  Charlop,  a  bro- 
ker-with  Walter  J.  Dowd  on  the  NYSE  floor.  Charlop,  equipped 
with  a  wireless  tablet,  can  touch  his  screen  a  few  times  and 
beam  the  order  electronically  anywhere  on  the  floor.  Or  he 
can  dive  into  the  crowd  to  haggle  for  the  best  price,  relaying  to 
Van  Kipnis  accounts  of  the  action. 

Charlop  can  handle  five  times  the  business  he  could  two 
years  ago.  Adds  Van  Kipnis:  "We  have  benchmarked  markets 
countless  ways,  and  the  NYSE  gives  us  the  best  liquidity  and 
lowest  total  costs." 

But  Charlop  is  a  rarity.  Nine  in  ten  floor  brokers  use  paper  and 
pen.  Even  Charlop  straps  an  order  pad  on  top  of  his  hand-held. 
Grasso  wants  all  brokers  using  a  handheld  in  a  year.  We'll  see. 

Off  the  floor  Grasso  figures  investors  will  clamor  for  a  front- 
row  seat  via  MarkeTrac,  the  3-D  floor  rendering  for  Web  and  TV. 
It  will  give  investors  fundamentals,  price  movement  and  more. 
Most  important,  they 
will  be  able  to  peek  at  the 
specialists'  list  of  bids 
and  offers,  a  so-called 
look-at-the-book. 
Grasso  is  handing  the 
specialists'  edge  to  any- 
one with  a  Web  browser. 

"Are  there  people  in 
this  business  who  feel 
threatened?  Absolutely," 
Grasso  says.  "What  we're 
rolling  out  are  not  placat- 
ing tools.  They're  a  shift  in 
the  way  we  do  business." 

The  world  is  coming 
around  to  his  vision. 
Michael  LaBranche,  who 
runs  LaBranche  &  Co., 
NYSE's  top  specialist 
firm,  says  when  he  took 
his  company  public  15 
months  ago,  all  investors 
wanted  to  hear  about 
was  the  threat  from 
ECNs,  especially  Opti- 
mark.  Yet  Optimark's 
system  has  since  proved 


too  cumbersome.  In  September  it  pulled  out  of  equities 
Meanwhile,  the  shares  of  LaBranche  have  more  than  dou 
bled  in  14  months  to  $36. 

It  will  take  in  $330  million  or  so  in  revenue  this  year  b 
acting  as  specialist  in  400  Big  Board  stocks.  "Technologl 
makes  our  role  as  marketmakers  more  important,  not  les 
important,"  LaBranche  says. 

He  is  probably  right.  Doomsayers  have  predicted  thj 
demise  of  the  NYSE  before.  Instinet  arose  in  1969.  In  tb 
1970s  Weeden  Holding  Automated  Management  Syster 
was  the  exchange-killer.  In  the  early  1990s  it  was  Spawork 
These  days  it  is  Archipelago. 

Even  Wall  Street  firms  that  backed  the  ECNs  seem  morj 
confident  in  old-fashioned  marketmaking.  In  June  Merril 
bought  Herzog  Heine  Geduld,  a  top  Nasdaq  firm,  for  $91 
million.  In  September  Goldman  agreed  to  pay  $6.5  billio 
for  Spear  Leeds  &  Kellogg.  "ECNs  have  automatic  execu 
tion,  but  without  New  York's  liquidity  they  can't  solv, 
what  is  missing  there,"  says  Thomas  Joyce  of  Merri; 
Lynch. 

Moral:  New  technology  erupts  with  a  bang  anl 
promises  to  change  the  world,  yet  it  is  often  the  incumbenl 
who  shake  off  the  shock  and  adapt.  With  an  operator  ILk 
Dick  Grasso  intent  on  doing  just  that,  the  NYSE  is  again  al 
tracting  the  smart  money.  Reports  of  its  extinction  are  pre 
mature.  F 


DARWINISM  ON  WALL  STREET 
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■our  years  ago  the  stock  trading  floor 
seemed  to  be  destined  for  quick  extinc- 
tion. All  those  specialists,  floor  brokers 
and  clerks  running  about  were  to  make  way  for 
a  vast,  connected  computer.  Wall  Street  titans 
and  venture  capitalists  put  up  their  money  to 
start  electronic  communications  networks. 

But  the  Big  Board  isn't  the  dinosaur  it  ap- 
peared to  be.  ECNs  now  handle  38%  of  Nasdaq 
trades,  but  since  gaining  access  to  the  NYSE 
in  December,  they  have  captured  only  4% 
of  its  trades.  An  excess  of  competitors  has 
shattered  liquidity  and  discouraged  many  po- 
tential users. 

Here  are  some  of  the  more  visible  elec- 
tronic newcomers  and  how  they  are  faring: 
BRASS  UTILITY:  Known  to  traders  as  Brut  it 
merged  with  Strike  Technologies  in  February, 
seeking  an  expanded  pool  of  liquidity.  To- 
gether they  execute  3.9%  of  Nasdaq  trades. 
INSTINET:  The  world's  largest  agency  bro- 
kerage, which  operates  the  oldest  ECN.  Their 
network  caters  to  mutual  funds  and  other  in- 


stitutions, crossing  trades  for  450  million 
shares  a  day.  It  is  fighting  the  Nasdaq's 
SuperMontage  proposal  that  will  display 
marketmakers  and  ECN  quotes  on  one 
screen.  Instinet,  which  executes  16.7%  of 
Nasdaq  trades,  calls  SuperMontage  anti- 
competitive. Instinet  parent  Reuters  plans  a 
stock  offering  for  the  ECN,  and  plans  to  open 
a  retail  brokerage  by  the  end  of  the  year. 
ISLAND:  A  Datek  Online  affiliate,  Island  lives 
on  small  retail  orders.  It  filed  for  exchange 
status  in  1999  to  get  their  quotes  on  NYSE- 
listed  stocks  more  widely  displayed  and  tc 
get  more  say  over  how  their  Nasdaq  quotes 
are  distributed.  It  executes  6.9%  of  Nasdaq 
trades. 

OPTIMARK:  Off  to  an  auspicious  start,  rais- 
ing $250  million  in  1996  from  the  likes  of 
Goldman  Sachs,  Merrill  Lynch  and  Softbank. 
But  liquidity  never  followed.  OptiMark  gave 
up  the  ECN  business  in  September  and  is  now 
hawking  itself  as  an  e-commerce  consultant. 

—Daniel  Kruger 
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GETTING  YOUR  FAIR  SHARES 


Nobody  knows  the  markets  like  professional  traders. 
Consider  the  case  of  one  who  put  in  an  order  with  his 
own  broker  a  few  years  ago  to  buy  500  shares  of  a 
New  York-listed  stock.  The  broker  bought  the  shares  on  the 
Chicago  Stock  Exchange  for  $11.63  each. 

The  trader  tracked  his  order  at  the  office.  He  discovered 
the  previous  ten  trades  had  taken  place  at  the  NYSE  at  $11.38 
each.  He  accused  his  broker  of  diverting  the  trade  to  Chicago 
to  pocket  a  commission  paid  to  lure  business.  The  trader  got 
the  price  cut  to  $11.38,  saving  himself  $125.  These  days  he  in- 
sists all  orders  go  to  New  York. 

"That's  where  you  have  the  predominant  liquidity,  so 
that's  where  you  get  the  best  price,"  he  says. 

For  investors,  odds  are  increasing  that  a  broker  will  divert 
orders  from  New  York  for  his  own  benefit.  In  May  the  NYSE 
lifted  restrictions  that  had  forced  member  firms  to  execute 
many  orders  on  registered  exchanges,  allowing  trades  to 
shoot  off  to  electronic  communications  networks.  Welcome 
competition,  supporters  say.  But  the  downside  is  that,  by 
drawing  trades  from  the  most  liquid  market,  the  NYSE,  alter- 
native venues  may  deprive  small  investors  of  the  best  pricing. 

While  New  York  posts  the  best  bid  and  offer  on  listed 
stocks  97%  of  the  time,  brokerages  are  free  to  execute  orders 
internally  for  such  stocks.  Or  to  run  them  through  other  bro- 
kerages that  pay  a  penny  or  so  for  the  business  and  often 
clear  it  through  regional  exchanges  like  Chicago.  Many  em- 
ploy their  own  specialist  marketmakers  on  the  regionals  to 
handle  their  orders.  Fidelity  has  them  in  Boston,  Charles 
Schwab  in  Cincinnati,  Raymond  James  in  Philadelphia. 

Brokerages  seek  to  pocket  as  wide  a  spread  as  they  can 
between  bid  and  ask,  rather  than  cross  trades  in  the  middle. 
They  don't  have  to  improve  on  the  limit  price  investors  asked 
for,  as  happens  with  one- 
third  of  trades  at  the  NYSE.  In 
fact,  the  incentive  is  not  to. 

Yes,  brokers  have  a  fidu- 
ciary duty  to  get  clients  "best 
execution."  But  the  definition 
is  fuzzy.  Smart  money  bets 
on  New  York.  That  is  why 
90%  of  big  orders  go  to  the 
NYSE.  In  contrast,  30%  of  re- 
tail orders  go  elsewhere. 

"The  typical  consumer 
has  no  idea  he  or  she  may 
have  bought  Lucent  or  IBM  or 
AOL  anywhere  but  the  New 
York  Stock  Exchange.  You 
need  a  Rosetta  stone  to  deci- 


Follow  the  Money 


Brokers  cringe  when  you  tell  them  where  to  execute 
trades,  but  it  may  end  up  getting  you  a  better  price. 

Brokerage 

Policy  on  routing 
orders  to  NYSE 

Cost 

(lowest-cost  trade/ 
NYSE-routed  trade)1 

American  Express 

not  permitted 

AmeriTrade 

via  phone  only 

online  $13/phone  $23 

Datek 

not  permitted 

DLJ 

via  phone  only 

online  $20/phone  $20 

Fidelity 

via  phone  only 

online  $20/phone  $124 

Morgan  Stanley 
Dean  Witter 

not  permitted  for 
full-service  clients 

National  Discount  Brokers 

via  phone  only 

online  $20/phone  $38 

Charles  Schwab 

via  phone  only 

online  $30/phone  $177 

'Based  on  investor  with  $500,000  account,  buying  1,000  shares  at  $35  each. 
Sources  Companies;  Forbes. 

pher  the  venue  from  a  trade  confirmation,"  says  NYSE  Ch 
man  Richard  Grasso.  "If  an  institution  gets  a  regional  or  alter- 
native market  execution,  they  immediately  ask,  'Why?'" 

Before  setting  up  an  account,  ask  what  percent  of  client 
trades  a  brokerage  executes  at  prices  better  than  investors 
request,  or  "price  improves."  With  existing  accounts,  examine 
trade-confirmation  slips  and  decipher  where  trades  for  listed 
stocks  were  routed.  If  not  New  York,  ask  for  a  written  expla- 
nation of  why.  If  the  reason  is  best  pricing,  ask  for  proof.  Sus- 
pect brokers  that  receive  payment  to  send  trades  somewhere 
obscure,  or  execute  internally. 

Always  put  in  limit  orders  (buy  or  sell  at  a  specific  price  or 
better),  not  market  orders  (trade  at  whatever  price  prevails). 
And  let  them  ride  for  only  10  or  20  minutes.  If  you  bid  for  1,000 
shares  at  $50  and  let  the  order  stand  all  day,  your  broker  can 
sit  on  it.  If  it  lurches  up,  you  don't  get  the  stock.  If  it  ticks  down, 
you  do— and  it's  quite  possible  that  the  brokerage  firm  will  ex- 
ecute your  trade  by  going  short  at  $50,  then  cover  by  picking 
up  1,000  shares  at  $49.75. 

If  a  Big  Board  specialist  is  sitting  on  a  buy  for  1,000  shares 
at  $50  when  a  sell  for  1,000  shares  comes  in  at  the  same 
price,  he  is  obliged  to  cross  the  trades  and  take  no  commis- 
sion. Electronic  trading  houses  like  Instinet  will  cross  the 
trades,  and  take  a  small  fee  for  doing  so.  Nasdaq  marketmak- 
ers are  supposed  to  expose  both  orders  to  the  public  but  often 
drag  their  feet.  Prudential  Securities  and  Lehman  Brothers 
were  recently  fined  for  not  posting  orders  promptly. 

Under  the  circumstances  it  might  pay  to  shop  for  a  broker 
who  will  let  you  send  orders  on  Big  Board  stocks  to  New  York. 
Brokerages  will  not  make  it  cheap  or  easy  (see  table).  Datek, 
which  hypes  itself  as  a  champion  of  small  investors,  does  not 
permit  them  to  designate  where  orders  are  executed.  Little 

wonder,  given  it  is  the  major- 
ity owner  of  Island  ECN.  Nor 
does  Morgan  Stanley  Dean 
Witter  provide  such  service 
to  its  full-service  clients.  The 
highbrow  American  Express 
Brokerage  sells  its  clients' 
orders  to  other  firms  while 
copping  a  father-knows-best 
attitude  about  where  they  go. 
"We  feel  we  are  better 
equipped  than  the  vast  ma- 
jority of  investors  to  get  best 
execution,"  sniffs  a 
spokesman.  So  much  for  all 
the  talk  about  the  Web  cm- 
powering  investors.  —N.W. 
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America's  number  two  retailer  has  a  new 
chief  executive  confronting  an  old  problem 
what  to  do  with  its  limp  apparel-business. 
How  about  selling  it  off— and  sticking  to 
appliances,  car  batteries  and  power  tools? 


The 

-larder 

Side  of 


BY  MARK  TATGE 


JUST  INSIDE  THE  122,000-SQUARE-FOOT  GREAT  INDOORS  IN  DALLAS, 
artful  displays  of  scented  candles,  decorator  pillows,  silk  flowers  and  pic- 
ture frames  beckon  browsers.  With  its  brightly  lit,  polished-tile  aisles, 
this  place  has  more  the  feel  of  a  spacious  upscale  department  store  than 
a  cavernous  home  improvement  warehouse.  Walk  in  farther  and  you'll 
find  rows  of  built-in  wall  refrigerators  with  oak-  and  maple-paneled 
doors  next  to  a  shiny  brushed-steel  Thermador  gas  and  electric  range 
(price,  $8,296).  Designers  will  help  you  select  cabinets,  flooring,  curtains,  carpet — 
even  the  correct  shades  of  paint  to  splash  on  the  walls.  Too  many  choices?  You  can 
cruise  one  of  the  "galleries,"  and  pick  a  prepackaged  kitchen.  Like  the  one  with  a  rus- 
tic Texas  Hill  Country  theme — rich  pecan  wood  cabinets,  top-of-the-line  appliances 
and  granite  countertops — for  $35,000.  And  when  you're  done,  you  can  put  it  on  your 
Sears  charge  card. 

Did  somebody  say  Sears? 


A  new  look,  a  fresh  start:  Could 
Sears  rebuild  itself  around  its  la 
concept— the  Great  Indoors? 
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You  can  cruise  the 
gallery  and  pick  a 
prepackaged 
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Faint  stirrings  of  life:  New  Chief  Alan 
Lacy  must  deal  with  the  "softer  side" 
of  Sears,  which  has  turned  to  mush. 


shoppers  spend  closer  to  $18,000. 

Call  it  the  faintest  stirrings  of  life  a 
the  Hoffman  Estates,  111. -based  corrJ 
pany.  Unless  you  spent  the  past  decaq 
aboard  Space  Station  Mir,  you  kno¥ 
that  Sears,  Roebuck  had  a  very  rougj 
time  in  the  1990s,  losing  its  way,  as  we 
as  $2.4  billion  in  1992.  Between  the  selfl 
off  of  several  businesses,  the  discontiri 
uation  of  its  hallmark  catalog  sales  ani 
its  disastrous  attempt  to  dun  credit  car< 
debtors  who  had  declared  bankruptc 
(resulting  in  a  $60  million  fine  last  yea 
and  a  $475  million  pretax  charge  ii 
1997),  Sears  was  one  battered  hulk; 
Over  the  past  five  years  revenues  havi 
grown  at  a  paltry  4.4%  compounded 
annually — and  have  been  virtually 
frozen  in  place  since  1997 — while  th 
rest  of  the  industry  expanded  at  a  1591 
clip.  Sears'  26%  gross  operating  margii 
is  also  at  the  bottom  when  you  strip  on 
earnings  from  its  now  highly  profitable 
credit  card  operations. 

A  towering  challenge,  to  say  th< 
least,  for  Alan  J.  Lacy,  the  newly  api 
pointed  chief  executive.  Brought  ove| 
from  Kraft  Foods  in  1994,  Lacy  becam< 
chief  financial  officer  and  cleaned  uj 
Sears'  credit  card  mess,  selling  off  mos 
deadbeat  accounts.  Now  he'll  have  tc 
figure  out  what  to  do  with  the  troublec 
legacy  of  his  predecessor,  Arthur  C 


"When  customers  find  out  Sears  owns  this  store,  they 


"When  customers  find  out  Sears 
owns  this  store,  they  say  'You're  kid- 
ding,' "  says  Robert  Rodgers,  the  52- 
year-old  president  of  The  Great  Indoors, 
the  latest  experiment  from  the  $41  bil- 
lion (sales)  retailer.  Rodgers,  a  30-year 
veteran  of  Sears  who  started  out  as  a 
management  trainee,  has  been  tinkering 
with  the  Great  Indoors  since  the  first 
store  opened  in  Denver  in  1998.  Now 
he's  hoping  to  expand  the  current  four 
stores  to  50  by  2003. 

Shoppers  seem  to  like  the  new  con- 
cept. The  stores  are  generating  sales  of 
more  than  $400  a  square  foot,  well 
above  the  $325  average  Sears  reported 
last  year.  At  a  Great  Indoors  pilot  store 
in  Dallas,  customers  are  spending  $260 


a  visit,  or  about  five  times  what  they 
would  at  a  department  store  buying 
clothing.  The  average  kitchen  remodel 
costs  $8,000,  but  at  the  Great  Indoors 


iuih^Dumps 


As  Sears'  "softer  side"  lost  its  sizzle, 
investors  bolted  for  the  exits. 


Sears,  Roebuck's  stock  price 

Ratio  scaie 


Source  Interactive  Data  Corp.  via 
20      FactSet  Research  Systems. 
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Martinez,  who  was  fond  of  apparel.  I 
now  represents  about  20%  of  sales. 

A  modest  proposal:  Lacy  shoulo 
discontinue  the  clothing  lines  and  com 
centrate  on  what  Sears  does  best,  whicl 
is  selling  and  servicing  hard  goods. 

Here's  why.  The  "softer  side"  o 
Sears  has  turned  to  mush.  Martinez 
former  vice  chairman  of  Saks  Fifth  Av 
enue,  spent  $4  billion  over  seven  year 
trying  to  upgrade  Sears'  tired  stores 
putting  much  of  those  resources  intc 
clothing.  He  pushed  fashionable  brand 
name  apparel,  marketing  heavily  ii 
hopes  that  women  would  come  t< 
shop.  They  did  at  first,  if  only  to  look 
Now  they  don't  bother.  Chains  like  Tar 
get,  Kohl's,  even  Wal-Mart,  have  stolen 
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ears'  target  customer.  "Sears  clothes 
re  cheaply  made,  and  they  fall  apart 
fter  a  few  washings,"  says  Elizabeth 
:hneider,  a  32-year-old  high  school  art 
:acher  in  Chicago,  who  shops  at  Kohl's 
istead.  "I  find  Sears  is  better  for  paint 
id  hardware." 

Dumping  apparel  would  cause  con- 
derable  pain  in  the  short  run.  It  would 
robably  require  Sears  to  trim  88,500 
mployees  and  to  close  half  the  858 
lall  stores  (see  box,  p.  286) — causing  a 
kely  writedown  of  $1  billion,  or  $2.92 
er  share.  But  freeing  Sears  of  apparel 
ould  remove  a  major  drag  on  earn- 
lgs.  "Why  not  remodel  Sears'  full-line 
ores  to  be  full  hard-good  retail  out- 
ts?"  asks  Jeffrey  Edelman,  a  retail  ana- 
st  at  PaineWebber.  "A  mall-based  ap- 
liance  and  hardware  retailer  of 
gnificant  size  has  got  to  have  more  at- 
active  customer-traffic  potential,  not 
)  mention  spinoff  potential." 

Unlike  Martinez,  Lacy  is  no  mer- 
landiser.  But  he  sure  understands 
umbers — like  the  fact  that  opening 
DO  Great  Indoors  stores,  a  stated  com- 
any  goal  by  2010,  would  add  $10  bil- 
on  in  annual  sales,  more  than  com- 
ensating  for  the  $6  billion  to  $7  billion 
»st  by  getting  rid  of  apparel.  The  Great 
idoors,  Lacy  says,  "is  a  very  powerful, 
igh-growth  initiative  for  us." 

I'm  kidding.'  1  

And  how.  Homeowners  spend  $242 
illion  a  year  on  remodeling;  that  mar- 
et  has  been  growing  at  15%  annually 
nee  1991,  according  to  federal  govern- 
lent  figures,  compared  with  just  8% 
jr  apparel  during  the  same  period, 
he  Great  Indoors'  Rodgers  wants  to 
ike  40%  of  that  market.  He  will  have  a 
)ugh  time,  butting  heads  with  the 
lome  Depot  and  its  highly  successful 
ew  venture,  Expo  Design  Center.  But 
arnering  even  a  good  chunk  would 
oost  Sears'  profits. 

Great  Indoors  has  already  put  Sears 
l  touch  with  a  different  kind  of  cus- 
Dmer.  While  targeting  women  with 
ledian  household  incomes  of  $50,000, 
ne  stores  in  Denver  and  Scottsdale, 


; 


Serious  business:  Great  Indoors 
President  Robert  Rodgers  plans  to 
have  50  new  stores  by  2003. 


Ariz,  have  drawn  shoppers  whose  me- 
dian household  income  is  closer  to 
$80,000.  "We  have  a  lot  of  people  who 
buy  a  bedspread  today  and  a  kitchen 
tomorrow,"  says  Rodgers.  And  with 
items  like  $400  brass  candlestick  hold- 


ers and  scented  candles,  overall  gross 
margins  are  32%,  compared  with  26% 
for  the  average  Sears  store. 

Hard  goods  represent  a  good  fit 
with  Lacy's  credit  business,  which 
brings  in  only  10%  of  revenue  but 
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more  than  half  of  operating  profits. 
(This  year,  in  fact,  credit  cards  have 
contributed  more  than  80%  of  the 
company's  net  income.)  Appliances, 
shop  tools  and  automotive  equipment 
accounted  for  68%  of  revenues  last 
year — and  nearly  half  those  sales  were 
made  with  Sears'  plastic. 

Issuing  credit  is  a  lucrative  business 
if  you  do  it  right.  If  Sears  charges  card- 
holders an  average  21%  annual  interest 
(including  compounding),  and  you 
subtract  bad  debt  losses  of  6%  and 
overhead  and  interest  costs  of  9%,  then 
the  $26.5  billion  card  portfolio  is  yield- 
ing a  sturdy  6%,  before  tax. 

And  face  it,  hard  goods  are 
Sears'  strong  suit.  It  owns  three  of 
the  bestselling  names  in  retail- 
ing— Craftsman  tools,  DieHard 
batteries  and  Kenmore  appliances. 
Consumer  Reports  consistently 
ranks  Kenmore  tops  for  reliability 
and  value;  its  current  issue  gushes 
about  the  24-volt  Craftsman  drill. 
Even  those  shoppers  who  have 
abandoned  Sears  for  clothes  still 
head  there  for  washers  and  dryers, 
drills  and  sanders.  "When  I  was  a 
kid  that  was  my  dad's  big  trip 
every  Saturday — to  go  to  Sears 
and  get  tools,"  says  Gene  Rigsby, 
35,  an  engineer  in  Chicago,  who 
shops  there  for  hardware. 

These  brands  are  so  popular 
they  might  sell  even  without  a 
Sears  sign  above  the  door.  Put 
them  in  well-merchandised  stores 
that  are  easy  to  reach  and  cus- 
tomers may  not  need  a  lot  of 
convincing.  That  was  Martinez's 
intention  when  he  started  moving 
Sears  away  from  the  mall  in  the 
mid-1990s  and  into  smaller 
specialty  retail.  True,  the  furniture 
and  auto-parts  stores  were  a  bust. 
But  sales  at  chainlets  like  Orchard 
Supply,  focusing  exclusively  on 
hardware,  power  tools,  mowers 
and  snowblowers,  were  growing 
15%  to  20%  per  year.  Today,  the 
2,153  specialty  stores  generate  $5.9 
billion  in  revenues.  Among  the 
most  successful  are  5,000-square- 
foot  Sears  outlets  in  rural  areas 


too  small  to  support  a  mall  store. 
Owned  by  independent  "dealers,"  as 
Sears  calls  them,  they  sell  Craftsman 
tools  and  other  Sears  brand  merchan- 
dise. What  they  don't  sell:  apparel. 

When  it  comes  to  selling  appli- 
ances, Great  Indoors  is  hard  to  beat. 
Taking  a  page  from  Sears  merchandis- 
ing of  better  days,  the  selection  is 
"good,  better  and  best."  You  can  find 
everything  from  the  basic  apartment 
refrigerator  made  by  Frigidaire  for 
$399,  to  midrange  dishwashers,  cook- 
tops,  stoves  and  refrigerators  made  by 
General  Electric,  KitchenAid,  Jenn-Air, 
Whirlpool,  Maytag  and,  of  course, 


Kenmore.  Want  the  very  best?  You  ca 
buy  a  front-loading  Maytag  Neptur! 
washer  for  $999 — or  one  of  thoa 
monster,  stainless-steel,  six-burn^ 
Viking  stoves  for  $5,700. 

White  goods  are  already  a  $5  bi| 
lion-a-year  affair  at  Sears.  But  with  5M 
of  the  market,  the  company  needs  t 
solidify  that  lead  by  exploiting  a  rai 
opportunity.  Circuit  City,  the  numbe 
two  appliance  retailer,  is  exiting  th 
business  by  year-end,  throwing  mot 
than  $1.4  billion  in  sales  up  for  grab 
There  will  be  plenty  of  scuffling  fa 
those  customers  by  Home  Depo 
Lowe's  and  Wal-Mart,  no  doubt.  Bu 


Dismantling  an  Empire 

though  not  likely  at  high  prices.  Then  they' 
sell  the  empire  off  piecemeal,  at  a  nift 
markup,  over  the  next  five  to  seven  years. 

A  master  of  such  deals  is  New  Jerse 
investor  Steven  Roth,  who  runs  rea 
estate  investment  trust  Vornado  Realt 
Trust.  Many  of  Vornado's  retail  properties 
including  strip  shopping  centers  in  some  c 
New  York's  wealthiest  suburbs,  were  ac 
quired  from  retail  outfits  in  bankruptcy  cour 
If  only  Sears  had  the  luxury  of  time 
Olson  figures  there'd  be  real  money  to  bi 
made  selling  the  properties  a  few  at  a  time 
Natural  buyers:  the  owners  of  the  malls  ii 
which  Sears  stores  are  anchor  tenants 
John  Bucksbaum,  chief  executive  o 
Chicago-based  shopping  mall  owner  Gen 
eral  Growth  Properties,  has  about  75  Sean 
stores  attached  to  his  malls.  He  won't  com 
ment  about  Sears  specifically,  but  he  say: 

If  only  Sears  had 
the  luxury  of 
time,  there'll  be 
real  money  to  be 
made  selling  the 
properties  a  few 
at  a  timi 


Anyone  want  483  empty  department 
stores?  That's  how  many  retail  out- 
lets Sears,  Roebuck  owns.  (That  total 
doesn't  include  the  375  stores  the  company 
leases  from  various  shopping  mall  land- 
lords.) Suppose  Sears  decided  to  get  rid  of 
them  and  start  all  over  again  as  a  slick  "big 
box"  retailer,  building  on  the  initial  success 
of  the  Great  Indoors.  What  would  all  that 
real  estate  be  worth? 

The  annual  report  implies  the  mall 
stores  are  worth  $5  billion,  or  $78  a  square 
foot,  before  depreciation.  That  was  what 
Sears  paid  for  the  buildings  and  land  way 
back  when.  These  buildings  have  been  well 
maintained  and  are  appreciating,  not  de- 
preciating. Mall  property  is  worth  $108  per 
square  foot  of  store  space  on  average,  says 
PaineWebber  real  estate  analyst  Jeffrey 
Olson.  Making  some  allowance  for  less 
valuable  department  store  space,  we  figure 
Sears-owned  real  estate  is  worth  close  to 
$5.7  billion. 

Who  wouid  buy  it  all?  Start  with  the 
dozen  or  so  "opportunity  funds"  run  by  in- 
vestment banks  like  Goldman  Sachs  and 
Morgan  Stanley,  or  by  investment  firms  like 
Blackstone  Group  in  New  York  or  Colony 
Capital  in  Los  Angeles.  These  funds  are 
adept  at  matching  a  sliver  of  equity  raised 
from  pension  funds  and  other  institutional 
investors  with  three  times  as  much  debt  and 
using  it  to  buy  real  estate  that  needs  new 
tenants.  If  Sears  wanted  all  its  stores  off  its 
hands  quickly,  these  funds  would  bid— 
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iars  has  one  advantage  over  its  rivals: 
could  service  the  appliances  for  Cir- 
|it  City  customers  who  bought  ex- 
jided-warranty  agreements. 

Sears  already  has  one  of  the  largest 
irvice  organizations  in  the  U.S.  with 
,000  technicians.  Then  there  are  its 
ntract  fleet  of  delivery  trucks  and  its 
ijedit  information  systems.  The 
tailer's  database  of  60  million  credit 
rd  customers  is  ready  to  be  strip- 
lined,  says  Michael  Toll,  former 
fesident  of  Sears  Home  Improve- 
ent.  Example:  Sears  analyzed  every 
.istomer  who  bought  one  of  its 
,«"ne  heating-and-cooling  systems. 


The  company  discovered  that  most 
of  them  got  their  carpets  cleaned 
within  six  months — so  it  started  a  di- 
rect-mail campaign  for  its  carpet- 
cleaning  service. 

Lacy  appreciates  the  cross-pollina- 
tion possibilities.  His  most  recent  job 
was  as  president  of  Services  for  Sears, 
which  included  credit,  direct  response, 
e-commerce  and  home  services.  Mar- 
tinez saw  it  as  a  $10  billion  opportu- 
nity; it's  been  stuck  at  $3  billion  for 
years — largely  because  no  one  has  suc- 
cessfully harnessed  it  to  the  appliance 
business,  much  less  to  the  Great  In- 
doors. Link  credit  card  financing  and 


service  contracts  to  hard  goods,  and 
you've  got  old-fashioned  vertical  .  e 
gration  at  its  best. 

This  114-year-old  company  has  a 
rich  history  of  reinventing  itself.  From 
its  origins  as  a  mail-  order  business  sell- 
ing and  fixing  pocket  watches,  Sears 
evolved  into  a  general  merchandise  cat- 
alog in  1895  and,  eventually,  into  the 
largest  retail  chain  as  it  exploited  the 
suburbanization  of  America  in  the 
postwar  era.  It  hasn't  shied  away  from 
dropping  ideas  that  didn't  work — as 
when  it  junked  an  expensive,  ill-fated 
experiment  as  a  financial  supermarket. 
Can't  it  reinvent  itself  again?  F 


he  time  when  shopping-mall  own- 
ffs  were  desperate  to  expand  and 
ight  have  paid  premium  prices  for 
i)ace  like  this  is  probably  over." 

Now  for  the  375  stores  that 
ears  doesn't  own,  with  leases 
caching  out  as  far  as  20  years.  As- 
jme  virtually  all  of  these  leases  are 
arried  on  the  books  as  capitalized 
rases— meaning  that  Sears  is  al- 
iost  in  the  position  of  owning  the 
Dace  while  owing  a  mortgage-like 
3bt  on  it.  The  mortgage  equivalent 
as  $496  million  as  of  Dec.  31,  for 

0  million  square  feet,  or  $10  a  foot, 
ar  from  being  millstones,  these 
ases  are  in  many  cases  valuable 
ssets,  says  Prudential  Securities 
nalyst  James  Sullivan.  A  mall 
wner  might  pay  Sears  to  leave,  es- 
lecially  if  he  believes  he  can  re- 
[;ase  the  space  at  a  higher  rate. 
|ome  landlords  might  be  desperate 

!>  break  a  side  agreement,  common   ~  wgy  fo  so)ve  fhe  mu|tjp|e.f|oor  problem:  If  Sears  ever  converts  its  stores,  it  should  copy  Ikea 

1  the  shopping  mall  industry.  This 


Hows,  say,  Sears  to  veto  a  competitor,  like 
ohl's  or  Target,  from  moving  into  the  mall, 
he  existence  of  those  agreements  would 
rive  up  the  sale  price  of  Sears-owned 
tores,  too,  by  the  way. 

To  complete  the  makeover,  the  most 
aluable  Sears  stores  could  remain  on  its 
looks— as  Great  Indoors  stores.  Of  course, 
'  ot  every  Sears  store  (average  size,  88,000 
quare  feet)  is  suitable  for  conversion  to  a 


Great  Indoors,  which  needs  120,000  square 
feet.  In  a  few  cases  it's  possible  that  shop- 
ping mall  landlords  who've  heard  about  the 
success  of  Great  Indoors  would  pay  for  the 
build-out  themselves,  figuring  they'd  recover 
the  cost  in  the  turbocharged  per-square-foot 
sales  that  those  stores  generate.  Sears  could 
mine  its  portfolio  for  the  gems. 

Ah,  you  say.  But  what  about  the  multi- 
ple-floor layout  typical  of  many  Sears 


stores?  How  would  shoppers  at  Great  In- 
doors push  carts  around  the  store? 

Sears  could  learn  from  Ikea. The 
innovative  Swedish  furniture  retailer  solved 
the  problem  of  converting  a  smali  space  into 
a  big  box  with  multiple  floors  by  installing 
special  escalators,  built  side  by  side  with 
ordinary  moving  stairs,  that  gracefully  carry 
shopping  carts  up  and  down. 

—Stephane  Fitch 
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ENTREPRENEURS 


THE  WAR  OF 
THE  WORDS 

Audio  tours  of  museums  and  historic  sites.  Sound  like 
a  pretty  dull  business?  Then  listen  up. 


BY  MISSY  SULLIVAN 

NOT  MANY  PEOPLE  EVER 
wanted  "in"  at  Alcatraz.  The 
infamous  penitentiary  in  the 
middle  of  San  Francisco  Bay 
once  hosted  the  incorrigible 
likes  of  Al  Capone,  Machine  Gun  Kelly 
and  Robert  (Birdman)  Stroud.  Most  who 
were  brought  to  the  desolate,  windswept 
rock  dreamed  of  escape.  The  one  suc- 
cessful breakout,  in  1962,  involved  three 
canny  prisoners  who  dug  out  of  their 
cells  using  homemade  electric  drills. 

The  only  authorized  break-in  at  Al- 
catraz was  perpetrated  in  1987  by  An- 
tenna Audio,  whose  resources  were 
similarly  slim.  Back  then,  the  unknown 
Sausalito,  Calif,  company  was  trying  to 
crack  the  audio-tour  market  for  muse- 
ums, historic  sites  and  cultural  attrac- 
tions. Never  mind  that  Chief  Executive 
Christopher  Tellis  and  his  crew  had 
zero  experience  in  the  world  of  cultural 
education  and  tourism — they  were  try- 
ing to  find  a  way  to  fund  their  experi- 
mental theater  group — and  no  capital 
to  speak  of.  Or  that  they  were  going  up 
against  Manhattan -based  Acoustiguide, 
which  had  a  virtual  monopoly  in  the 
business  since  the  late  1950s.  "That  was 
the  project  that  really  got  us  up  and 
running,"  says  Tellis,  50. 

Once  the  upstarts  nabbed  the  cov- 
eted contract  for  the  island's  cellblock 
tour,  they  began  to  redefine  the  busi- 


ness. Chucking  a  lot  of  facts  and  figures 
and  stodgy  expert  commentary,  they 
rolled  tape  while  former  guards  and  in- 
mates recalled  their  experiences  on  the 
Rock:  the  horror  of  a  bloody  siege,  the 
anguish  of  solitary  confinement — or  of 
listening  to  the  sounds  of  New  Year's 
celebrations  waft  tantalizingly  across 
the  water  from  a  nearby  yacht  club.  To 
this  day,  the  tour  is  a  winner,  taken  by 
90%  of  the  island's  annual  1.3  million 
visitors.  Antenna  gets  an  unspecified 
cut  of  every  $3.50  rental. 

More  important,  the  award- winning 
project  established  the  young  company 
as  a  creative  force  to  be  reckoned  with.  "I 
can  remember  to  this  day  when  the  tele- 
phone call  came  in  and  that  electric  bolt 
of  fear  in  my  heart,"  says  Robert  Cutler, 
former  chairman  of  rival  Acoustiguide, 
recalling  the  loss  of  Alcatraz.  "We  didn't 
get  it.  Oh,  s— 1. 1  knew  then  that  we  really 
had  competition."  Tellis  blew  into  mu- 
seums like  a  cool  breeze,  offering  to  ani- 
mate tours  with  storytelling,  multiple 
voices  and  sound  effects — production 
values  borrowed  from  the  theater. 
Clients  were  eager  for  change. 

Antenna  got  a  boost  when  it 
merged  in  1998  with  Arts  Communica- 
tions &  Technology.  The  tiny  London 
firm  developed  the  first  high-memory 
random-access  audio  appliance,  called 
the  Gallery  Guide,  which  revolution- 
ized the  audio-tour  experience,  spark- 
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ing  sales.  Its  technology  Lets 
choose  what  they  want  to  hear  about, 
instead  of  being  told  by  a  narrator 
where  to  go.  Its  deep  memory  banks 
could  be  loaded  with  up  to  50  hours  of 
content,  giving  museums  the  opportu 
nity  to  put  more  material  in  more  lan- 
guages in  one  player.  (Antenna  is  now 
jointly  owned  by  a  handful  of  private 
investors,  along  with  Tellis  and  the  orig- 
inal management  team.) 

Today  Antenna  holds  contracts  with 
most  of  the  world's  marquee  cultural 
sites:  the  National  Air  &  Space  Mu- 
seum, the  Vatican,  the  Louvre,  the  Her- 
mitage and  the  Museum  of  the  Terra 
Cotta  Warriors  in  Xian,  China,  among 
them.  It's  even  doing  a  tour  for  Elvis 
Presley's  Graceland.  One  of  its  great 

THEY  ROLLED  TAPE 
WHILE  FORMER  GUARDS 
AND  INMATES  RECALLED 
THEIR  EXPERIENCES  ON 
THE  ROCK. 

coups:  It  snatched  New  York's  Metro- 
politan Museum  of  Art  away  from 
Acoustiguide,  which  had  held  the  ac- 
count for  more  than  three  decades. 
Oscar  Tang,  a  generous  member  of  the 
museum's  board  of  trustees  and  Acous- 
tiguide's  principal  owner,  was  none  too 
pleased.  With  revenues  on  track  to  ex- 
ceed $20  million  this  year,  annual 
growth  hovering  around  30%  and  ag- 
gressive plans  for  expansion  into  the  In- 
ternet and  telematics,  Antenna  no 
longer  needs  its  slingshot. 

It  needs  to  be  watching  its  back. 

While  Acoustiguide  has  bled  market 
share  to  its  rival  in  recent  years,  a  new 
chief  executive  is  starting  to  stanch  the 
flow.  Barbara  Roberts,  credited  with 
growing  and  modernizing  the  stock 
photo  agency  FPG,  has  brought  manage- 
ment focus  and  marketing  savvy.  In  her 
18  months  at  the  company  (1999  rev- 
enues: just  over  $10  million),  she  has 
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No  loafer,  he: 
A  move  to  the 
suburbs,  and 
staying  open 
later,  has 
helped  Shaich 
improve  his 
inal  idea. 


SECOND  RISING 

Ronald  M.  Shaich  dumped  struggling  Au  Bon  Pain 
for  upstart  Panera  Bread,  a  similar  concept.  What 
makes  him  think  he  can  get  it  right  this  time? 

BY  KEMP  POWERS 


pounded  many  a  marble  floor,  chasing 
pieces  of  what  she  estimates  is  a  world 
market  of  between  $80  million  and  $100 
million.  Recently  her  company  won  the 
coveted  contract  for  Britain's  ancient 
city  of  Bath,  which  boasts  over  1  million 
visitors  annually,  all  of  whom  receive  the 
tour  with  their  admission  price.  Her 
weapons?  Lowball  revenue-share  and 
equipment  deals  that  threaten  to  drive 
down  margins  for  both  companies.  And 
big-gun  technology:  a  1 -pound  hard- 
drive  player  with  memory  capacity  so 
large — it  holds  more  man  150  hours  of 
stereo-quality  programming — it  seems 
unlikely  any  client  would  have  the  bud- 
get to  fill  it.  (Most  American  museums, 
in  fact,  have  to  hit  up  major  corpora- 
tions to  sponsor  these  projects.) 

Both  companies  will  try  mightily  to 
hold  on  to  their  clients.  Each  has  shifted 
increasingly  away  from  one-shot  tours 
for  temporary  blockbuster  shows  to  mu- 
seums' permanent  collections,  which 
offer  the  prospect  of  long-term  contracts 
and  equipment-leasing  deals,  as  well  as 
higher  client-retention  rates.  Economics 
favor  incumbents:  Because  Antenna  and 
Acoustiguide  hold  joint  copyrights  with 
each  site  they  create  content  for,  switch- 
ing vendors  means  a  new  round  of  pro- 
duction, which  can  cost  $15,000  to 
$45,000  per  hour,  depending  on  the 
complexity  of  the  material. 

The  next  battlefield:  the  Internet  and 
wireless  arenas.  Tellis  wants  to  repurpose 
his  extensive  archival  content  on  the 
Web  for  distance  learning  and  travel 
marketing.  Antenna  is  focus-group  test- 
ing resort-industry  applications  that 
would  offer  entertainment  and  informa- 
tion appliances  for  people,  say,  on  board 
cruise  ships  or  visiting  theme  parks. 

Tellis  is  also  delving  into  the  world  of 
telematics,  services  that  use  Global  Posi- 
tioning Satellite  data  to  provide  material 
relevant  to  a  person's  location.  He  fore- 
sees the  day  when  you  can  take  a  walking 
or  driving  tour  of  London,  and  every  time 
you  pass  a  monument,  such  as  Big  Ben  or 
the  Tower  of  London,  you  get  beeped  by 
your  mobile  phone.  For  a  nominal  charge, 
a  message  would  offer  downloadable  con- 
tent, provided  by  Antenna.  Unless,  of 
course,  Acoustiguide  gets  there  first.  F 


WHEN  RONALD  SHAICH  DUMPED 
his  ailing  Au  Bon  Pain  bakery 
chain  in  May  1999,  few  would 
have  blamed  him  for  turning  his  back 
on  the  fickle  chain  restaurant  business. 

Instead,  Shaich,  47,  had  already 
cooked  up  his  fallback  plan.  When  Au 
Bon  Pain  began  to  unravel  in  the  mid- 
1990s,  outsmarted  by  rivals,  Shaich 
pumped  some  $30  million  into  Panera 
Bread  Co.,  a  small  but  growing  chain  he 
bought  for  $24  million  in  1993.  His  ini- 
tial hope  was  that  Panera 
would  help  bolster  Au 
Bon  Pain's  sagging  sales. 
But  when  he  realized  it 
was  beyond  help,  he  sold 
it  to  a  private-equity  firm 
for  $73  million.  Panera 
was  not  part  of  the  deal. 

Within  weeks  of  walk- 
ing away  from  the  chain 
he  cofounded  18  years 


earlier,  Shaich  opened  a  rash  of  ne1 
Panera  franchises.  One  year  and  nearl 
100  new  stores  later,  Shaich,  now  chifl 
executive  of  Panera,  is  peering  happil 
over  a  mound  of  designer  bread  at 
new  St.  Louis  Bread  Co.  outlet,  part  c 
the  Panera  chain.  "My  role  is  to  figur 
out  where  the  food  world  is  going,"  h 
says.  "Like  a  football  quarterback  wh 
has  to  throw  the  ball  where  the  receive 
is  going  to  be,  not  where  the  receiver  is. 
The  football  metaphor  comes  easil 
to  someone  who  fumble< 
so  badly.  But  he's  keepin 
in  mind  lessons  he  learna 
the  first  time  around.  Lik 
Au  Bon  Pain,  Panera  sell 
soups,  salads  and  price 
sandwiches  on  fane 
bread — like  sourdougl 
and  asiago.  But  there  ar 
subtle  differences,  whicl 
make  Shaich  believe  hi 


"MY  ROLE  IS 
TO  FIGURE  OUT 
WHERE  THE 
FOOD  WORLD 
IS  GOING." 
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Guaranteed  delivery 
to  over  200  countries 
and  territories  in  as 
little  as  2  business 
days*  or  your  money 
back.  International 
transportation  and 
delivery  provided  by 
DHL  Worldwide 
Express?  Now  when 
it  comes  to  shipping 
overseas,  you'll 
know  which  team 
to  ride  with. 


IS, 


UNITED  STATES 
POSTAL  SERVICE c 


Proud  sponsor  of  the 
U.G.  Postal  Service 
Pro  Cycling  Team. 


Who  can  explain  progress?  The  restless  need  to  push  the  limits  and  move  to  a  higher  level.  Not  just  to  see  what' 
coming  next,  but  to  create  it.  This  is  the  spirit  that's  driving  HUGHES  to  produce  the  next  generation  ii 
communication.  Satellite  delivered  broadband.  Interactive  TV.  High-speed  business  networks.  Innovations  tha 
will  take  the  future  of  information  and  entertainment  to  its  highest  potential. 
Because  there's  no  limit  to  what  you  can  accomplish  when  you  keep  looking  beyond  the  horizon. 


networks 


e -commerce 


convergence 


huuncs 

1ECTV   I    PanAmSat   I    DIRECTV  Latin  America    I    Hughes  Network  Systems        Breaki  ng  the  tllOUght  bamer.1" 


can  survive  to  open  as  many  as  2,000 
stores.  Because  of  its  location  in  the  sub- 
urbs, Panera  (Spanish  for  "bread  bas- 
ket") is  popular  for  meals  throughout 
the  day  and  on  weekends,  unlike  Au  Bon 
Pain,  which  is  still  mainly  a  lunchtime 
stop  for  the  city  office  crowd.  Part  eatery, 
part  coffeehouse,  Panera  has  a  mix  of  ta- 
bles and  leather  sofas,  which  encourages 
people  to  lounge — and  buy  stuff. 

So  far,  so  good.  Panera  is  the  second- 
largest  company  in  the  booming  $1  bil- 
lion "fast-casual"  dining  category  with 
1999  sales  of  $202  million.  There  are  227 
units  in  27  states,  with  25  more  stores 
slated  to  open  by  year-end.  Gross-earn- 
ings growth  over  the  past  year  was  80%, 
and  is  expected  to  increase  at  30%  an- 
nually for  the  next  several  years  as 
Shaich  opens  514  new  stores  by  2006. 

Wall  Street  is  eating  the  company  up. 
From  a  starting  price  of  $6  shortly  after 
the  Au  Bon  Pain  sale,  shares  have  more 
than  tripled  to  a  recent  $19.  Operating 
margins  doubled  to  6.3%  during  the 
first  quarter  of  the  year,  compared  with 
the  same  period  in  1999.  "Today  we're 
essentially  valued  the  same  as  Au  Bon 


Pain  was  at  its  height,"  Shaich  boasts. 

At  its  peak  in  1992  Au  Bon  Pain  op- 
erated some  200  stores  and  raked  in  an- 
nual sales  of  $150  million.  Shaich,  a 
Harvard  Business  School  graduate,  co- 
founded  the  company  in  1981  by  com- 
bining a -moderately  successful  cookie 
shop  with  three  struggling  Au  Bon  Pain 
bakery-cafe  stores  in  Boston.  Using  the 
croissant  as  a  platform  to  sell  lunch-time 
sandwiches,  the  chain  quickly  became 
an  alternative  to  the  noon  burger  run. 
And  people  were  happy  to  pay  more 
money  ($5  per  sandwich). 

Then  the  bottom  fell  out.  Au  Bon 
Pain's  success  and  the  revitalization  of 
cities  in  the  early  1990s  gave  a  boon  to 
rivals  like  Schlotsky's  and  Starbucks.  Au 
Bon  Pain  (a  French  colloquialism  for 
"where  good  bread  is")  failed  to  update 
its  product  line  or  its  stores  and  got 
squashed.  Its  stock  fell  from  a  high  of 
$27  in  1992  to  $6  in  1995;  half  its  stores 
closed.  Its  1993  acquisition  of  the  19- 
store  St.  Louis  Bread  chain  (Panera  out- 
side St.  Louis)  didn't  salvage  things.  But 
it  did  give  Shaich  an  exit  strategy. 

He  stuck  with  Au  Bon  Pain  for  a  few 


more  years,  even  though  the  Compaq 
posted  losses  for  two  years  before  turri 
ing  a  tiny  profit  of  $1.8  million  in  199, 
on  sales  of  more  than  $250  million.  H 
the  time  of  the  sale  Shaich  had  ^peii 
several  years  quietly  funding  Panera) 
growth  to  more  than  100  stores,  win 
average  per-unit  sales  of  roughly  $1. 
million,  compared  with  Au  Bon  Paini 
$1  million.  When  Shaich  sold  Au  Boi 
Pain  to  Bruckmann,  Rosser,  Sherrill  < 
Co.,  the  chain's  debt  load  was  $65  mi] 
lion,  and  its  stock  was  in  the  tank.  A  $2) 
million  loss  netted  Shaich  tax  breaks  fcj 
several  years,  and  the  funds  from  thl 
sale  paid  off  the  debt.  "We  got  bloodie 
at  Au  Bon  Pain,  but  the  things  \M 
learned  have  helped,"  says  Shaich,  tick 
ing  off  Panera's  improvements — frorj 
the  prominent  baker  in  every  store  to  i\ 
evening  and  weekend  hours — that  set  | 
apart  from  its  former  parent. 

Shaich  believes  the  formula  will  hel] 
him  rise  a  second  time.  If  not,  he'll  stat 
scouting  for  a  new  idea.  "We  want  t< 
make  sure  we're  going  slowly  enougl 
down  the  road  that  we  can  still  make  thj 
exits,"  he  says.  Food  for  thought.  I 


THE 

RUSSIAN 
BARBARA 
WALTERS' 

Natalia  Darialova  wants  to  be 
the  next  media  mogul.  If  only 
she  had  a  larger  audience. 

BY  HEIDI  BROWN 

NATALIA  DARIALOVA  SITS  IN  TH1 
lobby  of  the  New  York  Palao 
Hotel,  discussing  her  favorite  sub 
ject — herself.  She  mentions  working  fo 
ABC  News  at  the  start  of  her  TV  career  ii 
the  early  1990s.  "So  you  were  an  in 
tern?"  her  visitor  asks.  "What?"  sh< 
sputters.  "I  wasn't  an  intern,"  she  con 
tinues  in  lightly  accented  English.  "I  wa 
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a  star!  My  title  was  'Star.'" 

The  34-year-old  is  famous,  at  least  in 
Russia,  her  homeland.  The  daughter  of 
Arkady  Vainer,  a  writer  and  filmmaker, 
Darialova  (pronounced  dar-YAH-lova) 
is  a  New  Russian — a  great  networker 
who  is  mighty  resourceful.  And,  like 
many  an  entrepreneur,  Darialova  has  re- 
made her  career  as  needed. 

Her  latest  incarnation:  founder  and 
president  of  Darial  TV,  an  independent 
network  based  in  Moscow  that  broad- 
casts to  25  cities.  In  a  country  of  bizarre 
television — on  Golaya  Pravda  (The 
Naked  Truth),  a  female  news  anchor 
strips  to  the  waist — Darial  offers  such 
tame  fare  as  a  program  where  ordinary 
people  solve  crimes;  an  MTVish  format 
in  which  viewers  call  up  and  request 
rock  videos  and  cartoons;  and  a  talk 
show  (guess  who's  the  host?).  Darialova 
wants  to  reach  Russia's  150  million  peo- 
ple in  the  next  five  years;  she  claims  she 
already  has  1 8  million  viewers. 

This  is  one  nasty  business.  Govern- 
ment leaders,  oligarchs  and  shady  char- 
acters play  dirty  games  while  competing 
for  influence.  "We  have  no  political 
money  supporting  the  channel,  which  is 
really  unusual,"  Darialova  insists.  She 
does  count  Mikhail  Khodorkovsky,  an 
oil  mogul,  a  pal;  Her  father  is  proud  of 
his  friendship  with  singer  and  business- 
man Iosif  Kobzon,  who  has  been  denied 
entry  to  the  U.S.  several  times  because  of 
suspected  ties  to  organized  crime. 

Darialova  also  faces  a  catch-22.  She 
needs  cash  to  buy  powerful  enough 
transmitters — and  to  hire  the  technical 
staff — to  broadcast  to  a  nation  that 
spans  one-sixth  of  the  world's  land  mass 
and  eleven  time  zones.  Yet  advertisers,  a 
powerful  source  of  revenues,  tend  to  buy 
time  on  networks  with  large  audiences. 
Since  its  launch  in  June  1999  Darial 
TV  has  attracted  just  one  major 
sponsor,  Unilever,  which  will  con- 
tribute 25%  of  its  expected  2000 
revenues,  under  $1  million.  But 
Darialova  soldiers  on.  "In  life, 
there's  no  failure — just  feed- 
back," she  says  brightly.  "If  you 
look  at  life  like  that,  you  won't  be 
afraid  to  move  forward." 

She's  certainly  had  her  ups 
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and  downs.  At  25  she  arrived  in  New 
York  City  from  the  Soviet  Union  with 
$45  in  her  pocket.  She  wore  the  same 
dress  for  two  months  (her  luggage  was 
lost  on  the  trip  over).  When  invited  to  a 
ball  at  the  Waldorf-Astoria  Hotel  in 
New  York,  she  bought  one  at  a  discount 
store  for  $20.  "Not  only  was  I  the  center 
of  attention.  Women  came  up  to  me  and 
told  me  they  loved  my  dress!"  she  says. 

Exploiting  her  fluent  English,  she 
found  high-profile  jobs,  first,  in  1990- 
91,  as  a  contributor  to  FORBES;  with  her 
husband  she  wrote  about  the  impend- 
ing fall  of  the  Soviet  Union.  Later  she 
was  the  host  of  a  show  for  Radio  Free 
Europe.  In  1994  she  returned  to  Russia, 
where  she  worked  as  a  commentator  for 
ABC  News. 

Then  came  her  break.  The  head  of 
Russia's  state  TV  company,  Ostankino, 


Black 
Russian: 
Seeking 
more  capital 
and  more 
programming. 


asked  her  to  do  a  news  show  producj 
in  New  York  for  a  Russian  audience-^ 
pastiche  of  ABC  News  magazine  sho^ 
dubbed  into  Russian,  as  well  as  Da| 
ialova's  own  interviews  of  celebriti) 
and  politicians,  including  Al  Gore  as 
Boris  Yeltsin.  No  longer  coproduq 
with  ABC,  Everybody's  Talking  with  Ni 
talia  still  runs  on  Darial  TV — and  ma| 
Darialova  famous.  "I'm  known  as  tl 
Russian  Barbara  Walters,"  she  says. 

Like  her  American  role  model,  si 
can  find  her  way  to  important  people. 
1997  Darialova  applied  for  and  wo 
amid  outrage  from  competitors  and  t| 
press,  a  powerful  license  to  broadcast 
43  Russian  cities,  including  Mosco 
Darialova  admits  that  her  father's  co\ 
nections  clinched  it:  "Yeltsin  had  a  hij 
opinion  of  my  father." 

Startup  capital?  Darialova  foun 
four  business  moguls  to  chip  in  $3 
million  on  a  handshake.  To  date  they' 
invested  $10  million.  Darialova  has  he 
on  to  one-third  of  her  company. 

But  big  problems  lurk.  Daria 
gave  up  broadcasting  rights  to  18  citii 
after  it  failed  to  meet  a  deadline  by  tit 
end  of  1999;  getting  those  back  will  n 
quire  reapplying  for  licenses.  Reachin 
the  goal  of  total  saturation  means  fine 
ing  new  transmission  equipment  an 
bulking  up  programming  from  a  cu:| 
rent  13  hours  a  day— and  both  call  for 
lot  more  capital. 

Darialova  has  a  supporter  in  Altiui 
Capital,  a  British  investment  bankiri 
firm  that  thinks  she  can  raise  mone 
from  venture  capitalists  with  commei 
cial  TV  experience.  But  attracting  func 
from  abroad  won't  be  easy.  "There  wj 
be  no  serious  investment  by  Westernel 
until  there  is  a  system  of  jurisprudence, 
says  Raymond  Joslin,  president  c 
Hearst  Entertainment  &  Syndication  | 
New  York.  Still,  he's  a  Darialova  fan 
and  is  introducing  her  to  executives  2 
Lifetime  and  ESPN,  whose  shows  cai 
easily  be  dubbed  into  Russian. 
Don't  count  her  out.  Darialov 
still  has  that  $20  dress — not  as  a  re 
minder  of  her  humbler  days,  but  a 
an  emblem  of  persistence.  Says  sh« 
"It's  really  your  spirit,  not  your  nfl| 
worth,  that  takes  you  through  life." 
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THE  YOLK'S  ON  HIM 

After  years  of  digging,  John  Davidson  thinks  he  may  finally 
have  found  gold— in  the  runny  center  of  an  egg. 


BY  JONATHAN  FAHEY 

JOHN  DAVIDSON  HAS  COME  UP 
empty  before.  After  building  a  real 
estate  fortune  in  the  early  1960s, 
he  traded  his  holdings  to  CNA  Financial 
Corp.  in  the  early  1970s  for  $2.5  million 
in  stock.  By  1974,  when  CNA  nearly 
went  bust,  Davidson's  shares  lost  about 
90%.  Then  there  was  the  time  in  the 
early  1980s  when  he  prospected  for 
gold  in  the  jungles  of  Mexico,  where  his 
life  was  threatened  first  by  a  doped-up 


expatriate  then  by  a  clumsy  donkey  that 
Davidson,  fearful  of  falling  into  a 
ravine,  punched  in  the  nose.  He  came 
home  alive,  but  none  the  richer. 

There  were  some  big  winners — a 
hydroelectric  project  in  Vermont  and  a 
real  estate  deal  in  New  Hampshire — fol- 
lowed by  a  spectacular  bust.  In  the  mid- 
1980s  Davidson  dropped  more  than  $2 
million  into  Delaware  Bay,  trying  to  re- 
cover sunken  loot  supposedly  worth 


Shell  game: 
Davidson  sells  a 
device  that  kills 
salmonella  in 
eggs.  But  do 
consumers 
really  care? 


$500  million.  Uncj 
the  eager  eyes  of  Tj 
news  helicopters,  hu 
dreds  of  spectat 
boats  and  the  govc 
nor  of  Delawa 
Davidson  raised  the  fabled  British  w< 
ship  H.M.S.  DeBraak,  which  had  su: 
in  a  1 798  squall.  The  take:  a  few  doz 
Spanish  doubloons  and  lots  of  fascin; 
ing,  but  essentially  valueless,  maritir 
esoterica.  "It  was  a  sight  to  behold,  bul 
was  no  treasure,"  he  recalls. 

Now  the  5-foot-3,  69-year-old  h 
a  new  scheme.  It's  a  30-foot-long, 
foot-deep,  fully  automated  stainle 
steel  tub  that  produces  a  pasteurize 
egg  by  bathing  it  for  about  an  hour 
water  that  is  precisely  controlled  to  b 
tween  128  and  150  degrees  (the  exaj 
temperature  is  secret) — hot  enough 
kill  salmonella  and  other  dangeroi 
microbes  without  cooking  the  egg  (si 
box,  p.  300).  After  making  an  initi 
$500,000  payment  for  the  paten 
Davidson  and  a  few  investors  spent  te 
years  and  $12  million  to  complete  tr! 
pasteurizer  with  the  help  of  a  couple 
microbiologists  and  a  Pembroke,  N.I) 
manufacturer. 

He  has  no  intention  of  going  int 
the  processing  or  distribution  busine 
himself.  Instead,  he  plans  to  sell  the  cor 
traptions  at  cost — $800,000  (for  Lift 
lohn)  to  $1.4  million  (for  Big  John),  ir 
eluding  installation — to  egg  producer 
who  would  be  able  to  turn  out  up  til 
1 1.6  million  dozen  salmonella-free  egg 
per  shift  per  year.  (So  far,  just  one  is  ir) 
stalled,  at  Newberry,  S.C.,  but  there  at) 
takers  in  Indiana,  Maryland  and  Lc 
Angeles  waiting  for  machines  to  arriv 
later  this  year.)  Davidson  takes  about 
dime  of  the  40-cent  premium,  pe 
dozen  eggs,  that  the  producer  can  ge 
for  a  bacteria-free  product. 

"I  swing  at  every  ball,"  Davidsoi 
says  of  his  appetite  for  risk.  "I  missei 
some  and  I  hit  some,  but  I  don't  eve 
have  to  say  I  would  have,  I  could  have, 
should  have." 

The  egg  pitch  looks  like  somethinj 
over  the  middle  of  the  plate.  Th< 
United  States  Department  of  Agricull 
ture  estimates  250,000  to  1.2  million 
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people  are  sickened  by  salmonella 
from  raw  or  undercooked  eggs 
each  year.  According  to  the  Centers 
for  Disease  Control  &  Prevention, 
up  to  300  die.  With  Davidson's 
eggs  restaurants  could  bring  back 
real  Caesar  dressing,  as  well  as  hol- 
landaise  and  bearnaise  sauces — 
without  the  fear  of  triggering  the 
nausea,  vomiting,  diarrhea  and 
fever  salmonella  poisoning  brings 
on.  The  eggs  meet  Food  &  Drug 
Administration  pasteurization 
standards  and  have  been  granted  the 
Good  Housekeeping  Seal  of  Approval. 
With  little  competition — and  partners 
like  food-distributor  giant  Sysco  and 
grocery  chains  like  Kroger,  Shop  Rite, 
Giant  and  Harris  Teeter  on  board — 
Davidson's  plan  looks  unbreakable. 

Now  for  the  downside,  at  least  for 
Davidson's  company.  The  FDA  is  at  the 
beginning  of  a  ten-year  campaign  to 
eliminate  salmonella  in  eggs,  and  while 
experts  acknowledge  pasteurization  is 
one  way  to  do  it,  they  also  suggest 


HOW  BIG  JOHN  KILLS  BUGS 

1.  In  packs  of  270  dozen,  eggs  are  submerged  into  a  5,250-gallon,  warm-water  b 
controlled  by  an  intricate  system  that  regulates  the  water  temperature  to  within  01 
tenth  of  a  degree,  while  preventing  temperature-changing  currents. 

2.  The  eggs  are  evenly  heated  for  about  an  hour  at  two  precise— but  undisclosei 
temperatures  somewhere  between  128  and  150  degrees. 

3.  They  are  sanitized  with  a  bacteria-killing  spray. 

4.  The  shells  are  coated  with  an  edible,  wax-based  sealant  that  protects  the  eggs  fr 
contamination  by  handlers  and  from  shoppers  who  may  touch  unpasteurized  eggs. 

5.  They  are  stamped  with  a  pink  "D,"  logged  and  packed  into  cartons.  —J 


cleaner  processing  as  an  alternative. 
Contaminated  eggs  are  getting  rarer — 
those  hundreds  of  thousands  of  ill- 
nesses come  from  consuming  63  billion 
eggs.  The  odds  are  such  that  most  peo- 
ple either  have  never  been  sickened  by 
an  egg  or  were  but  didn't  know  it. 

Judy  Kirshner,  a  41 -year-old  mother 
of  three  young  girls  in  Short  Hills,  N.J., 
walks  right  past  the  yellow  Davidson 
cartons  marked  Pasteurized=Peace  of 
Mind  at  her  Shop  Rite.  Like  many  shop- 
pers, she  just  needs  to  know  that  "blue  is 


extra  large,"  and  then  it's  on  to  the  n 
aisle.  "I'm  just  not  a  panicker,"  she  sa 
"We  eat  raw  cookie  dough  because 
fun  and  we  all  seem  to  be  fine." 

Davidson's  own  focus  groups  sh» 
that  20%  of  people  believe  eggs  alrea 
are  pasteurized,  and  that  60%  think  a 
amount  of  cooking  makes  the  eggs  sa 
Not  true,  of  course.  But  success  in  t| 
business  depends  on  perception.  Whi 
suggests  that,  despite  the  science  behi: 
it,  the  egg  tub  may  sink  as  fast  as  ti 
DeBraak. 


SUITABLE 
FOR 

FRAMING 

Andrew  Taitz  turned  a 
mediocre  chassis  division  of 
GM  into  a  solid  stand-alone. 
It  just  needed  a  little  work. 

BY  JOANNE  GORDON 

SOUTH  AFRICAN-BORN,  ISRAELI- 
raised  Andrew  Taitz  spent  three 
years  searching  for  a  business  to 
buy  in  the  U.S.  He  finally  found  it  in 
rural  Union  City,  Ind.,  a  town  so  re- 
mote that  cell  phones  are  out  of  satel- 
lite range.  A  long  way  from  Johannes- 
burg, where — after  serving  in  Israel's 
military — he  had  returned  to  run  a 
frozen-food  company  and  then  tried  to 
commercialize  military  technology. 
What  drew  Taitz,  39,  to  America's 


industrial  heartland  was  metal-bend- 
ing. Specifically,  the  bankrupt  Union 
City  Body  Co.,  which  made  the  bodies 
for  UPS-like  trucks.  Years  later  Indiana 
was  also  a  good  base  to  relocate  a  chas- 
sis business  he  and  a  group  of  investors 
bought  from  General  Motors  for  an 


undisclosed  price  and  renamed  Wor: 
horse  Custom  Chassis.  The  compai 
makes  the  supporting  frames  that  ho 
the  tires,  engine,  fuel  system,  brak 
and  suspension  for  motor  homes  ar 
delivery  trucks.  "I  saw  an  excellent  oj 
portunity  to  turn  a  low-tech,  nuts-and 
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bolts  product  into  a  growth  market," 
says  Taitz. 

Not  to  mention  a  chance  to  improve 
efficiency,  add  new  product  lines  and 
offer  vehicle  owners  customized  service. 
But  to  hold  on  to  GM's  former  cus- 
tomers— motor  home  makers  like  Win- 
nebago and  Damon — Taitz  had  to 
move  quickly,  relocating  and  revamping 
the  factory.  He  spent  more  than  $100 
million,  including  the  purchase  price,  to 
make  it  happen,  against  long  odds. 
"People  in  the  industry  bet  against  us," 


eliminating  unnecessary  human  move- 
ment. Bins  of  nuts  and  bolts  hang  from 
the  conveyer;  handheld  power  tools 
dangle  from  spiral  cords,  an  arm's  reach 
away.  It  looks,  in  short,  like  any  modern 
auto  assembly  line. 

The.  factory's  ability  to  custom- 
build  a  chassis  without  halting  produc- 
tion was  also  key.  Workhorse  builds 
dozens  of  different  configurations  a 
week  from  some  3,500  components — -a 
delivery  truck  for  newspapers,  for  ex- 
ample, requires  a  heavier  chassis  and 


employees  belong  to  a  local  UAW  unic 
but  they  regularly  switch  job  assig 
ments  to  avoid  boredom — or  becoi 
ing  immune  to  innovation.  One  ei 
ployee  came  up  with  a  $120,000-a-y< 
cost-savings  by  reducing  the  number 
exhaust-pipe  fasteners  on  each  chass 
Taitz  shortened  the  work  week  to  fo 
ten-hour  days  from  the  standard  eigl 
hour,  five-day-a-week  regimen.  Ma 
employees  work  in  8-person  grou 
(versus  15  at  GM)  from  which  tea 
leaders  are  appointed  by  manageme 


he  says,  doubting  he  could  get 
up  and  running  in  short  order. 

But  by  the  time  the  440,000- 
square-foot  GM  plant  in  Detroit 
shut  down  on  Dec.  21,  1998, 
Taitz  had  already  persuaded  30 
GM  employees  to  move  to  Union 
City  and  was  close  to  hiring  300 
local  workers.  During  the  day 
construction  crews  plowed  over 
a  snow-covered  cornfield  and 
built  a  prefab,  209,000-square- 
foot,  one-story  box.  At  night  em- 
ployees worked  in  snowsuits 
under  the  roofless  building. 
Within  eight  weeks  the  first  chas- 
sis rolled  off  the  assembly  line. 

The  shop  floor  became  a 
petri  dish  for  changes  in  production. 
Workhorse  Chief  Operating  Officer 
Robert  Atkins,  52,  felt  emancipated 
after  his  six  years  as  manager  of  the  GM 
chassis  plant.  "GM  knew  what  it  had  to 
do,  but  the  division  was  just  a  tiny  part 
of  the  company,"  he  says.  Now  he  was 
free  to  redesign  layout  and  tasks. 

In  Detroit  the  assembly  line  spread 
across  six  floors.  The  constant  loading 
and  unloading  of  parts  from  elevators 
cut  into  production  time;  the  dispersed 
layout  required  more  than  100  extra 
workers.  At  Workhorse  Atkins  installed 
an  overhead  chain  conveyer  that  forms 
a  1,660-foot-long  "S"  that  snakes 
through  the  factory.  Chassis  frames 
hang  from  the  conveyer  at  waist  level  so 
workers  can  attach  parts  as  the  frame 
slowly  moves  along  the  track.  Work-sta- 
tions were  designed  to  save  time  by 


leet  clients 
S  call  bypass 
alers  when  they 
buy  chassis  in  bulk. 


suspension  system  and  a  larger  wheel 
base  than  one  for  a  florist;  yet  both 
might  have  to  roll  out  of  the  plant  on 
the  same  day.  Building  a  new  breed  of 
sturdier  motor  homes  adds  yet  another 
set  of  requirements. 

Multiple  demands  called  for  a  com- 
monly used  manufacturing  practice 
called  sequencing.  This  allows  folks  like 
Taitz  to  schedule  material  delivery  at 
the  exact  hour  that  a  specific  chassis  is 
built.  Such  mind-twisting  coordination 
is  mostly  done  by  software,  but  unless 
vendors  and  employees  stick  to  the 
schedule,  the  system  breaks  down.  Just 
in  case,  workers  electronically  scan  each 
part's  bar  code  and  check  a  nearby 
computer  to  make  sure  they've  installed 
the  right  equipment. 

As  you  might  expect,  this  is  not  a 
typical  work  force.  Taitz's  182  hourly 


not  elected  by  co-workers.  T 
theory:  If  a  worker  can  be  vot 
out  of  office,  his  interests  col 
skew  toward  politics, 
productivity. 

There  are  big  changes  oi 
side  the  plant,  as  well.  For  t 
first  time  in  this  industi 
Workhorse  has  certified  4 
recreational-vehicle  dealers 
service  its  chassis  (GM  used 
insist  on  its  own  truck  dealer 
and  offers  24-hour  roadsi 
help.  Customers  can  go 
Taitz's  Web  site  and  design  th 
own  chassis;  his  FasTrack  pr 
gram  takes  four  weeks  fro 
order  to  shipment.  Large-fk 
clients  like  UPS  can  buy  chassis  an 
bodies  from  one  source  instead 
going  through  a  dealer. 

So  how  does  this  all  add  up?  Ta 
says  Workhorse  is  on  track  to  pull 
revenues  of  $300  million  this  year.  I 
operating  margin,  he  claims,  is  in  li; 
with  the  7%  to  12%  seen  in  the  cor 
mercial  trucks  industry.  The  chass 
range  in  price  from  $18,000  to  $23,0C 
depending  on  the  engine,  gross  vehic 
weight  and  other  specs. 

Some  speed  bumps  lie  ahead.  Co 
sumer  demand  for  motor  homes  toe 
an  unexpected  dip  this  year,  down  2.4 
for  the  first  seven  months  of  200 
thanks  to  interest-rate  hikes.  Today,  h 
of  Workhorse's  unit  sales  consist 
motor-home  chassis.  But  with  a  facto 
designed  to  be  flexible,  Taitz  is  well  pos 
tioned  to  change  the  mix  if  he  must. 
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The  problem 


with  most  integration  solutions 


is  they  don't  evolve. 


Consider  us  Darwin. 


SeeBeyonds  infinite  scalability  has  evolutionized  the  industry. We've  processed  a  record- 
breaking  10  billion  transactions  in  one  day.  Integrated  thousands  of  disparate  platforms. 
Handled  1300  customers  globally  including  Nike,  BarnescVNoble.com  and  PETsMART.  Won 
Product  of  the  Year  from  cAI  Journal.  And  partnered  with  the  top  three  independent  systems 
integrators.  So  rise  to  the  top  of  the  foodchain.Call  us  at  1-877-676-2877,  or  go  to  seebeyond.com. 


See Beyond 


Can't  find  time  to  b 
the  jet  or  iron  the  paper?  Ma 
students  are  eager  to  help. 

BY  CHANA  R.  SCHOENBERG 


s 


TEPHEN  ROSS  SPENDS  HIS  DAYS 
cooking,  pouring  coffee  and  cock- 
'  tails  and  fussing  over  cars.  He  lives 
on  a  15-acre  compound  in  Malvern,  Pa., 
where  he's  overseeing  the  construction 
of  a  1 ,700-bottle  wine  cellar. 

Just  another  rich  guy  with  lots  of 
toys?  Hardly.  Ross,  48,  runs  the  joint. 
The  onetime  insurance  salesman  is  a 
butler  who  makes  $50,000  a  year  plus 
benefits  and  lives  rent-free  on  his  em- 
ployer's estate.  He  is  among  a  small  but 
growing  number  of  household  man- 
agers trained  to  handle  all  details  of  run- 
ning the  homes  of  the  rich,  famous  and 
newly  minted  multimillionaires.  As  do- 
mestic chief  of  staff,  Ross  manages  other 
part-timers — a  groundskeeper,  a  maid 
and  a  procession  of  contractors,  caterers 
and  florists.  He  also  fields  a  lot  of  job  of- 
fers. "One  lady  wanted  to  steal  me  away 
because  of  some  low-fat  cranberry  oat- 
meal cookies  I  made,"  he  confides. 

The  cookies  weren't  all  she  was  after. 
Ross  is  in  demand  because  of  his  train- 
ing. He's  one  of  only  80  graduates  a  year 
from  the  Starkey  International  Institute 


Running  a 
household  like 
a  business: 
Starkey  and 
butlers-to-be. 


for  Household  Management. 
The  decade-old  Denver  school 
was  created  by  Mary  Louise 
Starkey.  She  teaches  acolytes  to 
serve  meals,  iron  linen  and  newspa- 
pers— so  the  ink  doesn't  rub  off  on  rich 
folks'  fingers.  Starkey  also  advises  them 
on  how  to  blend  into  someone  else's 
household.  Example:  Stay  out  of  family 
squabbles  and  affairs — of  all  types. 

Starkey,  51,  grew  up  well-to-do,  the 
daughter  of  a  successful  Coca-Cola  bot- 
tler in  South  Dakota.  After  graduating 
from  Metropolitan  State  College  in 
Denver  with  a  degree  in  human  service 
management,  she  worked  in  social  ser- 
vices, then  opened  a  nanny  placement 
agency.  The  domestics  she  met  were 
mainly  unskilled  workers,  which  gave 
Starkey  the  idea  of  training  a  more  pro- 
fessional class  of  hired  help.  She  envi- 
sioned butlers  who  would  command  a 
premium  wage — as  much  as 
$150,000 — and  a  nice  30%  commission 
for  her  on  their  first  year's  salary. 

To  learn  the  details  of  service  from 
the  other  side,  Starkey  cleaned  houses 


herself  for  a  few  months.  Shorl 
after,  in  1989,  she  started  h 
school.  Bad  timing:  Gyrations 
the  economy  made  high-prici 
domestics  a  tough  sell.  Until  1. 
year  she  averaged  fewer  than 
students  per  training  sessio 
compared  with  18  now.  But  ren 
vations  to  the  Starkey  school,  co 
pled  with  the  high-tech  boom  a 
ads  in  Town  &  Country,  helped  < 
tract  more  students  and  clients, 
fact,  Starkey  will  raise  tuition  I 
her  eight- week  course  15% 
$10,500  per  student  in  Janua 
Starkey  gets  40%  of  her  $1  milli 
revenue  from  tuition.  The  rc 
comes  in  through  placement  fei 
continuing-education  conferenc 
and  household  management  so 
ware,  which  she  sells  for  $650. 1 
enough  to  put  her  business  in  t 
black.  She's  also  poised  to  ov 
40%  of  the  International  Butl 
Academy  in  Amsterdam. 

The  school's  placeme 
clients — Starkey  won't  nan 
names  but  hints  at  a  lot  of  cele 
and  politicos — are  primarily  far 
ilies  with  a  net  worth  of  $25  m 
lion  or  more  and  at  least  o 
house  the  size  of  a  junior  colle^ 
Some  hire  staff  from  Starkey's  gradu 
tion  classes,  paying  well  enough  that  t 
student  can  repay  a  tuition  loan.  Othc 
hire  butlers  first,  then  send  them 
Starkey  while  picking  up  the  tuition  b 
Don't  stint  on  hiring  a  butl 
Starkey  advises:  This  is  the  chief  open 
ing  officer  for  something  akin  to  a  sm 
business.  Running  a  mansion  mea 
hiring  and  firing  staff,  meeting  a  payrc 
supervising  health  benefits  and  paid  v 
cations,  overseeing  a  budget — ev 
building  a  wine  collection.  (The  wo 
butler  originally  meant  "bottle-bearer. 

William  Mclntyre,  a  wealthy  Dall 
investor,  agrees.  He  hired  a  rece 
Starkey  grad  to  run  his  three  homes 
Texas  and  Vail,  Colo.  "If  you're  not  car 
ful,  you  can  become  captive  to  your  c 
sets,"  says  Mclntyre,  58.  "We  decided 
delegate  that  activity  so  we  could  enj' 
our  lives  a  little  bit  better."  And  read  t 
newspaper  with  ink-free  hands. 
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INTRODUCING  THE  WORLD'S  FIRST 

ALL-OPTICAL  NETWORK. 

NOT  THE  PROMISE  OF  ONE. 


THE  ONE. 


We're  proud  to  present  the  network  we've  all  been  dreaming  about:  all-optical  from  beginning  to  end.  Which  means 
starting  today,  your  network  can  be  simpler,  more  reliable,  faster  and  more  affordable  than  it  was  yesterday.  Welcome  to 
accountability.  Welcome  to  Broadwing.  Call  1-800-BROADWING  or  visit  broadwing.com  today.  BrOSCh/Ving^ 


Because  tomorrow's  here  sooner 
than  you  think 


Remember  TIAA-CREF. 


TIAA-CREF  has  been  the  retirement  system  of  choice  for  millions  of 
educators  and  researchers  for  over  80  years.  The  TIAA-CREF  group  of 
companies  has  a  proven  history  of  helping  people  plan  for  tomorrow.  Today, 
our  mutual  funds,  IRAs,  personal  retirement  annuities/  trust  services  and 
tuition  plans  are  available  to  everyone. 

The  TIAA-CREF  pension  accounts  have  some  of  the  lowest  expense 
charges  in  the  financial  services  industry,  one  of  the  reasons  why 
Morningstar  says  that  "TIAA-CREF  sets  the  standard  in  the  financial 
services  industry."* 

Call  800  226-0147  for  more  information  about  TIAA-CREF's  products  and 
services,  including  charges  and  expenses,  or  for  mutual  fund  and  personal 
annuity  prospectuses.  Please  read  them  carefully  before  you  invest  or 
send  money. 

Isn't  that  a  tomorrow  you  can't  live  without? 


Ensuring  the  future  for 
those  who  shape  it. 


RETIREMENT 

INSURANCE 

MUTUAL  FUNDS 

TRUST  SERVICES 

TUITION  FINANCIN 

Past  performance  is  not  a  guarantee  of  future  results  t Availability  subject  to  state  approval.  |  'Source:  Morningstar.  June  2000,  referring  to  the  TIAA-CREF 
pension  accounts'  consumer  education,  service  and  low  fees.  I  TIAA-CREF  Individual  and  Institutional  Services,  Inc.  distributes  CREF  and  TIAA  Real  Estate 
variable  annuities.  •  Teachers  Personal  Investor  Services,  Inc.  distributes  the  Personal  Annuities  variable  annuities.  Mutual  Funds,  and  Tuition  Savings 
Agreements.  •  TIAA  and  TIAA-CREF  Life  Insurance  Co.  issue  insurance  and  annuities.  •  TIAA-CREF  Trust  Company,  FSB  provides  Trust  Services. 
©  2000  TIAA-CREF  and  TIAA-CREF  Life  Insurance  Companies,  NY,  NY  •  Investment  products  are  not  FDIC  insured,  may  lose  value  and  are  not 
bank  guaranteed. 
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TIAA-CREF  proudly  sponsors 
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A  new  and  informative  newsmagazine  about  money  every  week  on  I 
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by  Linda  Riddle 


WHERE  GREAT  THINGS  HAPPEN 


. .  .The  best  of 
everything,  all 
here  in  a 
space  of  300 
square  miles. 


sk  a  New  Yorker  what  he  or  she  most  enjoys  about  the  city 
and  the  words  may  vary,  but  the  themes  are  constant  —  energy,  pas- 
sion, dazzle,  diversity,  abundance,  intensity,  creativity,  opportunity. 
Loosely  translated,  the  best  of  everything,  all  here  in  a  space  of  300 
square  miles.  Everything  you  can  imagine,  and  then  more. 

It's  not  for  nothing,  as  New  Yorkers  would  say,  that  their  city  is  the  great- 
est in  the  world.  Each  of  the  city's  five  boroughs  —  Brooklyn,  the  Bronx, 
Manhattan,  Queens  and  Staten  Island  —  has  its  own  character  and 
appeal.  And  each  is  growing,  economically  and  culturally. 
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Behind  the  emotional  response  that 
New  York  City  invariably  evokes  are 
solid  indicators  that  in  the  coming 
century  it  will  continue  to  live  up  to  its 
reputation  as  the  business,  financial, 
communications  and  cultural  capital 
of  the  world.  The  economy  is  booming, 
large  construction  projects  abound, 
major  airport  and  public  transporta- 
tion improvements  are  under  way  and 
cultural  institutions  are  expanding 
throughout  the  boroughs. 

Not  least,  crime  is  at  its  lowest 
point  in  three  decades;  according  to 
a  1999  Federal  Bureau  of  Investiga- 
tion report,  New  York  City  ranked  as 
the  safest  large  city  in  the  U.S.  for 
the  fourth  consecutive  year.  "The 
city  is  a  cleaner,  safer,  more  friendly 
place  to  be  today,"  says  Mark  McGe- 
hee,  director  of  sales  and  marketing 
for  the  Grand  Hyatt  Hotel  in  Midtown 
Manhattan.  "Improvements  help  the 
image  of  the  city  and  bring  more 
people  here." 

Vlirusiness-Friendly  and  Burgeoning 
New  York  has  long  been  recognized 
as  a  world  business  and  financial 
center,  home  to  three  stock 
exchanges  and  more  large-business 
headquarters  than  any  other  U.S. 
city.  Its  diverse  economy  and 
unequaled  stature  as  a  fast-paced 
information  hub  make  it  a  desirable 
business  location.  Major  traditional 
industries  such  as  apparel,  financial 
services,  media  and  entertainment, 
pharmaceuticals,  professional  ser- 
vices, publishing  and  telecommuni- 
cations have  enjoyed  a  successful 
history  in  New  York  City,  and  growing 


Mayor  Rudolph  W.  Giuliani  announces 
1999  s  record-breaking  visitor  numbers. 

industries  such  as  information  tech- 
nology and  new  media  are  spurring 
current  economic  growth. 

Since  1994,  under  the  administra- 
tion of  Mayor  Rudolph  W.  Giuliani, 
New  York  City  has  experienced  a  dra- 
matic economic  renewal,  resulting 
from  the  expansion  of  existing  city 
businesses;  an  influx  of  startups,  par- 
ticularly those  technology-related;  and 
an  increasing  number  of  companies 
relocating  to  the  city.  In  fact,  with  the 
creation  of  over  414,000  new  private 
sector  jobs,  New  York  City's  job 
growth  has  outpaced  even  that  of 
the  nation  as  a  whole.  At  the  same 
time,  the  size  of  the  government  has 
decreased  while  services  are  provid- 
ed more  efficiently  and  effectively. 

Fueling  this  growth  in  economic 


activity  is  a  business  envi- 
ronment conducive  to 
profitability.  It  is  charac 
terized  by  such  business- 
friendly  factors  as  reduc- 
ed or  eliminated  taxes 
energy  cost  reductions,  a 
world-class  creative  and 
technology-savvy  talent 
pool,  numerous  Business 
Improvement  Districts  and 
industrial  parks,  and  new 
city-sponsored  programs, 
including  financing  initiatives,  that 
make  doing  business  in  New  York 
City  easy  and  affordable. 

Promoting  the  growth  of  New  York 
City's  economy  is  the  primary  goal  of 
the  New  York  City  Economic  Develop- 
ment Corporation  (EDC),  the  city's 
development  arm.  The  EDC  works: 
closely  with  private  business,  public 
agencies  and  citizen  communities  to 
facilitate  business  growth  in  all  five 
boroughs  through  its  economic  incen 
tive  programs.  "Under  Mayor  Giuliani's 
leadership,  taxes  have  been  cut  by 
over  $2  billion,  the  city  has  experi- 
enced budget  surpluses  and  the 
response  from  the  private  sector  has 
been  incredible,"  says  EDC  President 
Michael  G.  Carey.  "More  and  more 
companies  are  investing  and  expand 


The  Most  Popular  U.S.  Headquarters  Location 


New  York  City 
Houston 
Chicago 
Atlanta 
Dallas 
Minneapolis 
Pittsburgh 
San  Francisco 
St.  Louis 

Source:  Forbes.  2000 


44 


18 


Forbes  500s  Companies 
(based  on  sales) 


lO 


20  30 

(#  of  Companies) 


40 


50 


 ,  ,  


A  0  V  E  R 


ing  here  because  the  city  offers  unpar- 
alleled opportunities  and  resources. 
There  has  never  been  a  better  time  to 
do  business  in  New  York  City." 

A  business  whose  profitability  in 
recent  years  has  resulted  in  tangible 
benefits  for  the  city  is  the  New  York 
City  Off-Track  Betting  Corporation 
(NYCOTB).  Established  as  a  public 
benefit  corporation  to  operate  a 
system  of  off-track  betting  in  New 
York  City,  NYCOTB  contributed  more 
than  $33  million  in  fiscal  2000  to 
support  essential  city  services  such 
as  education,  parks,  crime  and  fire 
prevention,  health  and  sanitation. 
Commenting  on  NYCOTB's  continued 
growth,  Senior  Vice  President  Ron 
Ceisler  says,  "A  number  of  things  con- 
tribute to  it:  a  talented  team  of  people 
led  by  our  professional  Board  of  Direc- 
tors, expanded  teletheater  and  restau- 
rant facilities  that  attract  new  racing 
fans  and  informative  television  simul- 
casting of  our  races,  which  aids  tele- 
phone betting." 

^developments  in  A!!  Boroughs 
The  results  of  EDC's  active  role  in 
New  York  City's  capital  projects  and 
neighborhood  improvement  programs 
can  be  seen  across  all  five  boroughs. 
Here's  a  sampling  of  recent  devel- 


opments that  have  rejuvenated  neigh- 
borhoods, adding  jobs  and  increasing 
sales  revenues: 

•  Harlem  USA,  a  280,OOOsquare-foot, 
$66  million  entertainment  and  retail 
project  on  West  125th  Street  in 
Manhattan  that  includes  Magic 
Johnson  Theatres,  HMV  Music,  the 
Gap  and  New  York  Sports  Club 

•  New  York  Mercantile  Exchange's 
new  world  headquarters  in  Lower 
Manhattan,  housing  state-of-the-art 


•  In  Queens,  the  550-acre  College 
Point  Corporate  Park  is  one  of  the 
city's  most  successful  corporate 
developments,  with  more  than  175 
industrial,  commercial  and  family 
retail  businesses,  including  Circuit 
City,  Target,  T.J.  Maxx,  BJ's  Whole- 
sale Club  and  a  New  York  Times 
printing  facility. 

•  Brooklyn  Army  Terminal,  the  former 
military  shipping  center  in  Sunset 
Park,  now  home  to  light  manufac- 


Growing  industries  such  as  information 
technology  and  new  media  are 
spurring  current  economic  growth. 
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trading  facilities  and  fostering  more 
than  8,000  jobs 

•  Atlantic  Center,  downtown  Brook- 
lyn's latest  retail  shopping  complex, 
with  well-known  retail  outlets  such 
as  Old  Navy,  Pathmark,  Marshall's 
and  Stern's 

•  Staten  Island  Corporate  Park,  a 
400-acre  industrial  park,  and  Tele- 
port,  a  100-acre  advanced  telecom- 
munications park 

•  Hunts  Point  In-Place  Industrial  Park 
in  the  Bronx,  home  to  the  largest 
food  distribution  center  in  the  world, 
which  employs  10,000  people 


NYC  —  Top  U.S.  City  in  Business  Services 


Industry 
Legal  Services 

Computer  Data  Processing  Services 
Management/PR 
Accounting  Services 
Advertising  Services 
Engineering/Architectural  Services 
Research  Services 


Number  of 
Establishments 

5,358 
3,621 
2,620 
1,882 
1,413 
1,370 
728 


turers,  service  and  technology 
firms,  distributors  and  warehousers, 
and  the  city's  first  industrial-com- 
plex, day-care  center. 
EDC's  future  development  plans  are 
as  ambitious  and  far-reaching  as  its 
past  accomplishments.  Other  city- 
based  major  development  projects 
planned  or  in  progress  include: 

•  A  new,  state-of-the-art  home  for  the 
NYSE  and  a  1.3-million-square-foot, 
Class  A  office  tower 

•  Construction  of  a  new  Whitehall 
Ferry  Terminal  in  downtown  Man- 
hattan to  provide  improved  access 
to  the  Staten  Island  Ferry  slips  for 
60,000  daily  ferry  riders;  it  will  fea- 
ture a  75-foot-high  entry  hall,  a 
larger  waiting  room  of  6,500  square 
feet,  a  rooftop  viewing  deck  and 
6,000  square  feet  of  space  for  retail 
and  food  outlets 

•  Revitalization  of  Brooklyn's  Coney 
Island  amusement  area  with  con- 


source: New  York  State  Department  of  Labor,  1999 
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Cristyne  Lategano-Nicholas 
President,  NYC  &  Company 


NYC  &  Company: 
Marketing  A  Marvel 

Imagine  having  the  most  dynamic  and 
wondrous  city  in  the  world  as  your  prod- 
uct to  promote.  NYC  &  Company  -  the 
Convention  &  Visitors  Bureau,  New  York 
City's  official  tourism  marketing  organi- 
zation, has  that  happy  distinction.  Estab- 
lished in  1935,  the  private,  nonprofit  orga- 
nization has  a  current  membership  of 
more  than  1,300  businesses,  including 
museums,  hotels,  restaurants,  retail  stores, 
theaters  and  tour  organizers. 

NYC  &  Company  aims  to  enhance  the 
city's  economy  through  tourism  develop- 
ment by  promoting  the  city  worldwide  as 
the  premier  destination  for  business  and 
leisure  travel.  Its  comprehensive  infor- 
mation resources  help  people  plan  and 
enjoy  to  the  fullest  their  visits  to  this 
amazing  city. 

For  a  free  visitor  guide  and  information 
about  seasonal  programs,  such  as  the  Paint 
the  Town  Red  citywide  winter  celeb- 
ration, call  1-800-NYC-VISIT  (outside 
North  America,  212-397-8222),  or  visit 
www.nycvasit.com  on  the  Web.  For  per- 
sonal assistance  from  multilingual  infor- 
mation counselors,  stop  by  NYC's  Official 
Visitor  Information  Center  at  8 1 0  Sev- 
enth Avenue  at  53rd  Street,  Monday  to 
Friday,  8:30  a.m.  to  6  p.m.,  and  Saturday 
and  Sunday,  9  a.m.  to  5  p.m.,  or  call 
212-484-1222. 
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Convention  A  Visitors  Bureau 
Major  Events  &  Promotions 


struction  of  a  6,500-seat  minor 
league  baseball  stadium  for  New 
York  Mets  affiliates;  the  project 
includes  improvements  to  Coney 
Island's  world-famous  boardwalk 
and  landmark  Parachute  Jump 

•  Transformation  of  the  St.  George 
area  of  Staten  Island,  the  largest 
single  revitalization  project  under- 
taken in  the  borough,  which  will 
include  a  new  6,500-seat  minor 
league  baseball  stadium  for  the 
Staten  Island  Yankees  and  the  ren- 
ovation of  the  St.  George  Ferry  Ter- 
minal into  a  world-class  interna- 
tional transportation  facility 

•  Development  of  Jamaica  Center  in 
Queens,  a  $93  million,  500,000- 
square-foot  mixed-use  retail  and 
entertainment  complex,  and  Queens 
West,  an  extensive  1.25-mile  East 
River  waterfront  development  with 
residential,  educational,  retail, 
office  and  hotel  facilities. 

In  addition,  the  Giuliani  Administra- 
tion this  year  created  an  $8  million 
fund  to  assist  printers  that  want  to 
relocate  within  the  city's  five  bor- 
oughs. It  also  eliminated  the  8.25% 
sales  tax  on  clothing  and  footwear 
costing  less  than  $110. 

^J)ew  Media  Wave 
One  of  the  major  success  stories  of 
the  Giuliani  Administration  is  the  birth 
and  continuing  growth  of  New  York 
City's  high-tech  industry.  Capitalizing 
on  the  creative,  technical  and  finan- 
cial resources  that  are  an  inherent 
part  of  this  dynamic  city,  Internet- 
based  and  new  media  companies 
have  transformed  Lower  Manhattan  in 


New  York  is  the  world  capital  of  finance. 

particular,  generating  $9.2  billion  in 
revenues  in  1999,  resulting  in 
140,000  jobs. 

The  impact  has  been  so  great  that 
the  city  neighborhoods  where  these 
companies  have  settled  are  nick- 
named, collectively,  "Silicon  Alley." 

The  Alley's  vibrant  competitiveness 
has  put  New  York  City  at  the  forefront 
of  the  Information  Age.  Recognizing 
the  importance  of  cultivating  the  high- 
tech sector,  the  city  is  encouraging  its 
development  and  growth  through  sev- 
eral innovative  initiatives: 

•  The  Digital  NYC:  Wired  to  the  World 
Program  facilitates  partnerships 
between  local  not-for-profit  organi- 
zations, property  owners  and  tech- 
nology service  providers  to  develop 
new  high-tech  districts  of  affordable 
pre-wired  space  outside  of  Manhat- 
tan's central  business  districts 

•  The  Plug  'n'  Go  Program  provides 
affordable,  pre-built,  Internet-ready 
office  space,  as  small  as  1.000 
square  feet,  in  Lower  Manhattan 

•  The  Prospect  Street  New  York  City 


lass  Sleep  in  a  bed.  Dine  in  a  restaurant. 


7  or  visit  www.airfrance.cohn. 
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Michael  G.  Carey,  President 
New  York  City  Economic 
Development  Corporation 


New  York  City  Economic 
Development  Corporation: 
A  Helping  Hand  to  Businesses 

As  New  York  City's  primary  vehicle  for 
economic  development  services,  the 
New  York  City  Economic  Development 
Corporation  (EDC)  promotes  the  growth 
of  the  City's  economy  by  assisting 
businesses  to  become  more  competitive, 
more  productive  and  more  profitable. 

EDC  helps  domestic  and  foreign 
companies  interested  in  starting  or 
expanding  operations  in  New  York  City 
through  business-friendly  programs 
and  services,  including  affordable 
financing,  tax  incentives,  sales  tax 
exemptions,  energy  cost  reductions  and 
investment  capital. 

In  addition,  EDC  improves,  leases 
and  sells  real  estate  for  commercial  and 
industrial  use;  develops  and  manages 
aviation,  maritime  and  rail  freight  facil- 
ities; assists  businesses  in  obtaining  nec- 
essary government  approvals;  and  ana- 
lyzes the  economic  impact  of  specific 
projects  and  industries. 

For  more  information  on  how  the 
EDC  can  help  your  business,  call 
1-888-NYC-0100,  or  visit  its  Web  site 
at  www.newyorkbiz.com. 


New  York  City 
Economic  Development 
Corporation 


Discovery  Fund,  the  city's  first  ven- 
ture capital  fund,  invests  in  New 
York  City-based  emerging  informa- 
tion technology  companies 

•  The  Emerging  Industries  Fund  pro- 
vides equity  and  debt  financing  for 
fast-growing  high-tech  companies 
in  the  city 

•  The  New  York  City  Capital  Access 
Program  enables  businesses  that 
don't  meet  the  requirements  for  con- 
ventional loans  to  access  capital. 
Other  programs  include  special  tax 

incentives,  energy  cost-reduction, 
equipment  financing  and  EDC-cospon- 
sored  conferences  designed  to 
encourage  partnerships  between 
entrepreneurs  and  investors. 

lobal  Business  Hub 
Attractive  business  incentive  pro- 
grams have  enticed  many  foreign- 
owned  businesses  to  the  city.  A  quar- 
ter of  all  foreign  headquarters  in  the 
U.S.  have  a  New  York  City  address,  an 
indication  of  the  city's  preeminence 
as  a  center  for  global  business. 

Foreign-owned  establishments 
employ  more  than  200,000  workers  in 
the  city,  about  6%  of  its  total  private 
sector  employment.  Foreign  invest- 
ment transactions  through  employ- 
ment have  included  the  estab- 


Midtown  is  home  to  numerous 
company  headquarters. 

lishment  of  bank  branches  and  agen- 
cies, representative  offices,  stores, 
outlets  and  warehouses,  and  airline 
operations. 

New  York  City  is  a  key  destina- 
tion for  France's  flagship  carrier, 
Air  France,  which  has  operated  in 
New  York  for  five  decades  and  cur- 
rently employs  300  people  in  the 
metropolitan  area.  "New  York  is  a 
major  international  business  and 
leisure  travel  hub.  Our  flights  are 
quite  often  full,"  says  Diane  Cornman, 
Air  France's  media  relations  manager. 

Responding  to  demand  from  busi- 
ness travelers,  in  October  Air  France 
inaugurated  an  additional  daily, 
round-trip  flight  between  New  York's 


New  Media  Companies  in  the  Greater  New  York  Area 
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The  bigger  the  crowd, 
the  better  the  performance. 


ou're  a  major  player  in  the  securities 
kets  worldwide,  so  when  it  comes 
rading,  you  know  what  you  need, 
quidity. 

world  of  buyers  and  sellers  —  ready 
rade.  And  when  you're  trading  elec- 
lically  you  know  the  place  to  come 
global  liquidity, 
istinet. 

h  give  you  electronic  access  to  some 
le  broadest,  deepest — most  liquid  — 
ling  opportunities  around  the  world. 


What's  more,  we  don't  have  our 
own  portfolio  so  we  never  compete 
with  your  trades  or  take  a  position 
against  you. 

Our  only  goal  is  to  help  you  get  the 
fastest  trade  at  the  best  price  —  and  we 
handle  the  follow-up  automatically. 

All  of  which  can  add  up  to  better 
performance. 

If  that's  what  you're  looking  for,  by  all 
means  call  toll  free  1-877-INSTINET  or 
visit  www.instinet.com 


Instinet 


A  REUTERS  Company 

Nothing  comes  between  you 
and  the  best  price.™ 


igency  broker,  Instinct  docs  not  come  between  its  clients  and  the  lust  price  We  do  not  commit  capital,  make  markets  or  make  profits  on 
s.  ©2000  Instinct  Corporation,  all  rights  reserved  INSTINiri'  and  the  1NSTIN1T  marque  are  registered  service  marks  in  the  United  States  and 
:ounthcs  throughout  the  world  Instinct  Corporation  is  member  NASD/SIPC.  and  Instinct  I  K  l  imited  is  regulated  in  the  U  K  by  the  SFA 
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John  F.  Kennedy  International  Airport 
(JFK)  and  Paris-Charles  de  Gaulle  Air- 
port, bringing  to  seven  the  number  of 
its  daily  nonstop  flights  to  Paris  from 
the  New  York  area.  "The  globalization 
of  the  economy  is  one  of  the  factors 
fueling  New  York's  growth  and  our 
growth,"  adds  Cornman. 

In  addition  to  France,  the  city's 
major  investor-nations  are  Japan, 
the  United  Kingdom,  Canada,  Ger- 
many, Italy,  the  Netherlands  and 
Switzerland.  Together,  these  eight 
countries  account  for  85%  of  all  for- 
eign investment  within  the  city.  The 


1 


Fun  Facts  About  New  York 

Here  are  some  fun  facts  about  the 

greatest  city  in  the  world: 

Total  area  in  square  miles:  301 
Population  (1999):  7.4  million 
Most  populous  borough:  Brooklyn 
Miles  of  streets:  6,375 
Miles  of  waterfront:  578 

•  Bus  routes:  235 
Subway  routes:  2  5 
Licensed  medallion  taxis:  12,184 
Eating  establishments:  18,000+ 
Broadway  theaters:  38 
Off-Broadway  performance 
spaces:  300 

Cabaret-licensed  nightclubs:  273 

Bookstores:  500 

Art  galleries  and  museums:  580 

Large  symphony  orchestras:  5 

Major  sports  venues:  9 

Bus  and  subway  one-way 

fare:  $1.50 

One-day,  unlimited-ride 

Fun  Pass:  $4.00 

Staten  Island  Ferry  fare:  free 

Source:  NYC  &  Company,  NYC  Economic 
Development  Corporation 


U.K.  historically  has  been 
the  largest  source  of  for- 
eign investment  transac- 
tions. Its  presence  in  the 
city  is  particularly  strong 
in  the  areas  of  publishing 
and  advertising. 

EDC's  Business  Devel- 
opment Division  works 
cross-culturally  to  attract 
foreign-based  enterprises 
to  create  a  presence  in 
New  York  City,  help  multi- 
national companies  already  operating 
in  the  city  to  expand  locally  and  help 
city-based  businesses  grow  by  foster- 
ing trade  relationships  abroad. 

The  Business  Development  Division 
also  offers  foreign  companies  practi- 
cal advice  about  local  business-relat- 
ed issues  with  which  they  may  not  be 
familiar,  including  corporate  structur- 
ing, accounting,  taxation,  immigration 
and  financing.  "New  York  City  is  the 
center  of  opportunity  for  foreign-based 
companies  looking  to  enter  the  U.S. 
market,"  says  EDC's  Carey.  "We 
assist  them  in  setting  up  offices  here 
by  helping  them  find  suitable  loca- 
tions, financing  programs  and  employ- 
ee recruitment  services.  Our  staff  also 
can  direct  companies  to  potential  tax 
incentives,  energy  discounts  and  inter- 


Grand  Central  Terminal's  magnificent  refurbishment 

national  business  resources  to  help 
their  companies  grow." 

Related  to  employee  recruitment, 
New  York's  educational  community 
works  together  with  U.S.  and  interna- 
tionally owned  companies  to  match 
talented  young  students  with  business 
employment  needs.  A  longstanding 
program  is  Pace  University's  Cooper- 
ative Education  Program,  established 
20  years  ago,  which  places  high- 
achieving  undergraduate  and  graduate 
students  in  paid,  preprofessional, 
study-related  positions.  Last  year,  the 
program  placed  672  students  in  major 
national  and  international  companies 
in  New  York  City.  "Our  students  work 
as  Web  site  designers,  financial  ana- 
lysts, public  relations  professionals 
and  in  a  variety  of  other  functions," 


Tourism's  Value  to  NYC:  $15.6  Billion  in  1999 
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says  Pace  University  President  Dr. 
David  A.  Caputo.  "They  bring  new 
insights  and  skills  back  to  the  class- 
room, so  it's  a  win-win  situation  for 
everyone  involved." 


"oving  Around 
Transporting  people  and  goods  is 
vital  to  the  success  of  any  business. 
New  York  City's  highly  integrated  air, 
sea,  road  and  rail  transportation 
system  is  one  of  the  most  sophisti- 
cated in  the  world. 

Every  day,  millions  of  residents, 
business  commuters  and  shoppers 
travel  to,  from  and  around  the  city  by 
bus,  subway  and  ferry.  New  York  City 
is  linked  to  Amtrak,  the  national  rail 
network,  and  to  three  regional  com- 
muter rail  systems:  New  Jersey  Tran- 
sit, Metro-North  and  Long  Island  Rail 
Road.  In  addition  to  three  major  inter- 
state highways,  complemented  by  a 
system  of  bridges  and  tunnels,  travel- 
ers have  access  to  three  major  air- 
ports, two  of  which,  JFK  and  La  Guar- 
dia  (LGA),  are  located  in  the  borough  of 
Queens  —  and  all  within  45  minutes 
of  the  city's  central  business  areas. 

Facilitating  shipping,  New  York  City- 
area  ports  handle  more  than  45  mil- 
lion tons  of  cargo  annually,  helping 
businesses  receive  materials  and  get 
their  products  to  market  efficiently. 

EDC  works  to  improve  the  regional 
transportation  network  by  managing 
and  developing  New  York's  aviation, 
maritime  and  rail  freight  facilities.  It 
has  spearheaded  the  successful  com- 
pletion of  such  major  freight  trans- 
portation-related projects  as: 
•  The  reactivation  of  the  65th 


Street  Rail  Yard  along  the  Brooklyn 
Waterfront 

•  The  purchase  of  two  new  container 
cranes  for  the  Red  Hook  Marine 
Terminal  in  Brooklyn 

•  The  reactivation  of  Staten  Island's 
Howland  Hook  Container  Terminal, 


ture  projects  are  planned  or  under 
way  to  help  the  city's  millions  of  res- 
idents, workers  and  visitors  get 
where  they're  going. 

For  long-distance  travelers,  EDC, 
through  the  Industrial  Development 
Agency,  is  also  playing  a  major  role  in 


b- 


The  Metropolitan  Transportation  Authority 
will  undertake  the  city's  largest  subway 
expansion  in  a  generation. 


the  city's  largest  containerport 
The  rehabilitation  of  the  Staten 
Island  Railroad  to  link  Howland 
Hook  Marine  Terminal  with  the 
national  rail  freight  network. 
Several  new,  exciting  infrastruc- 


the  modernization  of  passenger  ter- 
minals at  JFK,  as  part  of  the  largest 
airport  reconstruction  program  in  U.S. 
history.  The  public-private  redevelop- 
ment program  includes  the  construction 
of  new  roads,  parking  garages  and  Air- 


Bright  Lights  and  Fine  Dining  make  up  the 
tapestry  of  New  York  City. 
Enjoy  a  delicious  slice  of  the  Big  Apple  at 
one  of  New  York^  City  Off-Track  | 
tting's  Restaurants  or  Telethea 
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The  Lincoln  Center  fountain  illuminated  in  red  for  Paint  the  Town  Red'  NYC's  winter  celebration 


Train,  a  first  step  in  the  development 
of  a  direct  rail  link  between  the  airport 
and  NYC  mass  transit. 

Improvements  at  La  Guardia  Air- 
port in  Queens  include  the  modern- 
ization and  expansion  of  its  Central 
Terminal  Building  and  a  new  color- 
coded  sign  system,  which  will  also  be 
installed  at  Kennedy.  To  facilitate  ser- 
vice in  the  high-traffic  corridor 
between  Boston,  New  York  and 
Washington,  D.C.,  US  Airways  and 
Delta  Air  Lines  have  made  million- 
dollar  renovations  to  their  shuttle 
operations  and  customer  service 
areas. 

One  of  the  most  dramatic  proj- 
ects will  be  the  transformation  of 
the  historic  Farley  Post  Office  Build- 
ing at  34th  Street  and  Eighth 
Avenue  in  Manhattan  into  a  Penn 
Station  annex,  creating  an  impres- 
sive portal  for  rail  travelers  entering 
the  city.  The  $600  million  project 


will  restore  the  building's  original 
glass-covered  atrium  and  create 
a  special  concourse  for  Amtrak's 
new  European-style,  high-speed  rail 
service  between  New  York,  Boston 
and  Washington. 

To  further  ease  getting  around 
New  York,  the  Metropolitan  Trans- 
portation Authority  will  undertake 
the  city's  largest  subway  expan- 
sion in  a  generation;  the  five-year, 
$17.2  billion  plan  includes  new 
trains,  buses  and  two  new  subway 
lines,  including  a  rail  link  to  La  Guardia 
Airport,  and  improvements  to  the 


NYC's  Soaring  Popularity 


city's  bridges  and  tunnels. 

>s  it  or  Magnet 
New  York  City  has  an  irresistible  attrac- 
tion for  visitors  from  all  over  the  world 
whose  enthusiasm  and  spending  buoy 
the  local  economy.  The  city  welcomed 
a  record-breaking  36.7  million  visitors 
in  1999,  who  spent  $15.6  billion  on 
lodging,  dining,  entertainment,  recre- 
ation, shopping  and  transportation. 

"New  York  has  undergone  an  un- 
precedented renaissance,  which  is 
reflected  in  the  1999  visitor  num- 
bers," says  Cristyne  Lategano-Nicho- 
las,  president  and  chief  executive 
officer  of  NYC  &  Company  -  the  Con- 
vention &  Visitors  Bureau,  the  city's 
official  tourism  marketing  orga- 
nization. "Hotel  growth,  new  visitor 
services  and  attractions,  public  trans- 
portation improvements  and  record- 
breaking  reductions  in  crime  make 
New  York  a  visitor  experience 
second  to  none." 

The  tourism  industry  is  one  of  the 
mainstays  of  New  York  City's  econo- 
my, supporting  276,800  tourism- 
related  city  jobs  in  1999  and  con- 
tributing $2.9  billion  in  city,  state 
and  federal  tax  revenues.  All  visitor- 
spending  categories  experienced 
increases  in  1999,  with  lodging  and 
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shopping  registering  the  greatest 
growth,  each  up  7%  over  the  prior 
year.  Spending  on  auto  transportation 
and  entertainment/recreation  rose 
6%;  eating/drinking  and  public  trans- 
portation rose  4%. 

The  city  welcomed  6.6  million 
international  visitors  last  year, 
including  people  from  Canada, 
Mexico  and  overseas.  The  growth  in 
the  number  of  international  visitors 
to  New  York  City  outpaced  that  of 
the  nation  overall.  The  U.K.  leads 
international  countries  in  the 
number  of  visitors  to  New  York,  with 
957,000  in  1999,  followed  by 
Canada,  Germany,  Japan,  France, 
Italy,  Brazil,  Mexico,  Argentina  and 
the  Netherlands,  respectively. 

While  international  visitors  repre- 
sent 18%  of  all  New  York  City  visi- 
tors, they  account  for  a  greater  pro- 
portion of  visitor  spending  (42%). 
International  visitors  particularly 
enjoy  shopping  in  New  York,  spending 
more  than  twice  what  their  domestic 
counterparts  do. 

"What  attracts  millions  of  visitors 
from  around  the  world  is  New  York 
City's  amazing  range  of  activities," 
says  Tim  Zagat,  chairman  of  NYC  & 
Company  and  president  of  Zagat 
Survey  restaurant  guides.  "Not  only  is 


Baseball  action  at  Yankee  Stadium 

New  York  the  best  restaurant  city  in 
the  world,  it's  also  home  to  the  best 
culture,  shopping,  theater,  nightlife 
and  attractions." 
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'hy  They  Come 
The  city's  architectural,  cultural,  culi- 
nary, historic  and  natural  attractions 
contribute  to  its  reputation  as  having 
something  for  everyone.  NYC  &  Com- 
pany's innovative  marketing  pro- 
grams, such  as  the  Paint  the  Town 
Red  citywide  winter  celebration,  are 
designed  to  provide  visitors  special 
incentives  and  savings  to  introduce 
them  to  the  city's  many  pleasures. 

The  second  annual  Paint  the  Town 
Red  celebration  begins  in  January 
2001,  highlighting  that  winter  is 
a  great  time  to  visit  the  most  excit- 
ing city  in  the  world.  Visitors  can  take 
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advantage  of  special  offers  and  valu- 
able savings  at  hundreds  of  New  York 
hotels,  restaurants,  stores,  museums, 
nightclubs,  theater  shows,  tours  and 
attractions.  Special  events  include  60- 
minute  Insider's  Hour  highlight  tours 
at  more  than  50  of  New  York's  top  cul- 
tural institutions  and  Winter  Restau- 
rant Week,  a  weeklong  program  of 
three-course  lunches  for  $20.01  at 
100  of  the  city's  best  restaurants. 

New  York's  glorious  museums  and 
cultural  institutions  are  what  attract 
many  visitors.  Home  to  more  than  150 
of  the  finest  cultural  institutions  in  the 
world,  the  city  is  expanding  its  efforts 
to  present  the  absolute  best  in  art, 
science  and  history.  Some  expansions 
recently  completed  or  in  progress: 


WHERE  GREAT 
THINGS  HAPPEN 


Call  212  883  1234 


PARK  AVENUE  AT  GRAND 
CENTRAL 

Feel  the  Hyatt  Touch 


Between  Business  Meetings:  10  Tips  for  Diversions  &  Excursions 

Start  with  a  breathtaking  bird's-eye  view  of  New  York  from  the  86th  floor  of  the 
Empire  State  Building  at  Fifth  Avenue  and  34th  Street,  Manhattan.  The  observa- 
tion deck  is  open  until  midnight.  Web  site:  www.esbnyc.com.  For  another  spec- 
tacular view,  head  to  the  Top  of  the  World  Trade  Center,  the  107th-floor  obser- 
vatory at  2  World  Trade  Center,  Chambers  and  Liberty  Streets,  and  enjoy  a  free 
simulated  helicopter  ride.  Web  site:  www.wtc-top.com. 
>  Climb  a  rock,  bat  a  ball,  make  a  splash,  run  the  track  and  more  at  Chelsea  Piers, 
the  vast  riverside  sports  complex  adjacent  to  the  West  Side  Highway  at  23rd 
Street  in  Manhattan.  Facilities  include  a  swimming  pool,  basketball  courts,  an 
outdoor  roller  rink,  a  golf  driving  range  and  rock  climbing  wall.  Web  site: 
www.chelseapiers.com. 

Grab  a  bite  at  one  of  the  many  eating  places  in  the  magnificently  renovated  Grand 
Central  Terminal,  New  York  City's  landmark  rail  hub  at  Park  Avenue  and  East  42nd 
Street,  Manhattan.  For  a  free  tour,  stop  by  the  information  booth  on  the  Grand 
Concourse  on  Wednesdays  at  12:30.  Web  site:  www.grandcentraltenninal.com. 
Visit  the  Snug  Harbor  Cultural  Center  on  Staten  Island,  a  national  historic  park- 
land, housing  the  Newhouse  Galleries,  the  Staten  Island  Children's  Museum,  a 
Botanical  Garden,  a  Veteran's  Memorial  Hall  and  the  Chinese  Scholar's  Garden, 
the  country's  only  outdoor  Chinese  garden.  For  information,  call  718-448-2500. 

0  Board  the  Intrepid  Sea-Air-Space  Museum.  Docked  on  the  Hudson  River  at  12th 
Avenue  and  West  46th  Street,  Manhattan,  this  900-foot-long  retired  aircraft  carrier 
is  now  a  first-rate  museum  of  naval  history.  Web  site:  www.intrepid-museum.org. 

@  Get  nose-to-nose  with  a  gorilla  at  the  fantastic  Bronx  Zoo,  die  largest  metropoli- 
tan zoo  in  the  U.S.,  with  more  than  6,000  animals  and  award-winning  exhibits,  in- 
cluding die  new  Congo  Gorilla  Forest  Web  site:  www.wcs.org/home/zoos/bronxzoo. 

©  Relax  at  the  Jamaica  Bay  Wildlife  Refuge  in  Queens,  which  boasts  more  than  9,000 
acres  of  land  and  water  habitats  and  nature  walks.  Call  718-318-4340.  The 
Queens  Botanical  Gardens,  created  as  an  exhibit  for  the  1939  World's  Fair, 
features  bee,  bird,  herb  and  woodland  gardens  and  seasonal  flower  displays. 
Call  718-886-3800. 

Walk  through  Harlem,  the  Upper  Manhattan  neighborhood  that  many  consider 
the  cradle  of  African-American  culture.  The  neighborhood  is  buzzing  with  new 
developments  that  can  be  enjoyed  on  any  number  of  walking  tours:  Harlem  Her- 
itage Tours,  212-280-7888,  or  loveharlem@aol.com;  Harlem  Your  Way!  Tours 
Unlimited,  1-800-382-9363;  and  Harlem  Spirituals,  212-391-0900,  or 
www.harlemspirituals.com. 

At  the  other  end  of  Manhattan,  on  the  East  River  at  Fulton  Street  is  South  Street 
Seaport,  an  1 1  -square-block  historic  maritime  district  featuring  a  marketplace  with 
over  1 00  restaurants,  cafes  and  shops,  and  daily  entertainment.  Web  site:  www.south 
streetseaport.com. 

Explore  the  history  of  the  city  at  "Art  and  the  Empire  City:  New  York,  1825-1861," 
at  the  Metropolitan  Museum  of  Art,  Fifth  Avenue  and  82nd  Street,  Manhattan, 
through  January  7.  This  landmark  exhibition  chronicles  die  city's  birth  as  the  center 
of  American  culture.  Web  site:  www.memiuseum.org.  Or,  for  an  ongoing  study  of 
New  York's  fascinating  role  in  history,  visit  the  Museum  of  the  City  of  New  York, 
Fifth  Avenue  at  103rd  Street,  Manhattan.  Web  site:  www.mcny.org. 


•  The  Museum  of  American  Folk  Art, 
Columbus  Avenue  at  66th  Street 
in  Manhattan,  began  construction 
last  year  of  a  $20  million,  eight-level 
museum  on  West  53rd  Street,  the 
city's  first  major  new  art  museum 
construction  since  1966;  the  new 
30,000-square-foot  building  will 
open  in  fall  2001. 

•  The  Museum  of  Jewish  Heritage  — 
A  Living  Memorial  to  the  Holocaust, 
18  First  Place,  Manhattan,  is 
expanding  after  only  three  years  of 
operation.  Its  new  wing,  scheduled 
for  completion  in  fall  2002,  will 
house  a  theater,  family  history 
center,  harbor-view  gardens  and 
special  exhibition  galleries. 

•  The  P.S.  1  Contemporary  Art  Cen- 
ter, Jackson  and  46th  Avenues, 
Long  Island  City,  is  open  after  a 
three-year  renovation,  with  expand- 
ed exhibition  space  for  the  work  of 
some  of  today's  most  important 
artists  and  a  20,000-square-foot 
courtyard  and  sculpture  garden. 

•  Scheduled  for  completion  this  year, 
the  Henry  Luce  III  Center  for  the 
Study  of  American  Culture  at  The 
New  York  Historical  Society,  West 
77th  Street  in  Manhattan,  will  incor- 
porate architectural  improvements 
with  the  addition  of  a  modern  com- 
puter facility  for  research  and  learn- 
ing. In  addition  to  the  display  of  its 
collection  of  art  and  historic  arti- 
facts, the  Center  will  offer  interac- 
tive educational  opportunities. 

•  A  completely  rebuilt  Hayden  Plane- 
tarium is  the  latest  phase  of  an 
unprecedented  expansion  and  ren- 
ovation of  the  American  Museum  of 
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The  rebuilt  Hayden  Planetarium  at  the 
American  Museum  of  Natural  History 

Natural  History  at  Central  Park 
West  and  79th  Street,  Manhattan. 
The  planetarium  is  the  centerpiece 
of  the  museum's  monumental  new 
Rose  Center  for  Earth  and  Space. 
•  The  Museum  of  Modern  Art 
(MoMA),  11  West  53rd  Street 
between  Fifth  and  Sixth  Avenues  in 
Manhattan,  is  gearing  up  for  a 
major  expansion  that  will  increase 
its  museum  space  by  two-thirds  to 
630,000  square  feet.  During  the 
three-year  construction  program, 
MoMA  will  open  temporary  exhibi- 
tion space  in  a  former  Swingline  fac- 
tory in  Long  Island  City,  Queens. 
MoMA  will  retain  its  Queens  space 
for  art  storage  and  a  study  center 
when  the  main  museum  reopens  in 
late  2004. 

Commenting  on  MoMA's  contribu- 
tion to  New  York's  cultural  revital- 
ization,  MoMA  Director  Glenn  D. 
Lowry  says,  "To  remain  at  the  fore- 
front of  the  collection,  display  and  inter- 
pretation of  modern  and  contempo- 
rary art,  MoMA  must  grow  physically, 


intellectually  and  pro- 
grammatically.  Our  cur- 
rent expansion,  the  larg- 
est and  most  ambitious 
ever  undertaken  by  this 
institution,  will  ensure  that 
we  are  well-positioned  for 
the  future  in  the  world's 
foremost  center  for  art, 
New  York  City.  The  expan- 
sion affirms  our  commit- 
ment to  the  continued 
exploration  of  the  most 
challenging  and  com- 
pelling art  of  our  time." 
Speaking  of  the  latest  develop- 
ments at  the  American  Museum  of 
Natural  History,  museum  President 
Ellen  V.  Futter  says,  "The  Rose 
Center  takes  our  mission  of  sharing 
with  the  public  how  we  fit  into  our 
planet,  our  galaxy  and  the  universe 
around  us  to  new  heights.  With  its 
extraordinary  cutting-edge  technolo- 
gy, the  Rose  Center  enables  us  to 
bring  today's  developments  in  outer 
space  and  the  possibilities  of  the 
future  directly  to  our  visitors.  We  are 
proud  to  have  created  a  place  in  New 
York  where  people  of  all  ages  will 
enjoy  a  transporting  and  transform- 


Model  of  MoMA  following  expans 


ing  educational  experience." 

To  keep  pace  with  the  kaleidoscope 
of  cultural  happenings  and  purchase 
tickets  to  museums,  attractions  and 
events,  out-of-t owners  and  residents 
alike  can  access  a  network  of  touch- 
screen interactive  information  kiosks 
throughout  the  five  boroughs.  Kiosks 
are  located  at  convenient  sites  such 
as  the  Empire  State  Building,  Trump 
Tower,  Brooklyn  Museum  of  Art, 
Circle  Line  Tours  and  NYC  &  Compa- 
ny's Visitor  Information  Center. 

xftr  rossroads  of  the  World 
In  the  middle  of  New  York  City  — 
the  crossroads  not  only  of  the  city, 
but,  many  would  say,  the  world  — 
is  Times  Square. 


Dyson  College  of  Arts  and  Sciences 
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Times  Square  is  full  of  activity  around  the  clock. 

Less  than  10  years  ago,  Times 
Square  was  one  of  the  city's  less 
desirable  sections.  Today,  the  impres- 
sive results  of  its  ongoing  multibillion- 
dollar  facelift  have  restored  its  repu- 
tation as  the  crossroads  of  the  world. 
The  renovation  is  across  all  sectors 
— business,  entertainment,  retail, 
culture  and  hospitality.  New  theaters, 
renovated  landmarks,  trendy  restau- 
rants, comedy  and  music  clubs,  cor- 
porate headquarters,  new  hotels  and 
megastores  greet  the  visitor  at  every 
turn.  The  lights  never  go  off  and  the 
motion  never  stops. 

Perhaps  no  other  single  section  of 
the  city  better  embodies  the  all- 
encompassing  revitalization  that  New 
York  is  enjoying.  Here's  a  sampling  of 
what's  new  and  what's  coming  to 
Times  Square: 

•  The  Forest  City  Ratner  entertain- 
ment and  retail  complex,  which 
includes  the  25-movie-screen  AMC 
theatres,  shops  and  Madame  Tus- 
saud's  Wax  Museum 

•  E-Walk  entertainment  complex, 


home  to  Broadway  City  family  enter- 
tainment center,  B.  B.  King's  Blues 
Room  music  club  and  restaurant, 
and  13  movie  screens 
The  Yankees  Clubhouse,  which 
features  sports  memorabilia,  an 
extensive  selection  of  official  New 


•  New  hotels,  including  the  444-room 
Hilton  Times  Square,  already  in 
operation,  and,  upcoming,  the  52- 
story,  511-room  W  Hotel  and  the 
858-room  Westin 

•  The  Gap's  pioneering  store  on 
Broadway  and  West  42nd  Street, 
scheduled  to  reopen  next  spring 
with  an  additional  20,000  square 
feet  of  selling  space 

•  With  close  to  6  million  square  feet 
of  first-class  office  space  due  to 
come  online,  it  will  be  one  of  the 
hottest  addresses  in  the  world. 
New  Times  Square  offerings  are  not 

limited  to  entertainment  and  retail 
attractions.  Here  are  some  of  the 
latest  residential,  corporate  and  infra- 
structure developments: 

•  Phase  One  of  the  MTA's  45- 
month  program  to  rehabilitate 
the  42nd  Street-Times  Square 
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Perhaps  no  other  single  section  of  the  city  better 
embodies  the  all-encompassing  revitalization  that 
New  York  is  enjoying  than  Times  Square. 


York  Yankees  merchandise  and 
baseball  tickets 

•  The  neighborhood's  newest  theater, 
Second  Stage  Theater,  which 
opened  recently  at  Eighth  Avenue 
and  43rd  Street 

•  A  new,  not-for-profit  studio  rehearsal 
facility  for  the  performing  arts, 
including  14  rehearsal  studios  and 
a  199-seat  black  box  theater 

•  A  redesigned  TKTS  booth  at  Broad- 
way and  47th  Street,  where  resi- 
dents and  visitors  can  purchase 
half-price,  day-of-performance  tickets 


subway  station  is  scheduled  for 
completion  in  2002;  Phase  One 
will  provide  a  totally  renovated 
station,  better  access  to  differ- 
ent subway  lines  and  an  improved 
public  address  system 
The  4  Times  Square  office  tower, 
headquarters  of  Conde  Nast  publi- 
cations and  Skadden  Arps  Slate 
Meagher  &  Flom  law  firm;  the 
Nasdaq  Marketsite  Experience  and 
the  ESPN  Zone  dining  and  enter- 
tainment complex  occupy  the  base 
of  the  tower 


•  A  new  40-story  New  York  Times  cor- 
porate headquarters  on  Eighth 
Avenue  and  41st  Street 

•  A  new  35-story,  glass-walled  office 
tower  above  the  Port  Authority  bus 
terminal 

•  The  Gershwin,  a  550-unit,  42-story 
residential  tower  on  Eighth  Avenue 
and  49th  Street  and,  one  block 
north,  Longacre  House,  a  26-story 
apartment  building 

•  Morgan  Stanley's  third  office  build- 
ing in  Times  Square,  the  33-story 
Morgan  Stanley  Dean  Witter  Plaza 
at  Seventh  Avenue  and  50th  Street 

•  In  the  heart  of  Times  Square  at  Sev- 
enth Avenue  and  42nd  Street,  new 
national  headquarters  for  both 
Reuters  and  Ernst  &  Young.  The 
Reuters  facility  will  feature  a  state- 
of-the-art  financial  news  TV  studio. 
The  Reuters  headquarters  at  Three 

Times  Square  will  be  home  to  most  of 
its  New  York  City  employees,  includ- 
ing those  of  its  wholly  owned  sub- 
sidiary, Instinet,  the  world's  largest 
agency  broker  and  a  pioneer  in  elec- 
tronic stock  trading.  "New  York  is  the 
center  of  the  worldwide  financial  ser- 
vices industry  and  we're  an  important 
part  of  it,"  says  Calvin  Mitchell, 
senior  vice  president,  global  commu- 
nications at  Instinet  Corporation.  "We 
decided  on  Times  Square  because  it's 
the  crossroads  of  the  world,  so  it's 
simply  appropriate  for  us  to  establish 
ourselves  in  that  environment." 

ower  Manhattan  Transformed 
Lower  Manhattan,  traditionally  the 
city's  financial  business  district,  is 
undergoing  its  own  renaissance,  as 


The  color  and  history  of  Greenwich  Village 

both  a  tourist  destination  and  resi- 
dential community.  Through  EDC's 
Lower  Manhattan  Revitalization  Plan, 
building  owners  now  can  take  advan- 
tage of  comprehensive  tax  incentive 


Lower  Manhattan  home. 
These  changes  comple- 
ment the  development  of 
the  thriving  new  media 
industry  clustered  in  the 
downtown  area. 

Symbolic  of  Lower  Man- 
hattan's significance  to 
the  city  —  and  to  the  coun- 
try —  is  the  Canyon  of 
Heroes,  New  York's  ticker- 
tape  parade  route  along 
lower  Broadway.  Even  this 
route  is  benefiting  this  year 
from  improvements,  including  new  side- 
walks with  granite  markers  citing  the 
recipients  of  one  of  the  city's  highest 
honors,  a  ticker-tape  parade. 
The  rebirth  that  New  York  City  is 


Above  all,  New  York  is  a  city  where 
people  believe  anything  is  possible  and, 
as  a  result,  great  things  happen. 
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programs  to  convert  obsolete  com- 
mercial buildings  for  residential  use; 
incentives  are  also  available  for  new 
building  construction. 

As  a  result,  the  incentives  are 
stimulating  retail  and  entertainment 
development  in  the  area,  transform- 
ing the  neighborhood  below  Cham- 
bers Street  from  one  that  used  to  be 
deserted  at  night  into  a  vibrant,  24- 
hour  community.  Restaurants,  gal- 
leries, hotels  and  residential  com- 
plexes are  part  of  the  scene,  and  city 
officials  estimate  that  in  the  next 
seven  years,  7,000  units  will  be  con- 
verted for  residential  use,  enabling 
more  apartment  dwellers  to  call 


enjoying  is  the  payoff  of  government 
policies  and  private-sector  initiatives 
that  act  as  catalysts  for  growth,  cou- 
pled with  the  energy  and  enthusiasm 
that  typify  the  city's  people.  Count 
the  ways  the  city  is  growing  — 
through  its  businesses,  public  ser- 
vices and  infrastructure,  educational 
programs,  cultural  institutions  and 
leisure  facilities.  Above  all,  New  York 
is  a  city  where  people  believe  any- 
thing is  possible  and,  as  a  result, 
great  things  happen.  ■ 

Text  was  developed  and  written  by  Linda  Riddle,  man- 
aging  director  of  Walden  Communications  Ltd. ,  a  New 
York-based  marketing  communicatwns  consultancy. 
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Fast  Glass 

The  roaring  telecom  revolution  could  sputter  unless  scientists 
can  make  advances  in  a  150-year-old  technology. 


BY  SCOTT  WOOLLEY 

LOCALS  IN  BUCOLIC  CORN- 
ing,  N.Y.  still  practice  the 
centuries-old  art  of  molding 
molten  glass.  Thomas  Edi- 
son came  here  to  make  his 
first  lightbulb  in  1880.  Yet 
never  has  this  hamlet's 
famed  glassworks  been  so  integral  to  the 
world  economy. 

The  glass  it  produces  today — fibers 
of  unimaginable  purity  and  precision — 
is  arguably  the  most  important  raw  ma- 
terial of  this  high-tech  age.  Cisco  routers, 
JDS  Uniphase  lasers  and  other  fiber-optic 
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equipment  have  attracted  fawning  atten- 
tion from  Wall  Street  and  the  press,  but 
improvements  in  glass  itself  have  been  as 
impressive  and  every  bit  as  critical. 

Pulled  like  taffy  into  tiny  strands,  the 
fibers  are  like  nothing  Arnory  Houghton 
could  have  imagined  when  he  founded 
Corning  Inc.  149  years  ago.  Machines  can 
now  draw  out  the  fragile  glass  at  speeds 
more  dian  45  miles  an  hour  into  slender 
strands  measuring  125  microns  across, 
about  four  times  wider  than  a  human 
hair.  The  central  lane  that  carries  the  light 
inside  the  fiber  spans  only  8  microns 
across.  Anything  more  than  a  single  iron 

PHOTOGRAPHS  BY  SETH  RESNICK 


molecule  among  a  billic 
glass  molecules  clouc 
the  fiber,  deflecting  ligl 
photons  in  errant  dire< 
tions  (see  p.  325.). 

Yet  even  that  level  < 
flawlessness  is  just  a  star 
ing  point.  Today's  be 
glass  can  handle  1.5  tri 
lion  bits  per  second  i 
the  lab;  the  fastest  d« 
ployed  fiber  reach* 
speeds  of  one-fifth  « 
that.  But  the  gap  is  cloi 
ing  as  network  equip, 
ment  gains  in  speed  an 
the  ability  to  split  ligl 
into  multiple  coloi 
raises  data-carrying  capacity. 

Scientists  predict  a  hundredfold  ir 
crease  in  fiber  optic  bandwidth  withi 
seven  years.  For  the  broadband  revolt 
tion  to  keep  roaring  along,  Corning  an 
its  main  fibermaking  rival,  Lucent  Tec! 
nologies,  will  have  to  hit  new  milestonj 
in  the  purity  of  glass,  overcoming  ser 
ous  engineering  hurdles  while  cor 
stantly  lowering  costs. 

The  light  wizards,  confident  they  ca 
surmount  the  myriad  barriers,  vow  t 
continue  their  recent  feat  of  advancin 
bandwidth  twice  as  fast  as  Moore's  La1 
for  microchips  (by  which  chip  powe 
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being  made  gooey  by  heat, 
'  of  fiber  is  dripped  into  a  machii 
draws  it  into  a  strand  like  taffy. 
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ubles  every  18  months).  "Gordon 
)ore  was  a  wimp,"  boasts  Michael 
-o,  who  manages  Coming's  specialty 
er  business. 

The  main  challenge  is  in  handling  all 
:  new  frequencies  of  light  that  lasers 
cramming  into  one  fiber.  To  carry  all 
t  light,  new  glass  fibers  must  be  not 
t  pure  but  also  close  to  perfectly  cir- 
ar,  lest  the  light  waves  they  carry 
unce  in  unpredictable  ways  and  travel 
lifferent  speeds.  And  the  density  of  the 
ss  must  be  increasingly  uniform,  or 
•  light  will  scatter  over  long  distances. 
Billions  of  dollars  are  riding  on  the 
lity  of  engineers  to  keep  delivering — 
1  expand  output.  Right  now  fiber  is  in 
-ilously  short  supply.  Orders  are  stack- 
;  up  even  as  factories  run  constantly. 
ve\  3's  $3  billion  network  has  laid  at 
st  nine  empty  conduits  for  every  one 
lduit  containing  fiber.  It  expects  to  fill 
>se  empty  pathways  with  new  genera- 
ns  of  fiber  that  will  make  today's  glass 
»k  downright  dirty. 
The  ability  to  zap  light  down  a 
ead  of  glass  was  first  mastered  in  the 
50s,  largely  for  experimental  purposes, 
e  trick  was  simply  surrounding  the 
ss  thread  with  other  glass  that  acted 
e  a  mirror,  trapping  the  light  inside, 
e  first  real  application  of  this  feat 
ne  50  years  later,  when  doctors  used 
er-optics  in  some  primitive  endo- 
>pes.  Only  in  the  1960s  did  Charles 
o  at  ITT  propose  using  glass  for  trans- 
tting  data  over  long  distances. 
In  Kao's  day  even  the  purest  glass 
reads  would  lose  almost  all  of  the 
otons  in  a  light  beam  if  it  had  to 
vel  one  kilometer.  Today's  strands  are 
100  times  purer,  and  lose  only  5%  of 


photons  per  kilometer.  Contrast  that 
with  typical  windowpane  glass,  which 
loses  that  much  after  a  quarter-inch. 

Glassmakers  reduced  the  number  of 
impurities  by  developing  both  cleaner 
ways  of  producing  silicon — the  raw  ma- 
terial in  glass — and  cleaner  rooms  in 
which  to  produce  it.  There  is  still  lots  of 
work  to  be  done:  Even  at  today's  5%  loss 
rate,  it  means  only  one  photon  in  10,000 
would  survive  intact  between  San  Diego 
and  Los  Angeles  without  the  use  of  ex- 
pensive signal-repeating  gear. 

The  state-of-the-art  factories  that 
produce  these  glass  strands  cost  $500  mil- 
lion a  pop,  pre-empting  challenges  from 
upstarts.  Corning  and  Lucent  control 
75%  of  the  total  $9  billion  fiber  market 
and  virtually  all  the  market  for  the  latest, 
purest  fiber. 

Not  content  with  the  industry's  30% 
growth  rate,  the  two  companies  are  seek- 
ing to  develop  cheaper  fibers  for  un- 


tapped local  markets — into  homes  and 
throughout  offices.  Fiber  to  the  home 
would  provide  massive  bandwidth  for 
high-definition  television  and  high-speed 
Internet  access.  But  the  technology  is  too 
expensive  to  justify  rewiring  most  houses, 
so  telcos  focus  on  second-best  solutions 
such  as  cable  and  copper  wire. 

Corning  and  Lucent  are  developing 
fiber  that  would  not  just  be  cheap  itself, 
but  would  eliminate  the  drawbacks  of  ex- 
isting low-cost  lasers  and  electronics,  the 
signals  of  which  don't  hold  together  well. 
If  fiber  can  correct  the  problems,  inex- 
pensive optical  modems  may  be  an  alter- 
native for  millions  of  homes. 

While  many  scientists  are  tackling  the 
cost  issues,  others  are  wrestling  with  the 
thorny  problem  of  glass'  maximum  the- 
oretical carrying  capacity.  A  recent  article 
in  the  Bell  Labs  Technical  Journal  predicts 
the  limit  will  be  reached  within  ten  years. 
By  that  point  it  will  be  impossible,  ac- 
cording to  the  laws  of  physics,  to  pack 
more  light  into  glass  fiber. 

One  solution  now  being  explored  is 
to  get  rid  of  the  glass.  In  theory,  a  fiber 
with  an  essentially  hollow  core  could 
speed  light  through  a  vacuum,  sur- 
rounded by  glass  and  protected  from  dis- 
tortion all  altogether.  Both  Lucent  and 
Corning  are  working  on  the  concept,  but 
it's  slow  going.  Says  Denys  Gounot,  head 
of  Lucent's  fiber  division:  "The  more  we 
push  to  the  limits  of  glass,  the  more  we 
realize  new  challenges."  F 
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Superhighways  of  Light  

I  Modern  fiber  optic  cables  carry  light  in  a  central  core  one-fourth  the  size  of  a 
I  human  hair.  The  outer  glass  reflects  light,  trapping  it  inside.  By  packing  more 
I  colors  (wavelengths)  of  light  into  the  core,  the  fiber  can  carry  more  bits  of  data. 
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THE    WE  B 


Square  Peg,  Round  Hole 

Intuit  has  a  great  brand  but  scant  Internet  profits.  Can  a  new  chief, 
GE  company  man  Stephen  Bennett,  bring  Intuit  to  life  online? 


BY  ERIKA  BROWN 

BRAND  IS  SUPPOSED  TO  BE  EVERY- 
thing  on  the  Internet,  but  five 
years  into  the  Web  revolution  In- 
tuit Corp.  and  its  powerful  Quicken 
franchise  haven't  cashed  in. 

Revenue  growth  was  16%  last  year, 
driven  largely  by  old-line  products.  Just 
a  quarter  of  Intuit's  $1.1  billion  in  sales 
are  Web-related.  Only  three  of  its  eight 
Web  businesses  are  profitable.  Quicken 
Insurance  gets  clobbered  by  the  likes  of 
InsWeb  and  traditional  advisers.  Its 
flagship  online  service,  Quicken.com,  is 
under  siege  from  major  banks  and 
Weblets. 

"There's  no  crisis  here,  the  house 
isn't  burning.  But  we  should  be  doing  a 
lot  better,"  says  Stephen  Bennett,  who 
left  General  Electric  Co.  in  January  to 


be  Intuit's  chief  executive. 

Intuit's  previous  chiefs,  William 
Campbell  and  William  Harris,  talked  a 
good  game  about  becoming  a  Web- 
based  financial  solutions  provider. 
Like  many  others,  Intuit  built  a  con- 
tent-rich site,  offering  financial  advice 
and  more. 

But  Quicken's  14  million  cus- 
tomers have  been  slow  to  cooperate. 
Consumers  use  separate  Web  sites  for 
trading  stocks,  shopping  for  mortgage 
loans  and  paying  the  bills.  They  are 
uneasy  about  Intuit's  efforts,  bor- 
rowed from  Quicken's  role  in  PC  soft- 
ware, to  tie  all  their  sundry  financial 
activities  in  a  single  account  and  put  it 
on  the  Web. 

Bennett  has  a  different  play  in  mind. 
He  wants  to  help  small  businesses  put 


Stephen  Bennett  is  a  man  with  a  plan,  as  in  fix,  sell  or  close. 


more  of  their  financial  me 
chanics  online — and  into  In 
tuit's  hands.  It's  a  radical  shif 
for  a  powerhouse  built  on  ) 
simple  idea  1 7  years  ago,  whet 
cofounder  Scott  Cook  wantec 
an  easier  way  to  track  and  pa] 
his  monthly  bills. 
"We  are  breaking  all  paradigms  ot 
what  we  once  were,"  Bennett  says! 
Cook,  still  an  Intuit  adviser,  concurs 
"Our  biggest  mistake  has  been  not  ft> 
cusing  on  small  business." 

Currently  small  business  represent! 
less  than  a  third  of  Intuit's  revenue 
Bennett  says  it  could  grow  to  60%  of  fa: 
higher  total  revenue  over  the  next  sever 
years.  "We  want  to  be  wherever  the  cus- 
tomer is,"  he  says.  "We  don't  care  if  you 
do  it  on  the  Web  or  on  your  desktop." 

A  Jack  Welch  trainee  may  seem  ar 
odd  pick  to  run  a  mature  software  shop 
with  Web  aspirations,  but  Bennett  haj 
adapted  before.  In  23  years  at  GE,  hi 
was  promoted  to  run  units  as  diverse  ai 
medical  diagnostics,  refrigerators,  elec- 
trical supplies  and  finance.  Bennett  lec 
the  small-business  division  at  GE  Capi< 
tal  before  eventually  rising  to  president: 
reporting  to  Welch.  He  remains  a  de- 
voted disciple.  "This  is  GE  meets  Silicor 
Valley,"  he  enthuses. 

In  ten  months  at  Intuit,  Bennett  has 
gutted  much  of  its  previous  organiza- 
tional structure.  Instead  of  3  overarch- 
ing divisions  and  only  8  direct-reporl 
lieutenants,  he  now  has  18  separate  en- 
tities— all  reporting  to  him. 

Bennett  wants  22%  revenue  growth 
and  a  30%  rise  in  operating  income 
next  year.  In  the  next  three  to  seven 
years  Bennett  is  betting  he  can  increase 
sales  fivefold  to  $5  billion  and  expand 
net  income  sevenfold  to  $1  billion. 
Those  aggressive  targets  won't  get  hil 
unless  he  can  get  Intuit  in  better  shape 
on  the  Web. 

Whew.  When  hatching  plans,  Ben- 
nett thinks  in  Welchisms:  When  you're 
number  one,  redefine  the  market  so  it 
looks  like  you're  starting  over  again  at 
1%.  Intuit's  QuickBooks  has  an  85% 
share  of  the  retail  market  for  small- 
business  accounting  software.  Time  toj 
focus  on  the  larger  market  for  payroll, 


HE  SYMBOL  FOR  M-BUSINESS  THAT  WORKS. 


iat  are  you  looking  for  in  a  mobile  business  site?  For  starters,  something  that  will 
p  you  create  a  whole  new  channel  to  reach  your  customers.  (Because  m-business 
't  about  squeezing  a  watered-down  version  of  your  Web  site  onto  a  smaller  device; 
about  building  a  personalized  solution  —  incorporating  what  we  call  m-logic  —  that 
is  value  to  your  customers  and  your  business.)  You  want  a  secure,  scalable  mobile 
tform  that  leverages  the  unique  capabilities  of  mobile  devices,  such  as  alerts 
i  location  identification.  You  want  a  solution  that  gets  you  to  market  fast,  without 
(uiring  resources  you  don't  have.  Which  is  why  you  should  think  of  the  symbol  above 
shorthand  for  everything  an  m-business  solution  truly  should  be  —  and  then  some 

>  FIND  OUT  WHAT  THE  INDUSTRY'S  ONE,  TRUE  M-BUSINESS  PLATFORM 
iN  DO  FOR  YOUR  BUSINESS,  CALL  1-877-533-MORF  OR  VISIT  NETMORF.COM 

/right  ©  2000.  NetMorf  Is  a  trademark  of  NetMorf,  Inc 


®  NETMORF 

POWERING  M-BUSINESS 


human  resources  and  other  areas. 

It's  a  tough  task.  Small  businesses 
have  been  notoriously  slow  to  adopt 
computer  technology.  Rival  Peachtree 
will  provide  Internet  storefronts  to  its 
customers  next  year.  NetLedger,  a  new- 
comer in  cahoots  with  Yahoo  and 
funded  in  part  by  Oracle's  Larry  Elli- 
son, wants  to  be  the  QuickBooks  of  the 
online  set.  InfoSpace's  HyperMart  pro- 
vides advice  and  services. 

But  Bennett  sees  huge  opportunity. 
Now  that  80%  of  QuickBooks  users 
have  Internet  access,  Intuit  can  cross- 
sell  them  inventory  management,  sales 
force  automation  and  even  Web  site  de- 
sign services.  Intuit  also  will  collect  fees 
for  nudging  customers  to  sign  up  for, 
say,  a  Wells  Fargo  account. 

Bennett  is  sharpening  other  prod- 
ucts, particularly  in  the  tax  group.  This 
year  Intuit's  software  was  used  on  30  mil- 
lion returns — one  in  four.  For  years  Scott 
Cook  has  pursued  the  tax  return  that  can 
be  done  in  just  two  minutes.  The  aver- 
age individual  taxpayer  takes  22  hours. 

Bennett  is  less  hyperbolic  than 
Cook:  He  hopes  to  get  the  time  down 
to  just  ten  minutes.  TurboTax  2001  will 
cut  time  by  gleaning  data  directly  from 
a  dozen  banks,  brokers  and  payroll 
providers.  TurboTax  could  even  recom- 
mend you  for  a  loan  against  your  future 
tax  refund. 

Then  there  are  new  businesses. 
LandWare  makes  PocketQuicken  for 
the  Palm.  Bennett  plans  to  open  Quick- 
Books'  code  to  developers  to  spur  new 
applications.  And,  with  $1.5  billion  in 
cash,  he  is  trolling  for  Weblets.  Analysts 
say  Intuit  may  look  at  grabbing  human 
resources  Internet  outfits  such  as  Em- 
ployease  and  Ebenefits  or  Web  aggrega- 
tors like  Yodlee  or  Corillian. 

Bennett  has  no  problem  nixing  fail- 
ing projects.  When  running  GE's  appli- 
ances group,  its  "factory  of  the  future" 
won  awards  but  lost  millions.  He  closed 
the  plant,  laying  off  450  employees.  To 
mend  ailing  units  at  Intuit,  Bennett 
hasn't  ruled  out  anything,  from  selling 
divisions  to  acquisitions.  "Ultimately,  if 
you  have  good  people  playing  a  losing 
game,  you're  gonna  lose,"  he  says. 
Seems  we've  heard  that  before.  F 

128     FORBES"  November  13,  2000 


SOFTWARE 


Invisible  Wind 

Why  a  little-known  operating  system  may  soon  run  your  life. 


BY  ELIZABETH  CORCORAN 

JERRY  L.  FIDDLER  LOVES  GADGETS. 
Sony's  new  Network  Walkman,  a 
digital  music  player  the  size  of  a 
fat  cigarette  lighter,  is  a  current  favorite. 
Digital  cameras  are  on  his  list.  So  is 
Ceiva's  digital  picture  frame,  which  dis- 


plays photos  sent  via  the  Internet. 

They  are  tangible  signs  of  ho\ 
business  is  growing  for  Fiddler,  co 
founder  and  chairman  of  Wind  Rive 
Systems,  based  in  Alameda,  Calif.  Hi 
shop  builds  a  little-known  but  sur 
prisingly  widely  used  operating  sys 


Light  is  the  source  of  life. 
With  Alcatel  Optronics,  light  is  also 
the  source  of  the  Internet. 


■H 

With  the  Internet  or  telecommunications  networks,  you  need  to  communicate  instantly.  Alcatel 
Optronics  designs  and  produces  components  that  transport  information  in  the  form  of  light 
via  optical  fibers.  By  providing  ultra-fast  and  reliable  data  transport  solutions,  Alcatel  Optronics, 
one  of  the  world  leaders  in  optical  components,  gives  the  Internet  its  real  speed:  that  of  light. 
Alcatel,  world  leader  in  optical  networking. 


▼ 


ARCHITECTS  OF  AN  INTERNET  WORLD 


tern,  VxWorks.  It  is  now  used  in  thou- 
sands of  different  devices — 150  mil- 
lion individual  products  all  together, 
including  Kodak  digital  cameras, 
Hewlett-Packard  printers,  Lucent 
screen  phones,  Cisco  routers,  even 
NASA's  Mars  Pathfinder  probe. 

Intel  and  Microsoft  have  domi- 
nated the  PC  arena  for  almost  two 
decades,  but  PCs  use  a  mere  10%  of  the 
world's  chips.  Most  of  the  rest  are 
"embedded  systems,"  geek-speak  that 
means  the  chips  and  software  are  in- 
visible to  users.  And  in  this  realm, 
Wind  River  reigns. 

In  the  PC  world,  Windows  tries  to 
let  a  PC  do  as  many  things  as  possible, 
from  serving  up  text  to  displaying 
movies  to  crunching  complex  num- 
bers. By  contrast,  VxWorks  does  far 
less  and  tries  to  do  it  far  more  reliably. 
Think  of  it  as  software  Lego 
blocks.  If  you're  building  a 
cell  phone,  you  might  just 
need  the  kernel  operating 
system  and  a  few  red  blocks. 
An  e-book  might  take  the 
kernel  and  blue  blocks.  That 


their  tool  suite  for  developing  embed- 
ded systems.  Along  the  way,  they  built 
upon  the  kernel  of  an  operating  system, 
called  Virtex,  and  began  wrapping 
more  functions  around  it. 

Key  early  users  of  the  resulting 
product,  VxWorks,  were  military  and 
telecommunications  specialists  look- 
ing for  software  that  would  respond 
instantly  to  commands  and  crash  only 
rarely.  Yet  in  the  past  18  months  Wind 
River  has  aggressively  broadened  the 
technologies  and  services  it  offers 
clients,  who  include  a  growing  num- 
ber of  consumer-electronics  makers. 
It  can  now  take  an  idea  from  the  scrib- 
bled-on-a-napkin  stage  all  the  way 
into  a  finished  gadget  ready  for  man- 
ufacturing. "We're  not  selling  prod- 
ucts but  the  ability  to  get  things  done," 
Fiddler  says. 


types  of  its  e-book  in  four  univen 
ties  in  January. 

The  past  glitches  for  Wind  Riv 
have  been  less  in  technology  an 
more  in  running  its  business.  Since 
went  public  in  1993  its  stock  h 
zigzagged  as  it  seemed  poised  for  su) 
cess,  then  stumbled  to  meet  financij 
targets.  "I  don't  think  we  execut^ 
very  well  to  deliver  on  the  forecast  v 
put  out,"  says  Tom  M.  St.  Dennis,  wn 
took  over  as  chief  executive  in  Set 
tember  1999. 

It's  a  big  job.  Since  January  193 
Wind  River  has  acquired  seven  compj 
nies,  more  than  doubling  its  size  l| 
1,900  people  and  to  $368  million  j 
revenues  in  the  past  four  quarters.  9 
Dennis,  formerly  with  Applied  Mater 
als,  now  has  to  make  the  company's  f 
nancial  performance  as  reliable  as  i 


"ON  THE  DESKTOP,  THE  OS  DEFINES  THE  DEVICE.  THAT 
DOESN'T  FLY  IN  THIS  WORLD  OF  SMART  DEVICES.  HERE 
THE  DEVICE  DEFINES  WHAT  THE  OS  NEEDS  TO  BE." 


makes  the  Wind  River  soft- 
ware in  a  Sony  Walkman  and  in  a 
Cisco  router  cousins,  not  clones.  One 
big  advantage  of  such  kinship:  Wind 
River  can  use  the  same  tools  to  build 
and  debug  different  configurations 
of  VxWorks. 

"On  the  desktop,  the  OS  defines  the 
device,"  says  Fiddler.  "That  doesn't  fly 
in  this  world  of  smart  devices.  Here,  the 
device  defines  what  the  OS  needs  to  be." 

The  growing  popularity  of  invisible 
technology  opens  up  the  widest  oppor- 
tunities for  Wind  River  (current  market 
value  $3  billion)  since  it  was  founded  in 
1981.  Back  then,  Fiddler,  an  engineer  at 
Lawrence  Berkeley  National  Labora- 
tory, wanted  to  build  an  affordable  sys- 
tem for  doing  computer  music.  He  and 
a  colleague,  David  Wilner,  wound  up 
writing  software  that  could  control 
other  equipment;  he  was  a  consultant 
on  video-editing,  for  instance,  for  Fran- 
cis Ford  Coppola. 

In  the  process,  Fiddler  and  Wilner 
wrote  software  tools  for  their  consult- 
ing gigs.  By  1986  they  began  selling 


That's  just  what  Dean  Schiller,  pre- 
viously an  executive  at  Disney,  found 
18  months  ago  when  he  wanted  to 
build  a  picture  frame  that  could  plug 
into  the  Internet  and  display  digital 
photos.  Wind  River's  Doctor  Design 
development  team  in  San  Diego 
whipped  up  engineering  blueprints  in 
two  weeks.  Final  products  were  ready 
for  Schiller's  company,  Ceiva,  to  sell  in 
less  than  six  months. 

Microsoft  is  vying  to  put  its  Win- 
dows software  into  smart  devices  as 
well.  But  working  with  Microsoft  has 
too  many  strings,  says  Richard  Katz- 
mann,  chief  of  GoReader,  a  fledgling 
electronic  textbook  company  in 
Chicago.  Microsoft,  he  says,  "bundled 
everything  together — Internet  Ex- 
plorer, the  Reader  software."  When 
GoReader  wanted  different  features, 
Microsoft  said  they  would  be  added 
in  12  to  18  months.  By  contrast, 
Wind  River  created  the  additional 
software  components  needed  within 
months.  GoReader  will  have  proto- 


software.  "It  still  takes  us  22  days  t 
close  the  books,"  he  laments.  A  nei 
chief  financial  officer  is  consolidatin) 
the  separate  books  from  those  acquis! 
tions  and  pushing  for  a  faster  close,  a 
this  point  Wind  River's  stock  is  tradini 
in  the  low  40s,  the  middle  of  its  year 
long  range. 

"Will  we  be  as  big  as  Microsoft?  Tl 
some  extent,  I  don't  care,"  Fiddler  says 
But  he  does  want  his  favorite  thing) 
to  work. 

The  biggest  competitor  for  Wins 
River  is  device  designers  who  writ 
their  own  software.  But  as  entrepre 
neurs  scramble  to  get  their  ideas  t< 
market  fast,  it  is  time-consuming — an<j 
increasingly  risky  (it  might  noi 
work) — to  build  the  software  frort 
scratch.  "Speed  is  life,"  says  Jeff  W 
Gwynne,  cofounder  of  Quantum 
Bridge  Communications,  an  optical 
switch  maker  in  Andover,  Mass.  "Oni 
software  engineers  across  the  boaro 
have  used  Wind  River  products.  It's  i 
risk  reducer." 
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,1  one  else  gave 
i  access  to 
upany  e-mail 
im  all  our  devices 
it  one  wireless 
plication 
fine 


ThinAirApps 


'Some  companies  promise  you  the  moon  and 
the  stars  when  it  comes  to  wireless.  Only  one 
can  deliver  the  wireless  applications  I  need 
virtually  out  of  thin  air. " 


ThinAirApps  has  the  products  and  the  toolkit  you 
can  use.  Today.  From  software  applications  that 
extend  your  Microsoft  Exchange  Server"'  or  Lotus'" 
Domino  Server,  to  a  platform  and  toolkit  that  give 
you  the  flexibility  to  develop  your  own  applications. 


ThinAir  applications  give  you  the 
freedom  to  use  any  wireless  device — 
any  Palm'"  OS,  Pocket  PC,  Symbian,  or 
RIM'-  handheld,  or  any  Internet-ready 

mobile  phone.  Download  free 
evaluation  software  today.  Or  call  us 
to  learn  how  your  company  can 
get  Into  ThinAir.  1 .888.609.  THIN 


www.thinairapp 

2000  ThinAirApps,  Inc 
All  trademarks  are  the  property 


:.pet  owners. 


AT  ITS  HEART  THE  INTERNET  HAS 
always  been  a  wonderfully  anony- 
mous medium.  Internet  ad- 
dresses, a  series  of  up  to  12  numbers 
designed  to  locate  computers  on  a  net- 
work, leave  few  clues  as  to  where  in  the 
world  a  computer  user  actually  sits. 

Until  now.  Established  Web  firms 
such  as  DoubleClick,  Akamai  and  Digi- 
tal Island,  as  well  as  newcomers  like 
Quova  and  Digital  Envoy,  are  vying  to 
develop  ways  to  pierce  one  of  the  Web's 
few  remaining  veils  of  privacy:  physical 
location.  Spurring  them  on  is  the  $94 
billion  that  companies  spend  each  year 
on  local  advertising  in  the  U.S.  Only  a 
tiny  fraction  now  ends  up  at  Web 
sites — because  they  can't  determine 
whether  users  are  in  Paris  or  Peoria. 

The  companies  are  racing  to  com- 
pile databases  that  match  up  the  4.3  bil- 
lion possible  Internet  locations  with  ac- 
tual locations.  They  can  get  as  general 
as  country  and  metropolitan  region,  or 
potentially  as  specific  as  zip  codes  and 
even  exact  street  addresses.  These  data 
can  be  sold  to  advertisers  and  Web  sites 
looking  to  target  their  content. 

The  firms  working  on  locator  tech- 
nology say  they  are  conscious  of  pri- 
vacy concerns  and  won't  collect  exact 
street  addresses — but  the  more  precise 


their  locations,  the  more  valu- 
able their  databases  will  be.  "In 
the  race  to  try  to  get  some- 
thing they  can  sell,  will  they  go 
over  the  line?"  asks  Gartner  Group 
media  analyst  Adam  Sarner. 

Traditional  locating  methods  are 
beginning  to  seem  rather  crude. 
"Cookies,"  bits  of  identifying  data 
stored  on  a  PC,  are  easily  blocked  by 
surfers.  And  many  simply  fib  when  fill- 
ing out  the  forms  that  cookies  rely  on 
for  data.  "We  never  look  at  a  cookie,  we 
never  ask  [Web  surfers]  a  question," 
says  Rajat  Bhargava,  a  Quova  founder. 

Instead  he  resorts  to  new  ways  of 
tracking  people.  One  involves  sending 
and  receiving  homing  bits  to  a  user's  PC 
from  multiple  locations  and  then 
studying  them  to  "triangulate"  its  geo- 
graphic location.  Quova,  based  in  Red- 
wood City,  Calif.,  is  a  leader  in  this  ap- 
proach. It  has  scattered  computers  in 
about  20  cities  around  the  world  that 
are  now  constantly  bouncing  bits  off  of 
Internet  addresses.  The  computers 
study  both  the  route  those  signals 
take — which  servers  and  where — and 
how  long  it  takes  them  to  reach  their 
destination.  Quova  says  it  can  provide  a 
Web  surfer's  city  in  one-fiftieth  of  a  sec- 
ond with  90%  accuracy. 


Quova's  Rajat 
Bhargava  is 
homing  in  on 
local  ad  revenue 
—and  you. 


The  locator  angle  couul 
also  help  media  firms  slice  uj 
their  content  for  Web  channel^ 
Take  NBC,  which  paid  $70: 
million  for  exclusive  U.S.  Olympii 
broadcast  rights.  Its  deal  with  the  IO<) 
nixed  all  Webcasts  of  the  Sydney  game 
because  there  wasn't  a  way  to  black  ouj 
the  U.S.  and  serve  everywhere  else. 

Last  month  Microsoft  licensed  locat) 
ing  software  from  Digital  Island,  whicl 
claims  a  96%  accuracy  rate  at  deducing 
Web  surfer's  country.  Microsoft  plans  t< 
use  this  tool  to  tailor  streaming  video  td 
specific  countries  without  running  afou 
of  licensing  agreements. 

Another  potential  use  is  for  e-tailer 
that  want  to  customize  their  homi 
pages  to  different  users.  "The  Gap' 
front  page  shouldn't  advertise  white; 
coats  to  people  in  Miami,"  says  Sanjai 
Parekh,  founder  of  Digital  Envoy. 

In  their  race  to  amass  the  best  datai 
bases,  Digital  Envoy  and  others  an 
negotiating  with  Internet  servio 
providers,  which  have  precious  stree 
addresses  in  their  billing  records.  Local 
tor  companies  say  they  are  not  askinj 
for  specific  customer  names  or  adl 
dresses,  but  for  local  routing  intorma' 
tion.  How  long  such  discretion  will  lasi 
is  anyone's  guess. 
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HER  CRM  VENDORS  PROMISE  A  COMPLETE  VIEW  OF  YOUR  CUST 


THEY  MUST  BE  SEEING 


x  ■■ 


PeopieSofl  CBM  powered  by 

vantive 


CUSTOMERS  •  EMPLOYEES  •  SUPPLIERS 


People  power  the  internet. 


.peoplesoft.com  1.888.773.8277 


It  took  him 


we 


ears  to  build 
local  business. 
He's  taking  it  global 


With  the  Optical  Internet  Lucent 
is  creating,  a  business  knows  no 
boundaries.  We're  building  all-optical 
networks  that  are  four  times  faster 
than  today's-with  the  speed  and  capacity 
to  connect  local  markets  to  global 
markets.  So  businesses  large  and  small 
can  serve  new  customers  anywhere 
in  the  world.  Change  the  way  people 
communicate,  and  you  change  the  way 
they  do  business.  Lucent  Technologies. 
We  make  the  Internet  move  at  light-speed. 


Expect  great  things 
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SOFTWARE 


Cracking 
The  Code 

Ex-KGB  mathematicians  make  great 
programmers  in  the  service  of  capitalism. 


BY  SRIKUMAR  S.  RAO 

EVEN  THIS  LATE  INTO  THE  INTERNET 
age,  many  big  companies  struggle 
over  what  to  do  with  millions  of 
lines  of  code  written  in  obsolete  soft- 
ware languages  from  the  1980s  and 
earlier. 

Converting  so-called  legacy  applica- 
tions that  contain  customer  addresses, 
credit  histories,  inventory  details  and 
business  rules  into  modern  tongues, 
such  as  Java,  and  up-to-date  platforms  is 
an  arduous  task.  It  often  requires  rewrit- 
ing, line  by  line. 

IBM,  EDS  and  other  giants  tradition- 
ally take  on  this  work.  "Fledgling  soft- 
ware firms  have  tried  and  failed  to  attack 
this  problem  head-on,"  says  William  Ul- 
rich,  president  of  Tactical  Strategy  Group. 
"KnowledgeWare,  Interport  Software, 
Objectware,  Errico  Technologies  . . .  most 
have  disappeared  from  the  map." 

Yet  there  is  money  to  be  made  in  the 
translation  process.  The  market  for  such 
services  could  top  $100  billion  over  the 
next  ten  years,  says  Mohanbir  Sawhney, 
a  professor  at  the  Kellogg  School  of 
Management. 

One  already-scarred  code-warrior 
has  jumped  wholeheartedly  into  the 
breach  again.  Vivek  Wadhwa,  a  43-year- 
old  former  Wall  Street  computer  whiz,  is 
founder  and  chief  executive  of  Relativity 
Technologies  in  Cary,  N.C.  His  product, 
RescueWare,  claims  to  convert  obsolete 
code  easily  and  elegantly.  Backed  with 
$10  million,  nearly  half  of  it  from  Intel, 
Relativity  has  won  over  big  clients  such 
as  Charles  Schwab,  PaineWebber  and 
Wells  Fargo. 

Legacy  code  is  a  mishmash  of  inter- 


twined functions,  in- 
cluding business  logic, 
database  setup  and  ac- 
cess, and  user  interface 
and  presentation.  Res- 
cueWare first  creates  a 
massive  database  that  in- 
dexes every  part  of  the 
program  and  its  links  to 
every  other  part.  A  set  of 
graphic  tools  then  visu- 
ally displays  those  links, 
making  it  much  easier  to 
eliminate  obsolete  pro- 
cesses built  into  the  code.  Wadhwa  esti- 
mates that  development  time  for  new 
applications  can  be  cut  by  50%. 

Wadhwa's  recent  success  has  been  a 
long  time  coming.  In  the  late  1980s  he 
worked  at  First  Boston,  moving  the 
bank  from  mainframe  batch-processing 
to  PC  networks.  The  investment  bank 
spent  $150  million  on  the  effort  and 
then  tried  to  capitalize  on  it  by  spinning 
off  a  consulting  firm  called  Seer  Tech- 
nologies in  March  1990.  IBM  committed 
$20  million,  and  Wadhwa  went  over  as 
chief  technology  officer. 

In  the  fall  of  1991  Wadhwa  went  tal- 
ent-hunting in  the  newly  opened  Russia 
with  Leonid  Erlikh,  a  colleague  and  So- 
viet emigre.  In  St.  Petersburg  they  visited 
one  outfit  housed  in  a  block-long  build- 
ing with  no  windows  and  one  entrance. 
It  turned  out  to  be  a  top-secret  defense 
installation. 

Much  of  the  thorniest  work  done 
there  was  outsourced  to  a  team  led  by 
Andrei  Terekhov,  the  then-chairman  of 
the  Department  of  Informatics  at  the 
University  of  St.  Petersburg.  Some  30 
programmers,  most  with  Ph.D.s  in 
mathematics,  spent  the  latter  days  of  the 
Cold  War  reverse-engineering  stolen 
American  technology.  But  Terekhov's 
group  had  been  cut  adrift  when  KGB  fi- 
nancing dried  up.  "They  were  hungry — 
I  mean  literally  underfed,  with  ribs 
showing,"  recalls  Erlikh.  "But  we  never 
saw — before  or  since — so  much  talent 
in  one  room.  They  were  brilliant." 

Wadhwa  outlined  a  project  for  them: 
devising  a  way  to  automate  the  transla- 
tion of  old  code  into  modern  platforms. 
He  felt  it  couldn't  be  done,  having  failed 


to  do  so  at  First  Boston.  Terekhc 
packed  Wadhwa  and  Erlikh  off  on 
sightseeing  tour  and  rolled  up  h 
sleeves.  By  the  time  they  returned  a  fe 
hours  later,  he  had  covered  a  blackboai 
with  an  elaborate  scheme  for  tacklin 
the  project.  A  stunned  Wadhwa  saw  thi 
Terekhov's  unusual  approach  could  a» 
tually  work. 

"The  Americans  looked  at  it  as) 
computer  science  problem  and  we( 


Trying  where 
many  have 
failed,  Vivek 
Wadhwa  sells 
tools  to  update 
obsolete  code 
for  the  Web. 


I 
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immoxed.  The  Russians  saw  it  as  a 
ath  problem.  They  used  concepts  like 
ixed  computations,  graph  theory  and 
cktracing  to  address  it,"  Wadhwa  says. 
Terekhov  wanted  15  people  on  the 
oject  but  Wadhwa  decided  to  hire  the 
itire  team  of  30.  Terekhov 
anted  each  paid  $150. 
lat  sounded  like  a  reason- 
>le  day  rate.  The  Russian 
eant  $150  per  month. 


Wadhwa  agreed  to  that,  but  guilt  made 
him  offer  a  bonus  of  $100  per  person  if 
the  product  met  specifications.  "What  is 
a  bonus?"  one  programmer  asked. 

Seer's  programming  tools  carried 
it  to  more  than  $100  million  in  rev- 


BONUS?  WHAT  IS  A  BONUS?' 


enues  in  five  years.  Fk 
quarters  after  its  stellai  pi  blic 
ing,  Seer  missed  its  number,.  *  he  chief 
executive  was  ousted  and  Wadhwa 's 
stock  wealth  plunged  from  $10  mil- 
lion to  $100,000. 

Frustrated,  Wadhwa  quit  in 
February  1997,  trading  in  his 
severance  for  rights  to  the  tech- 
nology He  started  Relativity 
the  same  month  and  told  the 
Russian  team  to  rebuild  the 
product  so  legacy  systems 
could  be  moved  to  the  Web.  By 
August  he  had  a  prototype. 

Colonel  Steven  Jones,  direc- 
tor of  logistics  information  sys- 
tems for  the  U.S.  Air  Force,  is 
using  RescueWare  to  move  1.8 
million  lines  of  existing  main- 
frame code  to  Web  formats.  "In- 
stead of  our  servicemen  taking 
24  to  48  hours  to  locate  parts, 
they  should  be  able  to  find  them 
in  2  to  4  hours,"  he  says. 

lames  Hughes,  chief  infor- 
mation officer  at  National  City 
Bank  in  Cleveland,  started  using 
RescueWare  a  year  ago  to  spruce 
up  more  than  a  million  lines  of 
aging  code  on  company  trans- 
action histories.  Relativity  did  it 
for  $2  million.  The  next  best 
bidder,  which  would  have  done 
much  of  the  work  manually, 
came  in  at  more  than  twice  that. 

This  year  Relativity  got  a 
boost  from  IBM,  which  will  use 
RescueWare  with  its  Websphere 
e-commerce  platform.  Wadhwa 
expects  revenues  of  just  under 
$10  million  this  year,  up  66% 
from  last  year.  He  projects  losses 
of  about  $2  million  but  aims  to 
be  in  the  black  in  six  months. 
The  nice  thing  about  the  busi- 
ness is  it  never  goes  away:  five 
or  ten  years  from  now  a  whole 
new  wave  of  legacy  systems  will 
need  rejuvenation.  F 


Srikumar  S.  Rao  is  Louis  and 
Johanna  Vorzimer  Professor  of 
Marketing  at  New  York's  Long 
Island  Universit) 
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IN  A  BUILDING  STILL  UNDER  CON- 
struction,  technicians  wearing  hair 
nets  hunch  over  machines  the  size 
of  a  small  refrigerator.  A  robotic 
arm  spits  bits  of  DNA  onto  glass 
sheets  at  the  rate  of  8,000  bits  per 
second.  A  dicer  cuts  the  sheets  into 
3-by- 1  -inch  wafers. 

This  is  not  your  bootstrapped  biotech 
company.  The  scientists  making  the  DNA 
chips  labor  for  Agilent  Technologies,  the 
$8  billion  (sales)  spinoff  of  Hewlett- 
Packard.  In  April  it  moved  into  a  former 
HP  building  in  Santa  Clara,  Calif,  and  is 
converting  it  into  a  15,000-square-foot 
DNA  chip  factory. 

"There's  a  revolution  in  genomics, 
and  we  have  a  rich  technology  portfolio 
that  we  can  apply  to  this,"  says  Ned 
Barnholt,  Agilent's  chief  executive. 

With  the  mapping  of  the  human 
genome,  DNA  chips  are  shaping  up  to  be 
a  dominant  platform  for  analyzing  gene 
function.  Scientists  use  them  to  compare 
gene  patterns  in  healthy  and  diseased 
cells  to  learn  both  how  diseases  work  and 
which  genes  might  pose  targets  for  new 
drugs.  Down  the  road,  DNA  chips  could 
become  a  tool  for  detecting  disease  in  pa- 
tients and  letting  doctors  see  test  results 
in  only  hours  instead  of  weeks.  Diagnos- 
tics will  detect  whether,  say,  a  woman  has 
a  defect  in  her  p53  gene,  predisposing  her 
to  breast  cancer  (see  story,  p.  340). 

Sales  of  DNA  chips  could  hit  $300 
million  this  year  and  grow  fivefold  by 
2006.  The  market  is  ruled  by  Affymetrix, 
the  self-styled  Intel  of  DNA  chips  with  a 
60%  share.  But  now  Agilent  is  knocking, 
as  are  other  electronics  makers  with  deep 
pockets  and  solid  reputations.  Motorola, 
Corning  and  Hitachi  have  formed  "life 
sciences"  divisions  and  are  about  to  pro- 
duce their  own  DNA  chips. 

Affymetrix  pioneered  DNA  chips  in 
the  early  1990s.  This  year  its  chip  sales 
will  double  to  200,000,  and  it  will  run  a 
loss  on  estimated  sales  of  $190  million; 
no  matter,  its  market  value  is  $3  billion. 

The  electronics  rivals  all  plan  to  pro- 
duce chips  that  are  cheaper  and  more 
flexible  than  the  Affymetrix  line.  Making 
these  biotech  tools  isn't  that  far  removed 
from  their  expertise  in  semiconductors, 
ink-jet  printers  or  optically  pure  glass. 
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Agilent,  based  in  Palo  Alto,  Calif,  al- 
ready had  a  foothold  in  the  pharmaceu- 
ticals business,  selling  instruments  to  sep- 
arate and  measure  proteins.  "The  next 
logical  step  was  to  go  upstream  in  the  in- 
formation path,"  says  Barry  Willis,  who 
spearheaded  Agilent's  DNA  chip  project. 
The  company's  burgeoning  Life  Sciences 
division  has  tripled  its  staff  to  170  this 
year,  as  Agilent  looks  to  maintain  its  re- 
cent growth  rate  of  28%  a  year. 

For  Agilent,  the  new  foray  will  mean 
taking  on  an  old  friend.  In  1994  Agilent's 
Willis  pitched  the  idea  of  jointly  devel- 
oping DNA  chips  to  Affymetrix  founder 
Stephen  Fodor,  offering  ways  to  help  cut 
Affymetrix's  production  costs.  The  two 
companies  had  signed  a  deal  involving 
Agilent  scanners,  and  talked  about  Agi- 
lent selling  Affymetrix  chips.  But  Fodor 
declined  Willis'  offer  (he  won't  disclose 
details).  The  two  companies  scrapped  the 
chip  resale  proposal.  Affymetrix  is  still 
under  contract  to  buy  Agilent  scanners 


until  2003,  but  suddenly  Fodor's  supplier! 
could  become  his  chief  competitor. 

Affymetrix  makes  its  chips  using 
photolithography,  the  same  way  semi^ 
conductor  chips  are  made.  Agilent  is  pur 
suing  a  newer  technique  that  uses  ink-jet) 
nozzles  to  squirt  pieces  of  DNA  onto  ai 
glass  wafer. 

Affymetrix's  process  starts  with  ai 
glass  wafer  the  size  of  a  dime  and  builds 
up  to  25  layers  of  the  four-letter  alphabet 
of  DNA,  one  letter  at  a  time,  shining  a 
light  through  a  mask  to  bind  each  layer  at 
exactly  the  same  place.  The  short  DNA 
sequences  go  into  microscopic  channels, 
or  "spots."  The  chips  are  packed  with  in- 
formation; 400,000  spots  on  a  chip  ex- 
press 12,000  genes. 

Because  they  are  complicated  to 
make — a  different  mask  is  needed  for 
every  letter  of  DNA — Affymetrix's  chips 
are  expensive.  A  chip  with  12,000  human 
genes  goes  for  $2,000,  plus  a  hefty  up- 
front fee.  They  are  not  reusable,  so  sci- 


itists  run  through  a  slew  of  them.  One 
Iperiment  can  cost  more  than  $150,000. 
j  "Asymetrix  chips  are  out  of  consid- 
j  ation,  because  of  their  cost,"  says  John 
iuackenbush,  a  molecular  biologist  at 
tie  Institute  for  Genomic  Research.  He 
lies  homegrown  chips  for  his  work  on 
;nes  present  in  colon  cancer. 
Agilent's  cheaper  nozzle  technique 


owes  to  the  partner  it  picked  up  after  its 
alliance  with  Affymetrix  unraveled: 
Rosetta  Inpharmatics  in  Kirkland,  Wash. 
It  owned  the  rights  to  the  ink-jet 
method,  and  Agilent  added  precision- 
printing  know-how  from  its  HP  days. 
Much  like  printing  a  picture  pixel  by 
pixel,  the  process  requires  positioning 
ink-jets  very  precisely  over  the  same  tiny 


Agilent's  Ned 
Barnholt  knew 
ink-jets  can  print 
teeny  commas, 
why  not  print 
DNA  snippets  on 
glass  wafers? 


spot,  again  and  again, 
to  build  DNA  se- 
quences, (see  below). 

Agilent  can  fit 
only  one-sbrteenth  the 
number  of  spots  on  a 
chip  as  Affymetrix,  but  ink-jet  printing 
is  more  flexible  than  photolithography. 
Agilent  can  program  its  machines  to 
print  however  many  spots  in  whatever 
sequence  the  client  needs  and  deliver  the 
chip,  all  in  two  weeks. 

"Like  print-on-demand,  this  is  chip- 
on-demand,"  says  Vincent  Dauciunas, 
who  heads  business  development.  The 
one-size-fits-all  Affymetrix  chip  takes  at 
least  two  months  to  redesign,  because 
new  masks  have  to  be  built.  Agilent 
chips  are  cheaper,  too.  An  8,500-gene 
chip  goes  for  $400.  By  the  end  of  the 
year  it  will  sell  a  25,000-gene  chip  for 
around  $1,200. 

Paradigm  Genetics  in  Triangle  Re- 
search Park,  N.C.  recently  picked  Agilent 
over  Affymetrix.  Paradigm  looks  at  gene 
characteristics  in  fungi  and  rice  for  clients 
such  as  Monsanto  and  Bayer.  It  expects 
to  use  500  chips  per  month  and  to  save 
$1  million.  Says  project  manager  Phanos 
Maroglou:  "It's  ten  times  less  expensive 
to  use  Agilent's  chip  design." 

Agilent  still  must  prove  its  chips  are 
reliable.  Corning,  meanwhile,  began  sell- 
ing its  own  yeast-gene  chips  in  Septem- 
ber and  plans  to  offer  human  DNA  chips 
holding  10,000  genes  later  this  year.  Cus- 
tomers will  benefit:  Two  years  ago  a 
6,000-gene  chip  from  Affymetrix  cost 
$2,000;  that  price  now  buys  12,000  genes. 
More  to  come.  F 


rinting  DNA 


gilent  builds  DNA  chips  two  ways,  with  synthetic  bits,  or  whole  strands  of  DNA,  tagged  with  fluorescent  dyes.  A  blood  sample  is  washed 
/er  a  chip.  DNA  strands  bind  to  re-form  the  double  helix.  Some  bind  better  than  others;  a  bright  dye  signals  a  gene's  presence. 


lultiple  ink-jet  printer  heads  deposit  in  parallel  the  four-let- 
2r  single  strand  of  DNA  on  a  3-by-l-inch  glass  wafer.  The 
tacks  are  lodged  in  tiny  test  tubes  up  to  60  letters  high. 


The  ink-jet  heads  deposit  the  DNA  double  helix  in  strands  of 
1,000  to  2,000  letters.  The  strands  are  chemically  torn  apart  in 
preparation  for  matching  by  DNA  in  a  blood  sample. 
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BIOTECH 

Divining 
Disease 

The  first  fruits  from  mapping 
the  genome  may  be 
diagnostic  tests  to  spot 
deadly  maladies  before 
symptoms  appear. 

BY  ROBERT  LANGRETH 

MOST  BIOTECH  BOUTIQUES 
dream  of  crafting  drugs  that 
cure  intractable  illnesses  and 
rack  up  billions  in  profits.  A  tiny  firm 
named  Diadexus  has  a  more  modest 
goal:  It  simply  wants  to  design  better 
blood  tests  to  find  early  hints  of  disease. 

The  Santa  Clara,  Calif,  firm  hopes  its 
tests  will  spur  dramatic  advances  in  med- 
icine, creating  a  highly  profitable  busi- 
ness. Diadexus  drew  headlines  last  month 
when  it  helped  identify  what  may  be  a 
new  risk  factor  in  heart  disease:  a  little- 
known  protein  produced  by  the  body 
that  can  double  the  risk  of  heart  attacks. 
For  decades  doctors  have  focused  on  two 
major  risk  factors,  cholesterol  and  high 
blood  pressure.  Scientists  have  long 
looked  for  others,  and  Diadexus  and  its 
collaborators  think  they  have  found  one. 
Next  year  the  company  hopes  to  intro- 
duce a  blood  test  for  the  presence  of  the 
protein;  if  it  works,  it  could  help  avert 
thousands  of  deaths. 

It  is  among  the  first  new  diagnostic 
tools  to  emerge  from  the  revolution  in 
gene  hunting.  The  recent  decoding  of  the 
human  genetic  blueprint  will  lead  to  a 
treasure  trove  of  drugs,  eventually,  but  a 
more  immediate  impact  will  be  a  wide 
array  of  blood  tests.  Instead  of  today's 
crude  tools,  the  new  gene-derived  tests 
will  help  doctors  spot  tiny  biochemical 
changes  deep  inside  the  body  that  presage 
the  onset  of  myriad  cancers,  heart  failure 
and  other  ills  before  symptoms  appear. 

"Within  five  years  a  slew  of  new  di- 
agnostic tests  will  allow  us  to  detect  dis- 
ease early,  when  it  can  be  treated,  rather 
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Diadexus'  Patrick  Plewman  adds  new  life  to  old  blood  tests 

than  when  it  is  too  late,"  says  Patrick 
Plewman,  Diadexus'  chief  executive. 

Besides  Diadexus,  Abbott  Laborato- 
ries, Roche  Holding  and  Millennium 
Pharmaceuticals  are  pursuing  new  diag- 
nostic tests.  They  believe  genomics  will 
transform  the  stagnant  $20  billion  diag- 
nostics business  into  a  growth  industry. 
Profit  margins  on  most  blood  tests  are 
razor-thin  now  as  there  is  little  intellectual 
property.  Diadexus  and  its  competitors 
plan  to  patent  genetic  markers  they  find 
and  to  sell  their  tests  at  a  premium. 

"We  are  on  the  verge  of  a  massive  rev- 
olution" in  diagnosing  disease,  says 
William  Wallen,  senior  vice  president  for 
lab  testing  research  at  Bayer.  Besides  early 
detection,  new  tests  will  help  doctors  tai- 
lor drug  regimens  to  the  genetic  quirks 
of  each  patient.  In  the  long  term  gene- 
based  tests  could  enhance  treatment  of 
most  major  diseases,  including  asthma, 
arthritis  and  even  schizophrenia. 

But  the  new  tests  could  be  controver- 
sial. Patients  may  not  want  to  know  they 


are  ticking  time  bombs  f 
good  treatments  aren't  y 
available.  And  unless  th< 
are  supremely  accural 
tests  may  misdiagnoi 
people  who  aren't  sick. 

What  make  better  tes|e[ 
possible  are  gene  dat; 
bases,  first  developed  i 
the  early  1 990s  by  Huma 
Genome  Sciences  and  Ii 
cyte  Genomics,  that  cat' 
gorize  thousands  of  gen 
by  the  type  of  diseased  ti 
sue  they  inhabit.  Instead  i 
probing  one  gene  at 
time,  researchers  can  no 
sift  through  hundrec 
thought  to  play  a  role  in 
particular  illness. 

Among  the  first  to  re«  * 
ognize  this  potential  w; 
George  Poste,  former  chi 
scientist  for  SmithKlin 
Beecham.  Poste  pioneere 
SmithKline's  strategy  c 
using  gene  databases  t  n 
search  for  drugs;  he  rea 
ized  the  same  methoc 
might  lead  to  better  dia£ 
nostic  tests.  In  1997  he  helped  set  up  D 
adexus  as  a  venture  between  SmithKlin 
and  Incyte  (each  still  owns  a  20%  stake 
Diadexus  inherited  from  SmithKlin 
the  new  heart  risk  factor,  called  Lp-PLA 
or  lipoprotein-associated  phospholipa 
Ai.  Researchers  there  had  suspected  th 
this  protein,  which  attaches  to  fat  part 
cles  in  the  blood,  worsens  cholesterol 
artery-clogging  effects.  They  found  th 
gene  in  Human  Genome  Sciences'  data 
base  and  others;  from  that,  they  derive 
the  full  chemical  structure  of  the  proteir 
Diadexus  then  crafted  a  sensitive  bloc 
test  to  measure  blood  levels  of  Lp-PLA: 
Scottish  researchers  tested  the  bloo 
of  1,740  men  with  high  cholesterol.  Ove 
five  years  those  with  high  Lp-PLA:  leve. 
suffered  heart  attacks  or  required  hear 
procedures  twice  as  often  as  those  wit 
low  levels.  The  effect  was  statistically  in 
dependent  of  cholesterol  levels. 

The  finding  suggests  that  elevated  Lp 
PIA2  might  contribute  to  clogged  arterie 
even  in  people  with  normal  cholestero 


lical  tests  are  under  way  to  confirm 
5.  If  true,  Diadexus'  Lp-PLA?  test  could 
ntify  healthy  men  who  are  at  risk  of 
irt  problems,  letting  them  improve 
ir  diets  and  take  other  preventive  steps, 
mtually  a  drug  might  be  created  to 
/er  Lp-PLAi;  one  candidate  is  in  early 
/elopment  at  SmithKline. 
Diadexus'  main  focus  is  finding  bet- 
diagnostic  tests  for  deadly  tumors  of 
■  prostate,  colon,  lung,  breast,  bladder 
j  ovary.  Most  existing  tests  to  screen 
cancer  are  invasive  or  unreliable  and 
is  aren't  used  routinely.  Blood  tests 
it  consistently  detect  dangerous  tumors 
ly  could  sharply  increase  the  cure  rate. 
Diadexus'  strategy  is  straightforward, 
cyte's  database  contains  thousands  of 
aes  found  in  different  tumors.  Di- 
exus  scans  the  database  for  those  few 
aes  specific  to  one  type  of  cancer,  but 
t  found  in  healthy  tissue  or  other  dis- 
es.  These  genes  represent  the  unique 
letic  signature  of  each  cancer. 
Then  researchers  further  narrow  the 
>p  to  only  those  genes  that  make  pro- 
ns  in  the  blood,  so  a  blood  test  is  pos- 
le.  To  date  Diadexus  has  found  35 
rkers  for  several  types  of  cancer.  One 
i"  prostate  cancer  is  in  human  testing; 
iur  more  for  colon  and  endometrial 
peer  could  start  human  tests  in  a  year. 
I  Diadexus  must  work  fast  because 
lillennium,  Abbott  and  Bayer  are  also 
jsit  on  the  trail.  Besides  early  diagnosis, 
I  other  goal  is  to  devise  tests  that  spot 
jiich  tumors  are  most  likely  to  metasta- 
tic and  kill  a  patient.  Scanning  the  In- 


cyte  database,  Abbott  Laboratories  re- 
cently identified  a  handful  of  genes  in 
lymph  nodes;  their  presence  seems  to  in- 
dicate when  a  breast  tumor  that  had  been 
in  remission  is  about  to  spread.  Abbott 
hopes  eventually  to  make  a  test  that  doc- 
tors could  use  to  detect  the  cancer's  re- 
turn earlier  so  treatment  can  begin  when 
the  new  tumor  is  still  curable. 

Going  a  step  better,  Millennium  and 
Becton,  Dickinson  will  soon  introduce  a 
test  to  predict  which  cases  of  melanoma, 
a  nasty  form  of  skin  cancer,  will  metasta- 
size. Millennium's  test  detects  melastatin, 
a  skin  gene  that  may  slow  cell  division, 
and  thus  inhibit  tumor  growth.  Millen- 
nium found  the  gene  by  comparing  the 
genes  that  were  turned  on  in  aggressive 
melanomas  to  those  in  more  benign 
cases.  Melastatin  stuck  out  as  being  pres- 
ent in  curable  tumors  but  absent  in  nasty 
ones.  In  a  study  of  150  melanoma  pa- 
tients, 95%  of  those  testing  positive  for 
melastatin  stayed  in  remission  for  four 
years,  versus  half  of  those  testing  nega- 
tive. People  with  the  bad  version  may 
want  to  supplement  surgery  with  chemo. 

Companies  are  targeting  cancer  first 
because  existing  treatments  are  so  poor. 
But  tests  for  other  diseases  are  coming. 
Roche  is  developing  a  test  to  predict 
which  rheumatoid  arthritis  patients  will 
respond  to  standard  medications  and 
which  have  more  severe  forms  that  re- 
quire expensive  new  drugs.  Ultimately, 
says  Roche's  John  Sninsky,  better  diag- 
nostic tests  "will  at  least  double  the  per- 
formance of  existing  drugs."  F 


What's  Ahead  in  Genetic  Medicine's  First  Wave 


Jene-based  tests  aim  to  spot  disease  early,  and  help  doctors  optimize  treatment. 

Company 

Disease 

Tests  under  development 

Millennium/ 
lecton,  Dickinson 

Melanoma 

Test  to  measure  melastatin  protein  in  melanoma  tumors  to 
predict  whether  the  patient  has  an  aggressive  or  mild  form. 

layer 

Breast  cancer 

New  test  monitors  blood  levels  of  the  cancer-promoting  protein,  Her-2. 
May  help  doctors  monitor  response  to  treatment. 

liadexus 

Various  cancers 

Searching  giant  gene  database  to  develop  blood  tests  for  early 
diagnosis  of  major  cancers,  including  lung,  colon  and  prostate. 

Ibbott 
aboratories 

Breast  cancer 

Identified  several  genes  that  may  presage  the  spread  of  breast 
cancer.  Hopes  to  develop  a  test  within  several  years. 

loche  Holding 

Rheumatoid 
arthritis 

Developing  test  to  tailor  arthritis  treatment  to  patients'  genetic  quirks. 
Another  test  tells  if  patients  may  develop  blood  clots  during  surgery. 

Source:  Companies. 
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Over  195  Million  Consumers 
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Also  Available, 
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Digital  Tools  JJy  StephenMane^ 


Info  Gizmo 


MODO  IS  A  NEW  WIRELESS  INFORMATION  APPLI- 
ance  that  looks  like  a  high-style  pager  with  a 
floppy  tongue.  Most  remarkable:  It  has  virtually 
nothing  to  do  with  the  Internet.  The  new  device 
from  the  fledgling  Scout  Electromedia  of  San 
Francisco  may  be  the  first  mass-market  "receiver"  for  a  much- 
discussed  but  little-used  scheme  known  as  data  broadcasting. 

The  basic  idea  is  to  send  identical  data  to  a  multitude  of 
devices  at  once,  typically  overnight  when  cheap  bandwidth  is 
plentiful.  When  you  wake  up,  your  device  is  full  of  fresh  in- 
formation that  you  can  use  without  hooking  up  to  the  Net. 

That's  how  Modo  works.  In  the  wee  hours  of  the  morn- 
ing, arts,  entertainment  and  eatery  listings  arrive  at  the  little 
device  over  bandwidth  shared  by  pagers.  The  result  is  a  daily 
local  e-magazine  meant  to  be  carried  around  in  the  pockets 
and  purses  of  active  youth.  Some  of  the  local  listings  come 
from  local  alternative  papers.  Others  are  developed  by 
Scout's  own  staff  and  freelance  writers. 

Once  you  buy  the  $99  unit  from  a  retailer  or 
www.modo.net,  the  only  additional  cost  is  for  two  AAA  bat- 
teries every  month  or  so  to  keep  it  running.  Like  magazines, 
Modo  is  meant  to  be  funded  by  ads.  The  bottom  fifth  of  the 
screen  usually  sports  a  commercial  banner.  Press  a  button 
and  the  ad  fills  the  screen.  It  can  even  include  virtual 


Is  there  any  limit 
to  the  number  of 
devices  people  will 
tote  around?  Gizmo 
makers  hope  not. 


coupons  whose  bar  codes  c 
be  scanned  for  discoun 
That  should  encourage  usi 
to  bring  their  units  to  ret, 
partners  like  Virgin  Meg 
stores,  where  special  devic 
can  suck  a  log  of  the  last  1 ,0i 
clicks  right  out  of  the  ur 
and  send  it  to  the  compai 
for  analysis— supposedly  or 
with  the  user's  permission. 

Modo  service  is  current 
available  only  in  the  New  Yor 
Los  Angeles  and  San  Francis* 
areas,  so  from  my  Seattle  ba 
I  was  able  to  test  just  a  da) 
worth  of  Los  Angeles  data  pr 
loaded  into  a  unit.  Since  t 
screen  can  display  only  abo 
25  words  at  a  time,  the  en 
phasis  is  on  pithiness;  reviev 
sometimes  deliver  more  cle 
erness  than  information.  The  editing  could  be  better.  A  "D 
You  Know?"  daily  factoid  referred  twice  to  Orson  "Wells. 

Listings  include  phone  numbers,  addresses,  driving  dire^ 
tions  and  the  locations  of  nearby  ATMs.  And  they  are  linke- 
(though  not  always  perfectly)  so  that  you  can  find  all  the  th 
aters  showing  a  film  or  all  the  films  showing  at  a  particular  th' 
ater — or  see  what's  going  on  in  a  particular  neighborhoo- 
The  unit  is  said  to  be  able  to  hold  about  2,300  entries. 

Modo's  direct  competition  comes  from  both  the  high-tec 
world,  including  wireless  data  from  devices  like  phones  an 
Palms,  and  the  low-tech,  including  free  local  publications.  An 
there  may  be  a  limit  to  the  number  of  devices  people  will  to' 
along  with  them.  I  like  the  idea — but  it  will  stand  or  fall  on : 
ability  to  deliver  content  that  works  well  on  the  device  and  fc 
the  people  who  use  it.  Still,  as  a  gizmo  and  validation  of  th 
data-broadcasting  concept,  Modo  is  one  of  a  kind. 

Radio  Gizmo 

You  hear  a  song  on  the  radio  and  wonder  what  it  is.  Helpin 
you  find  the  answer  is  the  sole  function  of  the  eMarker,  a  lil 
tie  $20  lemon-colored  device  on  a  key  chain,  developed  by 
wholly  owned  subsidiary  of  Sony  Electronics.  But  the  con 
cept  and  design  of  the  unit  are  so  badly  flawed  that  eMarke 
seems  to  be  a  gizmo  without  a  cause. 

Click  the  button,  and  the  unit  responds  by  displaying 
little  dot  on  its  LCD  and  storing  the  time  of  the  click  inter 
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eBusiness  for  a  customer-driven  world. 


/  CAN  T  ANSWER  THAT. 


I'M  SORRY. 

I  WISH  I  COULD  HELP. 

LET  ME  REFER  YOU  TO  A  COMPANY  THAT 

CARES  ABOUT  ITS  CUSTOMERS. 


In  the  age  of  eBusiness, 

one  fact  dominates  all  others:  customers 
are  in  control. 

Whether  through  a  call  to  a  toll-free 
number,  a  visit  to  a  store  down  the 
street,  or  the  click  of  a  mouse  to  Web 
sites  around  the  world,  customers  expect 
a  consistently  positive  experience. 

For  organizations  everywhere  and 
of  every  size,  the  implication  is  clear: 
keep  your  best  customers  100%  satisfied 
or  risk  losing  them  altogether. 

But  keeping  customers  completely 
satisfied  is  getting  harder  and  harder.  Customers 
are  demanding  more  and  more — faster  delivery, 
broader  selection,  customized  products  and  services, 
better  value  and  instant  response  to  inquiries.  In 
other  words,  they  want  to  do  business  on  their 
terms,  not  on  yours. 

At  Siebel  Systems,  we  make  the  applications  that 
companies  need  to  succeed  in  today's  ruthlessly 


competitive,  customer-driven  eBusiness 
environment. 

Our  applications  give  everyone  in 
your  organization  access  to  the  same 
real-time  information.  So,  no  matter 
where  or  with  whom  your  customers 
interact,  they  feel  as  if  they  are  having 
one  continuous  and  uninterrupted 
dialogue. 

With  Siebel  eBusiness,  you'll  have 
the  ability  to  do  business  any  way 
your  customers  want — anytime,  any- 
where, in  any  language,  in  any  currency, 
through  any  communication  channel. 

It's  called  multichannel  eBusiness.  And  it's  already 
working  for  customer-focused  companies  such  as 
IBM,  Charles  Schwab,  and  WorldCom. 

To  learn  more  about  eBusiness  and  how  it  can 
change  your  company,  visit  www.siebel.com/ebusiness 
or  call  us  direct  at  800.356.3321.  And  your  customers 
will  never  have  to  hear  "I'm  sorry"  again. 


Ill 


EMPLOYEE 

productivity 


In  a  major  study,  Siebel  solutions  helped 
increase  revenue  by  16%.  customer  satisfaction 
by  20%  and  employee  productivity  by  20%.' 
Which  mattes  for  happy  shareholders  And  not- 
so-happy  competitors. 


/    -  j 
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nally.  It  can  hold  up  to  ten  annotations.  When  you  get  back 
home,  you  plug  the  unit  into  a  USB  port  or  the  supplied  USB 
cradle  and  upload  the  data  to  the  emarker.com  Web  site.  The 
site  shows  you  which  tune  the  radio  was  playing  at  that  time. 

How  does  it  know  which  station  you  heard?  It  hasn't  the 
foggiest  idea.  You  register  your 
favorite  station  and  the  soft- 
ware assumes  it  is  the  one  you 
want.  If  not,  you  can,  with  ef- 
fort, switch  to  other  stations. 

That's  the  idea,  anyway. 
But  the  software  keeps  getting 
in  the  way.  First  you  have  to 
download  the  Windows  USB 
driver.  Then  you  must  install 
it — a  process  that  failed  twice 
on  my  machine.  Though  the 
Web  site  claims  it  updates  the 
information  for  my  local  sta- 
tions every  ten  minutes,  it  re- 
peatedly took  several  hours 
before  I  saw  a  song  title  instead 
of  the  message,  "No  song 
available  right  now.  Please 
check  back  in  ten  minutes."  In 
one  case,  the  message  contin- 
ued to  appear  days  later — ap- 
parently because  I  clicked  dur- 
ing a  commercial. 

The  Web  site  lets  you  listen 


Tune  finder: 
Sony  eMarker. 


How  does  a  little  yellow  device  on  a  key 
chain  know  which  radio  station  you  just 
heard?  Actually,  it  hasn't  the  foggiest  idea. 

to  samples  of  many  of  the  songs  it  can  identify,  but  for  now 
jazz  and  classical  music  are  terra  incognita.  The  site  can  link 
you  directly  to  Amazon.com  or  CDNow,  supposedly  to  buy 
the  album,  but  it  does  not  always  point  you  to  the  right  disc. 
The  site's  jazzy  graphics  do  not  conceal  a  poor  interface  that 
forces  long  delays  and  extra  clicks  and  hides  useful  informa- 
tion— like  what  the  station  was  playing  half  an  hour  ago. 

Pursuit  of  this  concept  has  already  claimed  one  short-lived 
company — Xenote,  maker  of  the  similar  iTag.  There's  a  reason: 
You  don't  really  need  a  special  device  to  find  out  what  song  just 
played.  The  starcd.com  site  from  ConneXus  (FORBES,  July  26, 
1999;  Jan.  10)  provides  a  simpler  way  of  finding  out  what  local 
stations  are  playing — and  even  offers  a  local  phone  number  in 
select  cities  if  you  need  to  know  right  now.  It's  not  perfect, 
but  in  my  tests  the  system  worked  far  better  and  more  quickly 
than  eMarker.  No  hardware  required. 


Gizmo  for  Gizmoteers 

Thanks  to  its  programmability  and  a  serial  cable  that  connects 
the  unit  to  Windows  computers,  the  original  Philips  Pronto 
universal  remote  control  has  been  one  gizmo  that  has  inspired 
something  of  a  cult  following.  Visit  the  independent  remote- 
central.com  site,  and  you  can  download  files 
that  will  do  everything  from  displaying  the 
logos  of  TV  networks  on  the  unit's  LCD  screen 
to  playing  movie  themes.  At  $400,  the  unit  cost 
more  than  some  of  the  devices  it  can  control. 

The  new  Pronto  TSU2000  costs  no  more, 
but  does  include  extra  memory  for  such 
shenanigans  plus  built-in  profiles  for  hun- 
dreds of  devices  from  CD  players  to  satellite 
boxes.  But  this  ultimate  in  geek  toys  may  be 
both  too  much  and  too  little  for  most  mere 
mortals.  Among  the  reasons:  Not  enough 
buttons  or  screen  real  estate. 

Volume,  channel  and  muting  buttons  arq  T 
the  only  ones  physically  present.  The  rest  ap 
pear  on  the  touch  screen.  But  because  it  can 
display  only  a  few  functions  at  once,  you 
often  have  to  flip  between  screens — six  times 
for  my  TV — to  reach  the  functions  you  want. 

To  save  battery  power,  the  unit  turns  itself  ^ 
off  after  a  short  interval  that  you  can  designate, 
It  turns  itself  on  again  when  you  touch  the! 
screen,  so  it  often  takes  two  taps  to  get  anything 
done.  And  because  you  can't  operate  the  touch 
screen  by  feel  like  a  dedicated  unit,  you  have  to 
look  at  the  thing  for 
Ultraclicker:  Philips  Pronto.     most  functions. 

The  database  did  a 
fair  job  with  my  nearly 
new  Sony  TV  and 
Panasonic  VCR  and  an) 
ancient  Denon  re 
ceiver.  Even  so,  I  had  to 
change  some  incorrect 
settings  and  "teach" 
the  Pronto  many  com- 
mands by  using  the 
original  remotes. 

True,  the  Pronto- 
Edit  software  that 
comes  with  the  unit 
will  let  you  spend 
hours  programming  your  remote  control  with  icons  and  cus- 
tomized commands  that  can  turn  on  the  TV,  the  satellite  box 
and  the  VCR,  switch  to  wrestling  and  turn  up  the  volume  at  the 
touch  of  a  single  button.  If  that  sounds  appealing,  the  Prontc 
is  for  you.  And  you're  a  geek. 


PHILIPS 
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Hhe  past  few  months  have  been  both  busy  and  excit- 
ing in  the  precincts  of  power  in  Malaysia.  With  an  eco- 
nomic growth  rate  that  is  among  the  fastest  in  the 
■egion,  the  government's  economic  planners  have 
'eassessed  their  projections  in  light  of  a  miraculous 
'ebound  from  the  Asian  financial  crisis. 


To  protect  itself  from  the  contagion 
land  jump-start  the  economy,  in  Sep- 
cember  1998  Malaysia  introduced  vari- 
ous financial  controls,  one  of  which  was 
:he  pegging  of  the  ringgit  to  the  U.S. 
i  dollar.  This  stemmed  the  outflow  of  cap- 
tal.  Since  Malaysia  is  not  a  client  of  the 
Inuch-maligned  International  Monetary 
rund,  unlike  some  of  its  neighbors,  it 
was  able  to  tailor  its  own  remedies. 

Malaysia's  economy  has  rebounded 
I  to  register  5.6%  growth  in  1999  after 
a  contraction  of  7.5%  in  1998.  GDP 
growth  this  year  is  expected  to  be  at 
j least  5.8%. 

Further  signs  of  economic  recovery 
iare  reflected  by  strong  GDP  growth  of 
111. 7%  in  the  first  quarter  of  this  year. 
Recent  statistics  show  that  manufac- 
turing output  has  exceeded  the  precri- 


sis  level  for  the  third  consecutive  quar- 
ter. In  addition,  manufacturing  output 
increased  29.7%  in  the  first  four 
months  of  2000,  with  double-digit 
growth  taking  place  in  both  export- 
oriented  and  domestic  industries. 

Last  year's  manufacturing  exports 
represented  80%  of  total  exports,  or 
US$69.9  billion,  and  in  the  first  six 
months  of  2000  it  grew  by  US$49.9 
billion. 

Malaysia  boasts  a  GDP  of  US$90 
billion  and  a  per  capita  GDP  of 
US$4,360.  Its  22.7  million  people 
comprise  Chinese,  Indian,  Eurasian 
and  Portuguese  communities,  as  well 
as  ethnic  minorities  from  Sabah  and 
Sarawak,  who  live  harmoniously  with 
the  majority  Malay  population.  Tailored 
policies  and  a  stable  government  have 


fostered  a  strong  sense  of  unity.  En- 
glish is  widely  spoken  and  the  country 
has  a  93%  literacy  rate.  Many  young 
Malaysians  have  earned  degrees  over- 
seas or  at  foreign-run  educational  insti- 
tutions in  the  country. 

A  Global  Trading  Partner 

Trade  is  definitely  on  the  rebound.  Last 
year,  Malaysia  ranked  as  the  world's 
17th-largest  exporter.  According  to  the 
Malaysia  External  Trade  Development 
Corporation  (MATRADE,  www.matrade. 
gov.my),  exports  in  1999  grew  12.08% 
over  1998  while  imports  recorded  a 
higher  growth  rate  of  9.09%.  Two-way 
trade  with  the  U.S.  in  1999  totaled 
US$29.9  billion,  compared  with  $27.2 
billion  in  1998,  with  the  balance  in 
Malaysia's  favor.  The  U.S.,  Japan, 
Singapore,  Taiwan  and  Korea  are 
Malaysia's  top-five  trading  partners. 

With  electrical  and  electronic  prod- 
ucts exports  claiming  57.7%  of  the 
total  in  1999,  it's  clear  that  the  manu- 
facturing sector,  which  grew  almost 
25%  in  the  first  half  of  2000,  is  moving 
toward  the  production  of  higher  value- 
added  products.  Malaysia  is  now  one 
of  the  largest  exporters  of  semicon- 
ductor chips  in  the  world,  as  well  as 
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MIDA 

The  Malaysian  Industrial  Develop- 
ment Authority  (MIDA)  is  the  prin- 
cipal agency  for  promotional  and  in- 
dustrial development  in  Malaysia. 
It  is  the  first  point  of  contact  for 
investors  intending  to  set  up  proj- 
ects in  manufacturing  and  its  relat- 
ed support  services. 

MIDA's  success  can  be  seen  in 
Malaysia's  transformation  from  a 
commodity-based  economy  into  an 
economy  where  the  manufacturing 
sector  has  become  the  engine 
of  growth.  The  range  of  products 
includes  semiconductors,  room  air- 
conditioners,  audio/visual  equip- 
ment and  latex-based  products. 

As  part  of  its  pro-business  poli- 
cies, Malaysia  has  liberalized  the 
equity  policy  for  the  manufacturing 
sector.  With  the  exception  of  seven 
areas,  foreign  investors  can  hold  up 
to  100%  equity  for  applications 
received  before  the  end  of  2000. 

Headquartered  in  Kuala  Lumpur, 
MIDA  has  a  global  network  of  offices 
in  North  America,  Europe  and  Asia- 
Pacific  to  advise  and  assist  investors. 
For  more  information,  please  look  us 
up  at  www.mida.gov.my,  or  e-mail  us 
at  promotion@mida.gov.my. 


MIDA 


electronic  components,  computers  and 
computer  peripherals,  consumer  and 
industrial  electronics  and  telecommu- 
nications products. 

An  Investment  Haven 

From  1995  to  August  2000,  4,508 
manufacturing  projects  were  approved 
—  of  which  2,484  projects  were  new 
and  2,024  were  expansions/diversifi- 
cations. Approved  investments  totaled 
US$37.5  billion,  of  which  49.8%,  or 
US$18.7  billion,  was  from  overseas. 
The  U.S.  was  the  number  one  investor, 
with  245  projects  worth  US$5.2  billion, 
followed  by  Japan,  Singapore  and 
Taiwan.  U.S.  multinationals  in  electri- 
cal and  electronics,  petrochemicals 
and  other  manufacturing  activities  are 


keen  to  increase  and  diversify  their 
existing  investments. 

Motorola  Inc.,  for  example,  recently 
opened  its  first  fully  integrated  manu- 
facturing facility  in  the  country,  which 
will  include  R&D,  design  and  produc- 
tion for  the  wireless  communications 
and  computing  market  segment.  More 
specifically,  the  company's  operations 
comprise  three  manufacturing  sites,  a 
world-class  R&D  center,  a  Multimedia 
Super  Corridor-status  software  center 
and  seven  core  sales  businesses. 

Southeast  Asian  Haven 
For  Foreign  Investment 

Now  that  the  crisis  has  subsided, 
Malaysia  has  gradually  lifted  some 
controls.  The  country  is  once  again  on 


Foreign  Investment  in  Approved  Manufacturing  Projects  (Jan  -  Aug  2000) 


800  r- 
700 
600  - 


799.12 


</> 
V) 
3 


400 
300 
200  - 
100  - 
0 

Source:  MIDA 


711.28 


36.78 
Jan 


73.90 


Feb 


191.41 


Mar 


149,27 


76.62 


Apr 


May 


60.54 

Jun 


Jul 


Aug 


MATRADE 

Malaysian  External  Trade  Development  Corporation  (MATRADE)  is  your  link  to 
Malaysian  exporters. 

With  22  overseas  trade  offices,  MATRADE  serves  as  a  reference  center  for  interna- 
tional buyers  seeking  Malaysian-manufactured  products  and  services.  It  also  organizes 
trade  promotion  programs  including  the  participation  of  Malaysian  exporters  in  inter- 
national trade  shows,  trade  missions  and  the  facilitation  of  buying  missions  to  Malaysia 

For  more  information,  visit  us  at  www.matrade.gov.my, 
or  e-mail  us  at  info@hq.matrade.gov.my. 

MATRADE 


the  indices  of  international  rating 
agencies.  Foreign  businesses  are 
rediscovering  the  country's  potential 
as  a  robust  profit  center  and  cost-com- 
petitive location  for  manufacturing  and 
outsourced  services. 
i  Malaysia's  advantages  include  afford- 
able and  available  land  and  offices, 
^durable  legal  and  accounting  practices 
derived  from  the  British  system,  excel- 
lent tertiary  infrastructure  and  commu- 
nications, low  tax  rates  and,  for  now,  a 
i cheap  currency. 

According  to  Malaysian  Industrial 
Development  Authority  Chairman, 
Zainal  Abidin  Bin  Sulong,  the  existing 
selective-exchange  controls  do  not 
^affect  business  operations,  and  com- 
ipanies  continue  to  be  free  to  repatriate 
itheir  investments.  Liberalized  trade 
jpolicies  are  helping  foreign  direct 
■j investments  reach  precrisis  levels. 

Amid  these  positive  developments, 
'(government  officials  are  addressing 
(concerns  about  corporate  reforms 
:and  protectionism.  A  Corporate  Debt 
I  Restructuring  Committee  is  increas- 
ing the  pace  of  corporate  reforms, 
lone  strategy  is  the  consolidation  of 
the  domestic  financial  institutions  into 
I  10  banking  groups. 

Technology  giants  like  Deil  (which  has 
[manufacturing  and  customer  service 
I  centers  in  Penang),  Motorola,  3Com 
| and  Intel  have  found  Malaysia  to  be  a 
superb  base  for  manufacturing,  sales 
}:and  marketing,  logistics  and  back-office 
(functions.  Indeed,  the  state-of-the-art 
(telecommunications,  roads,  airports, 
[ports  and  power  plants  set  Malaysia 
I apart  and  make  it  an  ideal  springboard 
ifrom  which  to  pursue  business  in  the 
{■growing  Asia-Pacific  markets. 

Government  officials  at  the  Malaysian 


Industrial  Development  Authority  (MIDA, 
www.mida.gov.my)  say  the  country  is 
primed  for  investment  in  R&D,  design, 
services  and  logistics.  MIDA  now  lists 
more  than  200  industrial  parks  and 
14  Free  Zones  that  cater  to  export- 
oriented  industries.  Specialized  parks 
such  as  Technology  Park  Malaysia  (TPM, 
www.tpm.com.my)  house  cutting-edge 
technology  and  creative  firms.  TPM 
provides  first-class  infrastructure  and 
services  to  develop  knowledge-based 
industries. 

In  the  coming  months,  Malaysia  will 
open  its  economy  further  as  it  eases 
into  the  ASEAN  Free  Trade  Area  (AFTA). 
Under  the  agreement,  most  developed 
countries  have  agreed  to  cut  tariffs 
from  zero  to  5%  on  selected  products. 


Malaysia's  skilled  workforce 


An  accelerated  AFTA  plan  has  been 
adopted  to  help  Malaysia  and  other 
ASEAN  countries  better  position  them- 
selves in  China  prior  to  its  entry  into  the 
World  Trade  Organization. 

A  High-Tech  Zone 
For  the  Millennium 

Malaysia  will  move  up  another  notch  on 
the  development  ladder  with  the  com- 
pletion of  the  Multimedia  Super  Corri- 


Dr.  Cthmar,  Veop  Abdullah 
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Multimedia  Development 
Corporation 

A  One-Stop  Supershop 

A  one-stop  agency,  Multimedia  Devel- 
opment Corporation  (MDC)  facili- 
tates the  development  of  the  Multi- 
media Super  Corridor  (MSC)  and 
expedites  the  entry  of  investors.  The 
MDC  is  also  empowered  to  grant 
MSC  status  to  local  and  foreign  com- 
panies wishing  to  locate  their  oper- 
ations in  the  MSC. 

The  MDC's  responsibilities  also 
include  promoting  the  MSC  to 
attract  foreign  and  local  investors, 
coordinating  the  development  of 
first-class  infrastructure  and  infos- 
tructure  within  the  MSC,  coordinat- 
ing the  implementation  of  the  flag- 
ship applications,  and  spawning 
and  supporting  the  growth  of  SMEs. 

In  addition  to  its  core  activities, 
which  are  directly  related  to  the 
implementation  of  the  MSC,  the 
MDC  has  established  several  sub- 
sidiaries with  the  main  objective  of 
making  the  MDC  self-financing  by 
the  year  2002. 

For  more  information,  visit  us  at 
www.mdc.com.my,  or  e-mail  us  at 
info@mdc.com. my. 


Multimedia  Super  Corridor 


Multimedia  Development  Corporation 
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Technology  Park 
Malaysia 

Technology  Park  Malaysia  (TPM)  was 
established  in  1988  as  Malaysia's 
center  for  technological  excellence. 
TPM  provides  first-class  infrastruc- 
ture and  services  to  enable  high-tech 
enterprises  to  grow  and  compete  in 
the  global  marketplace. 

One  way  TPM  has  propelled  Malay- 
sian enterprises  from  a  labor-inten- 
sive to  a  knowledge-based  economy 
is  by  facilitating  government  and  pri- 
vate-sector partnerships  in  technol- 
ogy development.  TPM's  focus  can  be 
categorized  into  production  engineer- 
ing and  automation,  biotechnology, 
information  technology  and  telecom- 
munications. TPM  also  provides  sup- 
port to  tenant  companies  through 
R&D  and  innovation,  commercializa- 
tion of  research  results,  marketing 
and  management. 

TPM  also  supports  technopreneur- 
ship  through  incubator  programs, 
advanced  engineering  R&D  facilities 
and  venture  capital  funds. 

Located  at  the  heart  of  the 
Malaysian  Multimedia  Super  Corri- 
dor, TPM  is  strategically  positioned 
for  foreign  companies  that  want  to 
establish  operations  in  Asia. 

For  more  information,  visit  us  at 
www.tpm.com.my,  or  e-mail  us  at 
query@tpm.com. my. 

TZ\  TECHNOLOGY  PARK 
'  MALAYSIA 


dor  (MSC)  —  a  15km-by-50km  regional 
R&D  hub  for  world-class  technology 
companies.  The  US$2.6  billion  project 
—  which  touts  a  fiber-optic  backbone, 
tax  incentives,  eased  immigration  rules 
for  knowledge  workers  and  special 
cyberlaws  —  has  attracted  more  than 
370  companies.  Of  these,  U.S.  com- 
panies represent  the  second-largest 
group  of  investors. 

Developing  human  capital  for  the 
knowledge  economy  is  also  an  impor- 
tant cornerstone  of  the  MSC.  Training 
institutes  have  been  launched  by  enti- 
ties such  as  Telekom  Malaysia,  which 
operates  Multimedia  University  at 
Cyberjaya,  Malaysia's  first  IT  university. 

With  the  MSC  coming  of  age,  many 
foreign  companies  are  meeting  with  the 
Multimedia  Development  Corporation 
(MDC,  www.mdc.com.my),  a  one-stop 
shop  for  information  on  investment 
opportunities  within  this  special  zone. 

"Other  countries  are  quite  keen  to 
see  what  we  are  doing,"  says  MDC 
Executive  Chairman  Dr.  Othman  Yeop 
Abdullah.  Among  those  involved  with 
flagship  application  development  — 
Telemedicine,  Smart  School,  Multi- 
purpose Card,  e-business,  Electronic 
Government  and  R&D  Cluster  —  10 
are  multinationals,  36  are  local  Small 
and  Medium  Enterprises  (SMEs)  and 
11  are  local  corporations  such  as 
Telekom  Malaysia  and  Sapura.  Many 
have  been  attracted  by  a  10-point  Bill 
of  Guarantees  granted  to  firms  that 
attain  MSC  status. 

Cyberjaya  is  Malaysia's  premier  intel- 
ligent city  and  the  nucleus  of  the  MSC, 
currently  with  10,000  workers  and 
plenty  of  office  space  for  businesses. 
Puttajaya  is  the  new  government  seat. 
The  entire  zone  is  supported  by  a  high- 


capacity  global  telecommunications 
and  logistics  network  made  up  of  2  5- 
to  10-gigabit  fiber-optic  cable. 

An  international  advisory  panel  of 
43  members,  including  chief  execu- 
tives of  NTT,  Compaq  and  Microsoft, 
guides  the  MSC's  development. 

Dr.  Othman  says  plans  for  the  next 
phase  of  the  MSC's  development 
include  aggressive  global  marketing  of 
the  flagship  applications.  "Others  are 
doing  the  same  thing  as  the  MSC,  but 
we  have  a  jump  start,"  he  says. 

The  list  of  foreign-based  multination- 
als participating  in  the  MSC  reads  like  a 
Who's  Who  of  the  corporate  world:  Fujit- 
su, NTT,  NEC,  Unysis,  Sun  Microsystems, 
Mitsubishi  and  EDS.  To  date,  26  U.S. 
firms  have  been  granted  MSC  status, 
with  many  more  awaiting  their  turn. 

"There  is  tremendous  synergy 
between  U.S.  and  Malaysian  IT  compa- 
nies," says  Ernest  Z.  Bower,  president 
of  the  US-ASEAN  Business  Council. 
"Malaysia  has  set  out  the  right  policies 
and  incentives  to  attract  U.S.  technol- 
ogy companies,  and  with  its  well-edu- 
cated workforce  and  tremendous  local 
talent,  Malaysia  is  well  positioned  to 
enjoy  continued,  rapid  growth  in  the 
information  technology  sector." 

Several  major  U.S.  IT  companies 
have  announced  business  ventures  in 
Malaysia,  including  Agilent,  IBM,  Lycos 
and  Microsoft.  Recently,  Minister  of 
International  Trade  and  Industry  Rafidah 
Aziz  said  that  the  government  was  con- 
sidering tax  breaks  to  encourage  com- 
panies to  launch  venture  capital  funds. 
"Normal  banking  does  not  work  for 
information  technology  startups,"  she 
says.  "People  in  finance  do  not  under- 
stand IT  because  they  evaluate  the  proj- 
ect on  the  collateral,  which  does  not 
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vork  for  the  IT  world." 

Malaysia's  fast-growing  community  of 
nternet  users  is  an  indicator  of  the 
ligh-tech  wave  sweeping  the  nation, 
"hat  number  has  surged  to  6.4  million 
n  2000  from  840,000  users  in  1995. 

Within  the  MSC  lies  the  800-acre 
echnology  Park  Malaysia  (TPM),  which 
s  an  MSC-designated  cybercity.  TPM  is 
lome  to  mostly  small  and  medium-size 
ocal  enterprises,  as  well  as  large  cor- 
aorations  like  Measat  Digicast,  Sapura 
\lokia  Software,  Iris  Technologies  and 
\lova  Nordisk  Bio  Industrial.  The  park  will 
)ropel  Malaysia  into  the  Information  Age, 
jnd  it  focuses  on  three  key  areas:  infor- 
nation  technology,  multimedia  and 
elecommunications,  engineering  and 
)iotechnology.  It  features  high-speed 
iata  and  Internet  connections,  an  unin- 
errupted  power  supply,  R&D  land  lots 
and  exhibition  and  meeting  facilities. 

TPM  President  and  Chief  Executive 
Dfficer,  Dr.  Mohamad  Salleh  Ismail, 
ays,  "TPM  started  with  one  objective 
n  mind:  to  be  the  best  in  providing  the 
nfrastructure,  services  and  facilities 
elated  to  the  development  of  knowl- 
edge-based industries." 

He  adds  that  the  current  rentable 
■area  of  366,000  square  feet  is  already 
ully  occupied.  The  majority  of  these 
companies  are  engaged  in  infocomm 
echnology,  and  the  remainder  in  engi- 
neering, biotechnology,  broadcasting 
and  telecommunications,  aeronautics 
and  environmental  science. 

The  growing  popularity  of  Technol- 
ogy Park  Malaysia  as  a  preferred 
ddress  can  be  seen  by  the  over- 
vhelming  demand  received  by  TPM  on 
ur  soon-to-be-launched  1-million- 
square-foot  Enterprise  4  Building," 
;adds  Dr.  Mohamad  Salleh. 


Enterprise  4  is  an  intelligent  building 
with  an  advanced  infrastructure  and 
facilities.  Its  most  prominent  feature  is 
a  photovoltaic/solar-powered  battery 
system  that  is  activated  instanta- 
neously during  a  power  failure.  This 
ensures  uninterrupted  power  supply  to 
the  computers  in  the  building.  Another 
unique  feature  is  that  it  will  be  con- 
nected directly  to  the  worldwide  manu- 
facturing Web,  which  is  the  first  of  its 
kind  in  this  region. 

A  60,000-square-foot  area  in  Enter- 
prise 4  has  been  specially  allocated  for 
an  integrated  biotechnology  laboratory 
to  support  R&D  in  tissue  culture,  phar- 


One  of  three  Incubator  Houses  in  TPM 

macology,  biochemistry,  toxicology,  mo- 
lecular biology  and  genetic  engineering. 

Through  a  comprehensive  Techno 
Entrepreneur  Program,  TPM  also  acts 
as  a  business  incubator  for  startups. 
TPM  actively  encourages  international 
technopreneurs  to  set  up  their  busi- 
ness in  the  zone.  "TPM  will  do  every- 
thing possible  to  assist  qualified  foreign 
technopreneurs  who  are  interested  in 
making  TPM  their  base  in  Asean,"  says 
Dr.  Mohamad  Salleh. 

A  Tropical  Paradise 

Visitors  will  be  overwhelmed  by  the 
beauty  of  the  land  within  the  MSC  and 
throughout  the  rest  of  the  country. 
Indeed,  Malaysia's  varied  geographical 


Abdul  Kadir  bin  Sheikh 
Minister  and  Chairman 


Tourism  Malaysia 

The  Malaysia  Tourism  Promotion 
Board,  or  Tourism  Malaysia,  pro- 
motes Malaysia  as  one  of  Asia's  pre- 
mier tourist  destinations. 

Established  as  a  statutory  body 
under  the  1992  Malaysia  Tourist  Pro- 
motion Board  Act,  the  agency  oper- 
ates under  the  Ministry  of  Culture, 
Arts  and  Tourism.  Its  key  mission  is 
to  market  Malaysia  as  a  top  destina- 
tion and  to  steward  the  tourism  indus- 
try's contributions  to  the  nation's 
socioeconomic  development.  Tourism 
Malaysia  is  helping  the  government 
realize  its  goal  of  making  the  tourism 
industry  the  leading  foreign  exchange 
earner  in  the  next  few  years. 

In  carrying  out  its  mission,  the 
agency  works  closely  with  airlines, 
major  tour  operators,  travel  agen- 
cies, hotel  and  resort  operators 
through  their  relevant  associations. 

Tourism  Malaysia's  marketing 
activities  for  both  domestic  and 
international  travel  incorporates 
advertising,  familiarization  tours,  par- 
ticipation in  travel  fairs,  public  rela- 
tions activities,  publishing  of  travel 
literature,  organization  of  sales  mis- 
sions and  market  research. 

Tourism  Malaysia  has  offices 
around  the  world  and  maintains  a 
Web  site  at  www.tourism.gov.my. 

MALAYSIA 


Telekom  Malaysia 

The  Voice  of  a  Nation 

With  operating  revenue  of  RM7.833 
billion  and  a  staff  of  25,442, 
Telekom  Malaysia  continues  to  lead 
the  way  in  the  advent  of  the  digital 
era,  while  continuing  its  role  as  a 
responsible  corporate  citizen. 

Telekom  Malaysia  has  also  taken 
measures  to  develop  the  multime- 
dia industry  by  setting  up  the  first 
private  university  in  the  country  — 
Universiti  Telekom  or  UNITELE,  now 
known  as  Multimedia  University. 

Telekom  Malaysia's  presence  can 
also  be  felt  overseas,  particularly 
in  Africa.  An  extensive  fiber-optic 
submarine  cable  system  spanning 
Europe  to  Japan  via  the  Middle  East 
and  another  fiber  connection  linking 
Penang  and  Capetown  are  part  of  an 
ambitious  overall  plan  for  end-to-end 
global  connectivity. 

Locally,  Telekom  Malaysia  has 
already  put  in  place  the  172,000km- 
long,  countrywide  fiber-optic  back- 
bone for  the  national  long  distance 
network,  which  will  also  deliver  broad- 
band services  in  the  near  future. 
Telekom  Malaysia  currently  provides 
60%  to  70%  of  Malaysia's  Internet 
penetration  and  the  majority  of  tele- 
phone users. 

For  more  information,  please  visit 
www.telekom.com.my. 


n  u  v  l  n  i   i  «j  l_  iti  i_  n  i  <j 


features  offer  everything  from  sun- 
kissed  beaches  and  tropical  rainforests 
to  a  Formula  One  racetrack  and  South- 
east Asia's  tallest  mountain  peak.  In 
Sabah,  on  the  island  of  Borneo,  tourists 
can  see  a  greater  variety  of  wildlife  than 
almost  anywhere  else  in  Asia. 

As  Malaysia  encourages  its  ethnic 
groups  to  retain  and  celebrate  their  tra- 
ditions, tourists  have  been  treated  to  a 
diverse  menu  of  culture,  language, 
food,  dress  and  festivals  —  in  short, 
the  essence  of  Asia. 

Shopping  in  Kuala  Lumpur  and  else- 
where in  the  nation  has  become  a  pop- 
ular pastime  for  visitors,  too.  Thanks  to 
the  pegged  currency  and  tax-free  prices 
on  a  wide  variety  of  goods,  the  costs  of 
locally  made  and  imported  products  are 
much  lower  than  in  other  countries. 

Several  excellent  hotels  and  theme 
parks  dot  the  Malaysian  landscape. 
World-class  resorts  at  unbelievably 
cheap  prices  can  be  found  as  far  north 
as  the  resort  island  of  Langkawi  and 
the  southern  diving  resorts  off  Sabah. 

"We  are  an  all-in-one  Asian  desti- 
nation," says  Abdul  Kadir  bin  Sheikh 
Fadzir,  minister  of  Culture,  Arts  and 
Tourism.  He  adds  that  because  of  its 
central  location  in  the  heart  of  South- 
east Asia,  good  air  links  and  reason- 
able prices,  Malaysia  serves  as  a 
superb  base  from  which  to  explore 
the  region. 

Tourism  is  now  the  third-most- 
important  foreign-exchange  earner  for 
Malaysia,  and  within  the  next  few  years, 
tourism  officials  hope  it  will  be  the  top 
earner.  The  trend  is  encouraging:  1999 
visitor  arrival  figures  were  up  almost 
43%  over  the  previous  year.  The  coun- 
try also  attracted  more  than  5  million 
visitors  by  the  end  of  June  this  year. 


Wired  for  the  Future 

An  advanced  infrastructure  is  an  impor-  ir 

tant  feature  to  foreign  businesspeople  b 

and  leisure  travelers,  and  companies  31 
like  Telekom  Malaysia  (www.telekom. 

com. my)  ensure  that  Malaysia  stays  on  0' 

the  path  to  becoming  a  fully  developed  ; 

nation.  Aside  from  its  traditional  stable  a 

of  services  in  voice  and  data  transmis-  D 
sion,  Telekom  Malaysia  is  one  of  a 

handful  of  Internet  Service  Providers  A 

(ISPs)  in  Malaysia  through  its  TMnet  p 

service,  which  commands  between  I 

65%  and  70%  of  the  country's  Internet-  g 
access  business. 

Telekom  Malaysia  has  extended  the  q 

nation's  telecommunications  network  I 

infrastructure,  which  has  a  total  of  t 

172,000km  of  fiber-optic  cable  that  n 


c 


Pangkor  Laut  Resort 


runs  from  north  to  south  on  the  penin- 
sula and  via  submarine  cable  to  Sabah 
and  Sarawak. 

Telekom  Malaysia's  Chief  Executive 
Officer,  Dr.  Md  Khir  Abdul  Rahman,  says 
the  company  will  continue  to  develop  its 
core  and  access  platforms  based  on 
Internet  Protocol  (IP)  and  wireless  tech- 
nologies to  address  the  high  demand 
for  Internet,  multimedia  and  cellular  ser- 


ADVERTISEMENT  7 


/ices.  It  will  strengthen  its  multimedia 
nitiatives  through  high-speed  broad- 
band access  to  meet  both  business 
and  residential  customers'  needs. 

"We  are  also  committing  a  high  level 
)f  capital  and  improving  the  quality  of 
service  to  cater  to  the  current  high 
Jemand  for  Internet  services,"  says 
)r.  Md  Khir. 

\  Corporate  Success  Story 

5etroliam  Nasional  Berhad  (PETRONAS, 
vww.petronas.com. my),  Malaysia's  inte- 
grated national  petroleum  company,  is 
'ital  to  the  national  economy.  Its  head- 
luarters,  the  88-story  PETRONAS  Twin 
dwers,  which  are  currently  the  world's 
allest  buildings,  have  become  synony- 
nous  with  both  the  company's  success 
ind  the  country's  achievements. 
Applauded  as  one  of  the  best-run 
ompanies  in  Malaysia,  PETRONAS  reg- 
larly  turns  in  record  profits  —  even 
luring  the  height  of  the  financial  crisis, 
i  its  latest  fiscal  year,  PETRONAS 
halked  up  a  sterling  performance 
igain  —  thanks  mainly  to  strong  oil 
>rices,  a  rebound  in  global  and  region- 
II  energy  demand  and  the  Asian  eco- 
nomic recovery.  Its  long-term  vision  is 
p  become  "A  Leading  Oil  and  Gas 
Multinational  of  Choice." 
j  The  company,  which  has  more  than 
.00  subsidiaries  and  associates,  has 
een  globalizing  since  1990  and  has  a 
trong  presence  in  25  countries.  Its 
ctivities  range  from  upstream  petrole- 
m  exploration  to  value-adding  down- 
tream  businesses,  including  oil  refin- 
lg,  marketing  of  petroleum  products, 
as  processing  and  liquefaction,  gas 
|  ipeline  operations,  petrochemicals 
lanufacturing  and  shipping. 
As  the  pioneering,  driving  force  of 


Malaysia's  petrochemicals  industry, 
PETRONAS  has  embarked  on  the  devel- 
opment of  two  integrated  petrochemi- 
cal complexes  (IPCs)  along  the  coun- 
try's East  Coast  Industrial  Corridor.  This 
is  pursuant  to  the  company's  mission 
to  turn  the  country  into  a  regional  petro- 
chemical hub.  The  two  IPCs  house  sev- 
eral world-class  plants  and  facilities 
operated  either  by  PETRONAS  or  with 
international  petrochemical  players. 

Chairman  Azizan  Zainul  Abidin  says, 
"PETRONAS's  strategy  to  develop  an 
integrated  and  diversified  business  has 
enabled  it  to  expand  and  grow.  It  has 
also  provided  the  group  with  a  sound 
base  and  strength  to  weather  the  diffi- 
cult times." 

Regional  Profit  Center 

Malaysia  is  active  on  many  fronts  to 
improve  the  environment  for  foreign 
investment.  Toward  this  end,  the  govern- 
ment is  working  hard  to  ensure  that  the 
economic  fundamentals  are  in  place. 
This  includes  upgrading  the  talent  capi- 
tal, maintaining  a  world-class  infrastruc- 
ture and  constantly  reviewing  laws,  regu- 
lations and  incentives  that  impact  foreign 
investment.  Economic  restructuring  is  a 
priority  as  Malaysia  realizes  that  it  needs 
to  push  the  manufacturing  sector  up  the 
value  chain  in  order  to  remain  competi- 
tive. All  of  this  is  in  an  effort  to  make 
Malaysia  the  regional  profit  center  of 
choice  for  foreign  companies. 

Minister  Rafidah  Aziz  says,  "Malay- 
sia's investment  policies  continue  to 
be  investor-  and  business-friendly,  and 
the  Malaysian  government  continues 
to  review  and  fine-tune  policies  and 
streamline  administrative  procedures 
to  ensure  that  the  country  remains  an 
attractive  investment  destination."  B 


Mohd  Hassan  Marie 
President  and  CEO 


PETRONAS 

One  of  the  best-managed,  home- 
grown firms  in  Malaysia,  Petroliam 
Nasional  Berhad,  or  PETRONAS,  is 
the  national  petroleum  company  that 
has  become  an  enduring  symbol  for 
economic  development. 

PETRONAS  is  involved  in  a  wide 
spectrum  of  activities,  ranging  from 
upstream  exploration  and  production 
of  oil  and  gas  to  downstream  oil 
refinery,  property  development,  ship- 
ping and  the  marketing  and  distribu- 
tion of  petroleum  products. 

Its  mission  is  to  become  a  leading 
oil  and  gas  multinational,  and  to  this 
end,  PETRONAS  has  established 
more  than  100  subsidiaries  and 
associated  companies  in  25  coun- 
tries— including  Sudan,  South  Africa, 
Pakistan,  Gabon,  Iran,  Myanmar  and 
the  Malaysia-Thailand  Joint  Devel- 
opment Area. 

In  fiscal  1999/2000,  PETRONAS 
chalked  up  a  record  profit  of  RM21.6 
billion  and  revenue  of  RM60.6  bil- 
lion, which  represents  an  83% 
increase  in  profit  over  the  previous 
fiscal  year  and  a  43%  increase  in 
revenue  compared  with  1998-1999. 

For  more  information,  please  visit 
www.petronas.com.my. 


PETRONAS  A7 
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Gas-Fired 

These  Rainwater  acolytes  did  well  in  natural  gas  even  when 
it  flamed  out.  Now,  despite  higher  prices,  they  find  plenty 
of  undervalued  gas  companies  to  invest  in. 


BY  PHYLLIS  GERMAN 

NATURAL  GAS  HAS  NOT  BEEN  A  NAT- 
ural  winner  for  a  good  while.  But 
one  investment  group,  founded 
by  veteran  energy  analyst  Gamble  Bald- 
win with  an  assist  from  Fort  Worth  fi- 
nancier Richard  Rainwater,  has  done 
very  well  through  fair  times  and  foul. 
We're  in  one  of  the  good  spells  now — 
most  of  12-year-old  Natural  Gas  Part- 
ners' public  holdings  had  their  share 
prices  double  thus  far  this  year.  The  $1 
billion  partnership  figures  its  strategy 
will  keep  it  thriving. 

Baldwin,  now  77,  has  been  playing  a 
senior  adviser's  role  for  the  past  few 
years,  with  day-to-day  operations  over- 
seen by  his  younger  cohorts:  Kenneth 
Hersh,  37,  and  David  Albin,  41.  In 
choosing  where  to  invest,  Natural  Gas 
Partners  applies  the  principles  of  ven- 
ture capital:  Back  an  entrepreneur  who 
acquires  already-producing  wells  and 
then  enhances  them  by  cutting  operat- 
ing costs,  improving  production  and 
longevity.  Plus,  says  Hersh,  the  operator 
needs  a  willingness  to  commit  most  of 
his  net  worth.  Once  such  individuals  are 
identified,  the  partnership  wants  to  do 
business  with  them  repeatedly. 

Well  known  as  an  energy  savant  dur- 
ing the  oil  embargo  days  of  the  1970s, 
Baldwin  was  an  analyst  at  what  is  now 
Credit  Suisse  First  Boston  when  Rain- 
water cold-called  him  in  1988.  While 
they  had  never  met,  Rainwater  admired 
Baldwin's  reports.  Baldwin  flew  to  Fort 


Worth,  where  Rainwater  convinced  him 
that  gas,  long  in  oversupply,  would  even- 
tually be  a  good  investment  that  would 
attract  the  farsighted. 

At  the  outset  Baldwin  ran  the  part- 
nership, which  Rainwater  put  little  capital 
into.  Albin  joined  from  the  Bass  Invest- 
ment Limited  Partnership  in  which  Rain- 
water invested.  Hersh,  who  had  a  sum- 
mer job  with  Rainwater,  began  with  the 
Baldwin  venture  during  his  last  year  at 
Stanford  Graduate  School  of  Business, 
working  from  his  dorm.  Many  classmates, 
bound  for  hot  Silicon  Valley  jobs,  thought 
he  was  nuts  going  into  natural  gas. 

Small  wonder.  Despite  occasional 
jumps  in  gas  prices,  the  industry  re- 
mained a  backwater  until  recently. 
Today  gas  trades  at  the  wellhead  at  $5.15 
per  million  British  thermal  units,  triple 
the  price  in  March  1999.  (Depending  on 
the  mix  of  hydrocarbons  in  the  gas,  a 

Gas  Producers  That  Cook 


million  Btus'  worth  comes  pretty  cl 
to  an  alternative  measure  of  gas  qu: 
tity — 1,000  cubic  feet.)  The  rise  is  <j 
to  the  low  gas  prices  of  the  late  199 
which  have  curtailed  exploratit 
crimping  supply.  But  higher  demand 
a  more  important  factor  in  the  ru 
up — one  that  promises  to  forestall « 
other  bad  tumble.  Gas  futures  two  yq 
out  trade  at  $4. 

Reason:  Clean-burning  gas  is  i 
creasingly  the  fuel  of  choice  for  utiliti 
which  are  facing  surging  electric 
usage  from  home  computers  and  lnti 
net  traffic.  Today  15%  of  generators  i 
gas-fired,  versus  50%  for  coal.  Yet  of  I 
250  power  plants  under  construction! 
in  development,  98%  will  be  gas-fuel^ 

Although  this  trend  is  of  recent  vi 
tage,  Natural  Gas  Partners  claims  a  T\ 
compounded  annual  rate  of  return  do 
ing  its  dozen  years  of  existence.  And  N 
hasn't  wanted  for  new  investment  d 
lars:  The  group's  latest  fund,  which  clos 
in  March,  raised  $370  million.  Natul 
Gas  Partners  mainly  backs  fledgling,  p 
vately  held  producers  that  can  be  so, 
later  for  tidy  premiums.  It  also  has  til 
equity  stakes  in  mostly  smallish  pub 
companies.  Exception:  big  boy  Phillil 
Petroleum  (market  cap,  $16  billion). 

Although  Rainwater  has  never  had 


Despite  higher  gas  prices,  these  producers'  stocks  trade  for  less  than  it  costs  to 
buy  the  wells.  And  the  companies'  wells  will  last  longer  than  the  industry  norm. 

Reserve 

life  Per-share 

Recent        index1  liquidation 
Company                                                    price         (years)  value 


Devon  Energy 

$59.45 

9 

$70 

Nuevo  Energy 

19.75 

15 

30 

Phillips  Petroleum 

63.56 

13 

80 

Pioneer  Natural  Resources 

13.63 

14 

22 

Prize  Energy 

17.63 

14 

33 

Vintage  Petroleum 

23.19 

17 

30 

Prices  as  of  Oct  19.  'Current  total  proved  reserves  divided  by  current  annual  production. 
Sources:  Natural  Gas  Partners;  Bloomberg. 
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David  Albin  and 
Ken  Hersh,  out 
in  the  gas  patch. 


hand  in  managing  the 
group,  he  has  done 
deals  with  Natural  Gas 
Partners.  They  teamed  up  to  buy  T. 
Boone  Pickens'  Mesa  Petroleum,  re- 
dubbing  it  Pioneer  Natural  Resources. 

How  has  Baldwin's  brainchild  done 
well  in  what  has  been  a  dismal  business? 
One  of  the  firm's  tenets  is  to  avoid  ex- 
ploration companies,  deeming  them  far 
too  risky  and  capital-intensive.  Also,  the 
six  publicly  traded  as  well  as  private 
operators  in  which  the  group  has  in- 
vested have  wells  that  will  last  longer 
than  the  industry's  eight-year  average. 
That's  determined  by  dividing  a  pro- 
ducer's proved  reserves  by  yearly  pro- 
duction rates  (see  table,  opposite).  The 
longest-lived  wells  are  on  land,  mainly 
in  the  Southwest  and  California — the 
best  can  last  14  to  15  years.  Offshore 
wells:  from  three  to  six. 

Another  tenet  is  that  gas  remains  un- 
dervalued, despite  price  hikes  this  year, 
meaning  bargains  still  abound.  The 
partnership's  publicly  traded  companies 
trade  at  less  than  the  liquidation  value 
of  their  wells.  Properties  in  the  ground 
until  recently  were  valued  at  about  $5 
per  barrel  of  oil  equivalent.  (A  BOE  is 
5,600  cubic  feet  of  gas.)  Today  acquir- 
ers are  paying  $8  to  $9  per  BOE.  Mean- 
while, the  stock  market  is  pricing  the 
shares  as  if  gas  in  the  ground  were  worth 
only  $5  to  $6  per  BOE. 

So  says  Philip  Smith,  once  an  execu- 
tive in  an  Oklahoma  gas  pipeline  outfit 
called  Mega.  Smith  is  one  of  the  entre- 
preneurs who  has  repeatedly  found  fund- 
ing from  NGP.  In  return  for  NGP  capital 
Smith  pledged  to  put  up  everything  he 
owned,  and  got  Baldwin's  support  to  buy 
Mega's  oil  and  gas  properties  in  1992. 
The  new  company,  Tide  West,  was  sold 
in  1996  for  $200  million,  and  NGP  made 
nine  times  its  original  investment.  Last 
year  the  partnership  laid  out  $44  million 
to  help  Smith  set  up  Prize  Energy.  Prize's 
shares  trade  at  $18,  while  their  liquidating 
value  is  $33. 

Will  prices  stay  high?  "Prices  will 
soften,"  says  Hersh.  "But  the  wind  is 
now  at  our  back,  not  in  our  face."  F 
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RE  Al  ESTATE 


They  Spend  Your  Money 

Mutual  funds  have  to  disclose  their  expense  ratios.  REITs  don't,  but  you  can  calculate 
on  your  own  what  percent  of  your  assets  are  eaten  up  in  overhead.  Here's  how. 


BY  STEPHANE  FITCH 

THE  SECURITIES  &  EXCHANGE 
Commission  has  been  regulating 
mutual  funds  since  1940  and  is 
quite  accomplished  at  the  exercise.  One 
consequence  is  that  funds  must  display 
in  financial  reports  their  expense  ra- 
tios— the  percent  of  your  money  that 
gets  eaten  up  every  year  in  manage- 
ment fees  and  other  overhead.  Not  so 
for  real  estate  investment  trusts,  which 
hold  portfolios  of  buildings  rather  than 
securities.  This  newer  kind  of  invest- 
ment company  operates  with  the 
shades  half-drawn. 

Expenses  matter,  because  they  add 
up  over  time.  Also,  they  are — unlike 
gains  and  losses — one  aspect  of  your 


performance  that  is  somewhat  pre- 
dictable and  therefore  subject  to  your 
control.  You  can  shop  for  an  efficient 
mutual  fund,  and  you  can  shop  for  a 
REIT  with  lean  overhead. 

The  REIT  industry  excuses  its  some- 
what murky  disclosures  with  the  argu- 
ment that  buildings  are  very  different 
from  stocks  and  bonds.  A  fund  can  cal- 
culate its  net  asset  value  easily  enough 
by  toting  up  the  value  of  its  holdings, 
priced  at  the  last  close.  A  REIT  can't 
make  a  dependable  NAV  calculation 
without  hiring  an  appraiser  to  assess 
each  property.  And  this  is  a  rough  mea- 
sure since  an  appraisal  for  a  building 
isn't  usually  performed  regularly,  and 
often  is  done  only  when  it  is  to  be  sold. 


But  you  can  still  get  a  sense  of  ho 
cost-efficient  your  REIT  is.  For  the  e? 
pense  figure,  take  the  "general  and  ac 
ministrative"  costs  disclosed  on  the  in 
come  statement.  These  expenses  are  fc 
things  like  the  accounting  fees  and  th 
salary  of  the  chairman — or  his  lirn 
driver;  they  do  not  include  the  opera 
ing  expenses  of  the  buildings,  like  prop 
erty  taxes  and  janitors'  salaries. 

NAV  is  a  little  trickier.  You  nee 
that  appraisal  for  a  REIT's  propertie 
Then  you  subtract  from  that  th 
REIT's  total  mortgages  and  other  det 
obligations  to  arrive  at  a  theoretia 
liquidating  value. 

Getting  the  necessary  figures  fo 
NAV  is  tough;  usually  it's  privy  only  t 
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stitutional  investors.  Lacking  an  offi- 
il  appraisal,  you  can  try  a  kindred 
easure — the  market  capitalization  of 
e  REIT.  Divide  G&A  by  equity  value 
d  you  have  an  expense  ratio.  The 
:akness  of  this  gauge,  though,  is  that 
arket  cap  is  only  loosely  related  to 
iderlying  property  values. 

That's  why  we  prefer  NAV  when  it's 
ailable.  Green  Street  Advisors,  an  in- 
pendent  research  firm  in  Newport 
;ach,  Calif,  that  specializes  in  REIT 
)cks,  has  gone  through  this  exercise 


though  by  no  means  the  worst  of- 
fender, is  CarrAmerica  Realty,  a  Wash- 
ington, D.C.  REIT  with  276  office  build- 
ings sprinkled  throughout  the  country. 
CarrAmerica's  general  and  administra- 
tive costs  will  be  near  $48  million  this 
year.  That's  2.1%  of  the  $2.3  billion  in 
property  equity  that  Green  Street  fig- 
ures CarrAmerica  has.  And  a  stiff  8.3% 
of  revenues.  Lacking  the  wherewithal  to 
make  expense  projections,  you  could 
take  CarrAmerica's  G&A  for  1999  and 
find  nearly  identical  numbers. 


COMPARE  YOUR  REIT'S  EXPENSES  WITH  ITS 
RIVALS'.  YOU  MIGHT  NOT  LIKE  WHAT  YOU  SEE. 


!r  70  large  REITs,  a  sample  of  which 
e  shown  in  the  table  below. 

Another  comparison  point  we  like: 
jneral  and  administrative  expenses  as  a 
action  of  revenue.  Revenue  is  a  much 
ore  gettable  number  than  NAV.  It's 
ainly  rents,  but  also  includes  gains 
Dm  property  sales  and  income  from 
mant  services  like  cable  access.  At 
licago-based  Equity  Residential  Prop- 
kies  Trust,  one  of  the  more  efficient 
ilTs,  this  ratio  is  a  rock-bottom  1.3%. 

Equity  Residential  owns  223,000 
•artments  in  35  states.  It  is  en  route  to 
ending  $26  million  this  year  on  offi- 
r  salaries,  travel  expenses,  national 
Ivertising  and  other  such  costs.  That's 
4%  of  its  $7.2  billion  in  equity  in  the 
>artment  buildings,  as  estimated  by 
reen  Street. 

The  story  is  also  favorable  at  Gen- 
al  Growth  Properties,  a  Chicago  fund 
ith  100  shopping  malls  in  37  states, 
ugality  is  sacrosanct  at  this  REIT, 
hief  Financial  Officer  Bernard  Frei- 
tum  says  his  boss,  Chief  Executive 
hn  Bucksbaum,  is  avid  on  the  subject: 
iere's  a  guy  who  rides  the  bike  to 
ork  and  even  takes  it  with  him  on  the 
>ad.  So  maybe  instead  of  going  out  for 
>me  fancy  entertainment,  he  goes  for 
Iride.  That  stuff  sinks  into  the  com- 
any  culture.  We  try  not  to  feel  our 
estyles  have  to  be  as  big  as  our  prop- 
ties  are." 

Toward  the  other  end  of  the  scale, 


For  the  leaner  REITs,  expense  ratios 
compare  favorably  with  those  in  the 
mutual  fund  business.  The  famously  ef- 
ficient Vanguard  500  Index  Fund's  ex- 
pense ratio  is  a  mere  0.2%  of  net  assets 
annually. 

CarrAmerica's  vice  president  of 
capital  markets,  Stephen  Walsh,  says 
an  active  program  of  constructing 
new  office  buildings  requires  extra 
costs.  For  instance,  the  REIT  is  putting 
up  an  800,000-square-foot  building 
for  mutual  fund  company  Janus  in 
Denver.  Costs  for  in-house  develop- 
ment and  leasing  specialists  show  up 
on  the  G&A  line,  not  with  the  janitors 
and  property  taxes. 

Indeed,  some  property  types  incur 


higher  expenses  than  othei 
and  industrial  REITs  are  costlier  to  op- 
erate than  those  owning  re 
or  apartments,  says  Dresur.er  Kleinwort 
Benson  analyst  Sheila  McGrath. 

Consider  the  case  of  office  building 
owner  Equity  Office  Properties  Trust.  It 
shares  a  chairman,  Samuel  Zell.  with 
the  efficiently  run  Equity  Residential. 
Equity  Office  isn't  nearly  as  efficient  as 
the  apartment  company.  The  $81  mil- 
lion in  general  and  administrative  costs 
it  piled  up  last  year  was  0.8%  of  its  net 
assets,  double  the  Equity  Residential 
figure. 

McGrath  explains  that  a  fair  por- 
tion of  the  G&A  budget  at  Equity  Office 
is  spent  by  the  company's  research  de- 
partment, which  tries  to  come  up  with 
new  kinds  of  services — wireless  and 
broadband,  for  example — to  sell  to  its 
many  tenants.  There's  much  less  of  this 
sort  of  research  and  development  at 
Equity  Residential. 

So  treat  the  raw  expense  scores  as 
just  a  starting  point  in  your  research, 
and  compare  a  REIT  to  others  with  the 
same  kinds  of  holdings.  As  a  rough  rule 
of  thumb:  You  should  look  for  ratios  of 
G&A  to  revenue  at  or  below  these  num- 
bers: for  an  apartment  REIT,  3.2%;  for  a 
mall  REIT,  3.4%;  for  an  office  or  ware- 
house REIT,  4.7%.  They're  only  loosely 
correlated  to  NAV  multiples.  But  if  the 
revenue  ratio  is  high,  you  can  bet  the 
NAV  one  will  be  too.  F 


The  Cost  of  Owning  Real  Estate 


To  put  together  a  good  ballpark  figure  for  a  REIT's  "expense  ratio,"  compare  its 
general  and  administrative  costs  to  its  revenues  and,  if  possible,  to  the  net  value 
of  its  properties.  Here  are  some  standouts  at  either  end  of  the  spectrum. 


REIT/property  type 

Recent 
price 

G&A1 
(millions) 

G&A/NAV 

G&A/ 
revenues 

LEAN 

Arden  Realty/offices 

$25 

$7.4 

0.4% 

2.0% 

Equity  Residential  Property  Trust/apartments 

46 

26.1 

0.4 

1.3 

General  Growth  Properties/shopping  malls 

30 

6.4 

0.3 

1.0 

LARDED 

Alexandria  Real  Estate  Equities/office  buildings 

34 

8.4 

1.9 

8.4 

Associated  Estates  Realty/apartments 

8 

14.0 

6.3 

9.1 

CarrAmerica  Realty/ off  ice  buildings 

29 

48.0 

2.1 

8.3 

Mills  Corp/shopping  malls 

17 

15.0 

1.9 

8.1 

'Annualized  general  and  administrative  expenses  based  on  second-quarter  filings.  Sources-  SNL  Securities;  FactSet 
Research  Systems;  Dresdner  Kleinwort  Benson;  Green  Street  Advisors;  Forbes  calculations. 
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CYBERINVESTOR 


Get  'em  While  They're  Cole 

Six  months  ago  the  upstart  companies  building  the  world's  broadband  fiber-optic  networks 
could  do  no  wrong.  Today  they  can  do  no  right.  If  accurate  pricing  lies  somewhere  in  the 
middle,  there  are  now  some  tempting  bargains  in  bandwidth. 


BY  DEBORAH  ORR 

STOCK  MARKET  INVESTORS  ARE 
always  manic-depressive.  Rarely, 
however,  have  investors  demon- 
strated their  ability  to  shoot  to  higher 
highs  or  slump  to  lower  lows  than  over 
the  past  year,  as  they  have  tried  to  price 
the  debt  and  equity  of  the  entre- 
preneurial companies  laying  the  pipes 
through  which  will  flow  much  of  the 
commerce  of  the  information  age. 

We're  talking  about  the  outfits  that 
are  digging  up  streets  and  laying  down 
fiber-optic  cable,  mostly  in  the  U.S.  and 
Europe.  Through  these  broadband  con- 
duits will  flow  interactive  media  and 
the  always-on  Internet  services  that  will 
someday  be  as  common  as  water  and 
electricity. 

But  the  market's  tech  malaise  has 
clobbered  broadband  fiber  stocks,  as 
well  as  their  junk  bonds.  The  fears:  too 
much  debt;  too  many  companies  laying 
too  much  fiber;  too  many  carriers  plan- 
ning to  raise  money  to  build  wireless 
networks. 

Nevertheless,  the  magnitude  of  the 
collapse  in  prices  suggests  that  these 
problems  have  now  been  priced  into 
the  broadband  companies'  shares  and 
bonds.  Time  for  a  contrarian  play,  with 
bargains  abounding  in  bandwidth. 

And  time  to  look  twice  at  some  of 
the  fears.  Like  the  one  about  a  band- 
width glut.  Yes,  there  is  a  lot  of  capacity 
going  in  the  ground.  But  the  demand 
for  big  pipes  to  carry  bits  of  informa- 
tion— whether  in  the  form  of  basic 
data  files  or  video  libraries — is  explod- 
ing. Many  consultants  are  forecasting 
that  the  number  of  broadband  connec- 
tions in  Europe  will  increase  thirtyfold 
over  the  next  four  years. 

To  judge  from  history,  the  predic- 


■ 


ID 


tions  will  probably  prove  far  too  con- 
servative. Why?  Because  there  is  no  way 
to  know  how  many  new  information- 
based  services  will  be  developed  once 
the  delivery  networks  are  in  place.  It's 
like  trying  to  predict  car  sales  before  the 
highways  are  paved. 

According  to  research  at  Lucent's 
Bell  Labs,  demand  has  consistently  out- 

Broadband  Survivors 


stripped  forecasts  within  a  matter  o 
few  years.  In  1978  Bell  Labs  believ 
that  the  world  would  never  need 
move  more  than  one  gigabit  of  data  a 
time.  Capacity  is  now  more  like  1,0 
times  those  early  forecasts.  What  abc 
all  those  wireless  broadband  netwoi 
under  construction  in  Europe?  Th 
will  in  fact  help  global  broadband  pi 


Here  are  II  solid  players  in  the  field  who  stand  a  good  chance  of  emerging 

triumphant  as  either  strong  consolidators  or  tempting  targets  for  acquirers. 

Right  now,  though,  the  market  values  these  hotshots  at  less  than  they're  worth. 

Name/country 

Recent 
price 

52-week 
high 

%  change  since 
high 

360networks/Canada 

$15.56 

$24.19 

-35.7% 

Cable  &  Wireless/UK 

12.90 

24.93 

-48.3 

Colt  Telecom/UK 

27.54 

66.11 

-58.3 

Energis/UK 

6.43 

12.75 

-49.6 

Global  Crossing/US 

24.63 

61.81 

-60.2 

Infonet  Services/US 

6.88 

33.69 

-79.6 

Jazztel/Spain 

14.43 

124.41 

-88.4 

KPN  Qwest/Netherlands 

18.63 

92.25 

-79.8 

Level  3  Communications/US 

58.38 

132.25 

-55.9 

United  Pan-Europe  Comm/Netherlands 

14.26 

82.26 

-82.7 

X0  Communications/US 

30.00 

66.25 

-54.7 

Prices  as  01  Oct.  16.  Sources:  Interactive  Data  Corp.  and  Worldscope.  via  FactSet  Research  Systems. 
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ilders.  Much  of  the  wireless  Web  will 
ss  through  the  terrestrial  lines  on  its 
iy  to  mobile  handsets. 

The  financing  needs  of  laying  fiber  in 

ground  and  installing  servers  and 
:tware  to  carry  massive  amounts  of 
ta  look  downright  reasonable  corn- 
red  with  the  costs  of  building  a  wireless 
twork.  The  price  tag  for  building  new 
reless  networks  in  western  Europe  will 

something  like  $175  bil- 
n.  By  contrast,  the  top  ten 
er-optic  builders  in  Europe 
11  need  only  another  $20 
lion  to  $40  billion  over  the 
xt  few  years. 

No  question  that  the 
ling  prices  that  telecoms  can  charge 
r  bandwidth  are  frightening  at  first 
ince.  "Prices  for  pure  capacity  will  fall 
i  the  order  of  70%  a  year  for  the  next 
o  to  three  years — and  that's  a  conser- 
tive  estimate,"  says  Oleksiy  Soroka,  a 
nk  bond  analyst  in  London  for  Credit 
lisse  First  Boston. 

The  dark  cloud  on  the  horizon  is  a 
•sitancy  by  investors  to  put  up  the 
pital  that  companies  need  to  keep 
hiding  their  networks.  Many  of  the 
laller  players  already  loaded  down 
ith  debt  won't  get  capital.  For  them 
id  their  investors  the  best  hope  is  an 
jportunistic  takeover  by  a  bigger 
ayer  with  a  healthier  balance  sheet. 
Dmpanies  in  this  vulnerable  class:  RSL, 
lus  and  Global  TeleSystems. 

By  contrast,  for  the  healthier  oper- 


ators the  capital  markets  remain  open 
even  now,  although  terms  are  far  less 
generous  than  a  year  ago.  Example: 
Energis,  a  London-based  upstart  com- 
peting in  local  service.  Energis  raised 
$564  million  in  new  equity  on  Sept.  21 
but  at  tremendous  cost  to  sharehold- 
ers. Its  shares  sank  16%  in  the  two  days 
after  the  financing  was  announced, 
wiping  $1.5  billion  from  its  market 

THE  MARKET  SEES  TOO  MUCH 
DEBT,  TOO  MANY  FIBER  LAYINGS 

TOO  MANY  MRELESS 

capitalization. 

As  public  investors  have  stampeded 
out  of  broadband  carriers,  shrewd  pri- 
vate-equity investors  have  moved  in.  An- 
thony Klarman  and  Melvin  Rosa,  junk- 
bond  telecom  analysts  with  Deutsche 
Bank,  calculate  that  such  private  equity 
outfits  as  Forstmann  Little,  Hicks  Muse, 
Vulcan  and  Thomas  Lee  have,  in  the 
past  year,  invested  close  to  $10  billion  in 
U.S.  companies  competing  in  the  local 
market. 

Another  likely  source  of  money: 
vendor  financing  from  Nortel,  Lucent, 
Motorola  and  other  equipment  makers. 
Possible  winners: 

Cable  &  Wireless:  It  bought  MCl's  net- 
works in  1998  and  is  now  buying  fiber 
in  Europe,  giving  it  immediate  installed 
capacity  at  a  bargain  price.  Unlike  the 


or  assets 


i  ng  dark  fiber  in  Europe  and  Latin  America  to  connect  with  transatlantic  and  North  American  lines  

ates  phone  services,  broadband  data  services,  interactive  entertainment  and  information  with  a  history  of  global  reach 
i  :om  and  Internet  services  in  the  U.K.  and  northern  Europe.  Customers  include  Reuters,  the  London  Stock  Exchange 

i  ted  with  basic  phone  services  for  business  customers;  now  carries  one-third  of  Net  traffic  in  the  U.K.  

I  soon  be  the  only  provider  with  a  seamless  fiber  network  that  circles  the  globe  

■ides  cross-border  managed  data  communications  services  to  multinationals  through  its  World  Network  

ated  construction  of  a  broadband  fiber-optic  network  to  serve  the  Iberian  Peninsula's  business  community  

ing  fiber  in  connecting  loops  around  the  European  continent;  serves  only  business  clients  with  broadband  services 
!  ding  the  first  international  communications  network  to  use  Internet  Protocol  technology  from  end  to  end 


ring  broadband  access  and  phone  service  to  residential  and  small-business  customers 
idband  services  to  businesses  in  51  U.S.  cities;  buying  installed  fiber  in  Europe 


upstarts  it  competes  ag 
make  money  next  year 
global  reach.  The  pile  of  cash  and  shares 
it  received  from  selling  Hongkong  T  •] 
com  makes  it  a  takeover  target. 

KPN  Qwest  This  firm  coml  >in<  s  the 
know-how  that  KPN,  the  Dutch  na- 
tional carrier,  has  in  Europe  with  the 
management  and  engineering  talent 
from  U.S.  broadband-builder  Qwest. 
The  18-month-old  company  is 
on  much  more  solid  ground 
than  most  of  its  competitors. 
KPN  Qwest  already  has  more 
high-quality    fiber    in  the 
ground  than  any  other  chal- 
lenger to  Europe's  national 
carriers.  It  has  a  Web-hosting  joint  ven- 
ture with  IBM  and  plans  to  steal  a 
march  on  some  local  carriers  with  its 
high-speed  DSL  services. 

XO  Communications:  Controlled  by 
Craig  McCaw,  the  U.S.  cellular  baron, 
the  six-year-old  company  (formerly 
Nextlink)  is  in  some  U.S.  cities  and 
bought  an  international  Internet  ser- 
vice provider  last  year,  giving  it  entry  to 
the  European  market.  XO  is  also  in  the 
process  of  purchasing  a  fiber  network 
connecting  2 1  European  cities;  it  will  be 
ready  by  next  year.  XO  has  pushed  hard 
into  data  services,  which  will  provide 
40%  of  revenues  this  year. 

Level  3:  James  Crowe,  the  man  who 
built  Uunet,  an  early  Internet  back- 
bone, is  at  it  again  with  Level  3  Com- 
munications. Level  3  is  a  pure  Internet 
Protocol  network,  already  up  and  run- 
ning in  big  U.S.  cities  and  in  five  Euro- 
pean markets.  Crowe  promises  "aggres- 
sive and  disruptive"  bandwidth  pricing. 

Energis:  The  London-based  com- 
pany focuses  on  business  clients,  where 
margins  are  higher,  and  is  moving  from 
voice  traffic  to  data. 

Colt  This  is  an  eight-year-old  Lon- 
don-based competitor  in  local  markets 
with  a  U.K.  network  "second  to  none," 
says  Sean  Johnstone,  a  telecom  analyst 
at  SG  Securities  in  London.  But  it  is  still 
primarily  a  voice  carrier.  It  aims  to  add 
more  cities  to  its  network  and  expand 
data  services  from  the  U.K.  to  the  Con- 
tinent. One  market  whisper:  a  merger 
with  KPN  Qwest.  F 
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Bond  Swap 

If  you  haven't  reviewed  your  bond 
fund  holdings  recently,  you  may  be 
missing  a  tax-saving  opportunity. 


BY  DANIEL  KRUGER 

INVESTORS  HAVE  BEEN  PAYING  MORE 
attention  lately  to  the  smart  tax  man- 
agement of  their  stock  portfolios. 
They're  souring  on  mutual  funds  that 
distribute  unwanted  capital  gains  and 
learning  how  to  harvest  losses  with 
stock  swaps — that  is,  by  selling  a  loser 
and  replacing  it  with  a  similar  security. 

But  one  fertile  area  for  tax  savings 
remains  largely  unplowed:  bond-fund 
swaps.  It's  a  pity,  because  there  are 
some  taxes  to  be  saved  here,  consider- 
ing that  the  yield  on  30-year  Treasurys 
is  now  around  5.75%,  up  from  below 
5%  at  the  end  of  1998.  Of  course,  as 
rates  rise,  bond  prices  fall. 

Between  the  end  of  1998  and  Sept. 
30,  2000,  Merrill  Lynch's  U.S.  Invest- 
ment Grade  Corporate  Bond  index  fell 
9%  and  its  High  Yield  index,  12%. 

A  handful  of  funds,  shown  in  the 
table  below,  have  posted  price  drops  of 
at  least  30%  within  the  past  five  years. 
Yet  even  more  modest  declines  present 
an  opportunity  to  save  some  taxes  and 


perhaps  refurbish  your  bond  portfolio. 

Say  you  invested  $50,000  in  the  Fi- 
delity High  Income  fund  at  the  start  of 
1999.  On  Sept.  30  your  original  stake 
(not  counting  the  $7,424  of  dividend 
income  you've  received  and  already 
been  taxed  on)  was  worth  $43,931. 

Sell  the  fund,  book  a  $6,069  long- 
term  capital  loss  (which  you  then  use  to 
offset  other  gains)  and  reinvest  in  an- 
other high-yield  bond  fund.  Vanguard's 
High  Yield  Corporate  would  be  a  plau- 
sible candidate;  it  has  the  added  virtue 
of  a  low  expense  ratio  (0.28%  of  assets 
a  year,  compared  to  Fidelity's  0.75%), 
and  has  done  better  over  the  last  three 
years.  Happily,  you  can  make  this  swap 
without  worrying  about  running  afoul 
of  the  tax  code's  wash-sale  rule,  says 
Phoenix  CPA  Edward  Zollars.  The  rule 
says  you  can't  book  a  capital  loss  on  a 
security  sale  if  you  buy  a  "substantially 
identical"  security  within  31  days.  Mu- 
tual stock  and  bond  funds,  other  than 


Swap  Meat 


High-yield  bond  funds  have  declined  the  most,  making  them  prime  candidates  for 
tax  swaps.  Municipal  funds  can  be  swapped,  too,  but  their  losses  are  smaller. 

FUND 

5-year 

NET  ASSET  VALUE 

Decline 

Assets 

TAXABLE 

annualized 
total  return1 

10/5/95 

10/5/00 

in 

NAV 

8/30/00 
(Smil) 

PilgrirmHi  Tot  RetB 

-0.5% 

$4.49 

$2.57 

-43% 

$135 

MSDW  High  Yld;D 

2.5 

6.80 

4.11 

-40 

247 

PaineWbr  High  lncome;A 

0.7 

7.24 

4.55 

-37 

150 

Delaware  Delchester;B 

08 

6.25 

4.11 

-34 

199 

Deutsche  Em  Debt;lnst 

10.1 

10.63 

7.15 

-33 

320 

MUNI 

Dreyfus  Prem  Muni:FL;A 

3.7% 

$14.96 

$13.17 

-12% 

$119 

Delaware  Tx-Fr  USA;A 

3.7 

12.09 

10.72 

-11 

421 

Dreyfus  Gen  Muni  Bond 

4.2 

14.85 

13.34 

-10 

434 

Muni  Fd  Inv  Accum  Progrnt 

4.2 

18.68 

16.86 

-10 

430 

Franklin  TF:TX;A 

4.3 

11.53 

10.41 

-10 

104 

'Through  Oct.  5.  Source:  Upper  Inc. 

index  funds,  are  diffa 
ent  enough  that  y< 
shouldn't  have  was 
sale  woes.  After 
days  you  can  swit 
back  to  the  origin 
fund  if  you  are  reai 
fond  of  it. 

A  better  altern 
tive,  if  your  tax  bract 
is  28%  or  higher,  m 
be  to  book  your  lc 
and  replace  the  taxable  fund  with 
long-term  municipal  bond  fund,  sa 
Gary  Schatsky,  a  New  York-based  fe 
only  financial  planner.  "Municip 
yields  have  reached  extraordinari 
high  rates  in  relationship  to  their  ta 
able  equivalents,"  he  notes. 

Historically,  long-term  municip 
bonds  have  paid  an  average  of  83% 
the  yield  on  long-term  Treasury 
Now,  they're  paying  almost  96% 
the  Treasury  yield.  Yet  state  and  loc 
governments  are  more  fiscally  fit  ths 
at  any  time  since  the  Eisenhower  a 
ministration,  says  loseph  Deane,  wl 
runs  SSB  Citi  Asset  Management 
Managed  Municipals  fund.  Th 
means,  he  adds,  they're  likely  to  bo 
row  less  in  the  future,  keeping  supp 
tight  and  prices  firm. 

If  municipals  don't  interest  yo 
William  Hornbarger,  a  fixed-incon 
strategist  with  A.G.  Edwards,  sugge 
you  switch  from  high-yield  to  inve; 
ment-grade  corporate  funds.  Why?  f 
figures  that  all  those  junk  bonds  issu« 
in  1998  and  1999  are  due  to  begin 
painful  shake-out  soon,  particularly 
the  economy  stumbles.  (For  a  contra 
view,  see  p.  390.) 

What  if  you  hold  individual  bond 
Should  you  attempt  a  tax  swap  no\ 
Only  if  you  have  a  substantial  los 
Swapping  no-load  funds  costs  little « 
nothing.  But  selling  $50,000  in  ind 
vidual  bonds  and  buying  $50,000 
replacements  could  easily  cost  yc 
$1,000  in  hidden  bid/ask  spreads.  S 
if  you  book  a  $5,000  loss,  you'll  gi 
your  broker  all  your  tax  savings.  Y 
another  reason  why  investors  are  usi 
ally  better  off  owning  bond  funds  the 
individual  bonds. 
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d  to  get  through  supplier  bids  fast?  With  Bid  Com  you  can  run  un 

>n8er  w„,  Vou  bave  10  meet  every  sa,es  person  ,rom  Zn^ZCl  ^7  IT"  °"  ^ 
B.d.Com  is  just  as  helpful  wiih  your  jnvemo  u" V°«    9e.  be,,er  b,ds  a,  a  ,ower  cos,. 

H  us  a.  www.M.com  or  ,-888-287-7467  ex,  277  Bid  Com   Vn      k  °        aUC,i°nS  "°m  V°Ur  W*s,te- 

ex,.  277.  Bid.Com  -  You  re  buying,  you're  selling,  you're  making  money.  Fasl. 
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New  Order 


Decimal  pricing  will  make  online 
stock  trading  even  more  of 
a  contact  sport.  How  to  protect 
yourself  in  a  fraction-free  world. 

BY  JOSEPHINE  LEE 

FRACTIONS  ON  WALL  STREET  ARE 
going  the  way  of  cubits  and  fur- 
longs. By  next  spring  all  stock 
prices  will  be  decimalized  in  the  U.S. 
Now  they're  quoted  in  sixteenths  of  a 
dollar,  which  amounts  to  6.25  cents. 
The  theory  is  that  a  shrinking  of  the 
increment,  known  as  the  "tick  size"  in 
Wall  Street  argot,  to  a  penny  will  re- 
duce trading  costs.  Maybe  it  will — but 
for  whom?  You  or  the  pros?  It  will  be- 
hoove you,  when  the  entire  market  is 
fully  decimalized,  to  be  very  attentive 
to  how  you  place  your  orders  and  how 


long  you  allow  them  to  sit  with 
your  broker. 

In  some  cases  the  small  ticks 
will  save  you  money.  Instead  of 
bidding  for  5,000  shares  at  10'/i6, 
you  might  be  able  to  get  them 
with  a  bid  at  $10.05,  saving 
$62.50.  But  the  other  side  of  the 
scenario  is  that  the  small  ticks 
make  it  easier  for  the  pros  to  step 
in  front  of  your  order. 
"Day  traders  and  arbitragers  are 
going  to  find  more  opportunities  to  ex- 
ecute their  trading  strategies,"  says 
Michael  Cormack,  president  of  Archi- 
pelago, an  electronic-trading  outfit. 
That  means  you  must  be  quicker  and 
smarter  than  ever. 

Let's  say  you  want  to  sell  2,000 
shares  at  $40  each.  A  pro  trader  steps 
ahead  of  your  order  by  posting  an  ask 
for  $39.99  for  2,000  shares.  If  a  buyer 
bites,  the  pro  is  now  short  the  stock. 
The  market  could  go  two  ways  from 
here.  If  it  heads  down,  he  waits  a  few 
minutes  and  then  covers — perhaps  at 


$39.80,  pocketing  a  $380  profit.  If  the 
fails  to  slide,  the  pro  acts  quickly,  hittii)  s  si 
your  offer  and  losing  $20.  Your  stan  i1' 
ing  offer  to  sell,  that  is,  becomes  a  fr  leak 
call  option  for  a  speculator,  backsto 
ping  him  as  he  makes  a  speculative  b 
that  the  stock  will  fall. 

This  sort  of  banditry  goes  on  all  tl 
time  now,  but  the  price  of  admissicj 
for  the  speculator  is  higher — $125  ! 
our  hypothetical  case. 

What's  the  smart  investor  to 
One  strategy  might  be  to  reach  out  a  ij 
with  your  market  order,  improving  tl 
best  existing  offer  (or,  as  the  case  m 
be,  bid)  by  a  nickel  or  a  dime.  That  wi 
scare  away  short-swing  speculatol 
looking  for  an  easy  play.  Then  ins 
that  your  broker  fill  it  within  a  fe 
minutes  or  kill  the  order. 

Why  not  just  place  a  limit  order 
sell  at  $40  and  make  it  good  for  the  dai 
Because  this  is  a  lopsided  bet  you  a| 
making  against  all  the  pros  out  there 
the  stock  is  destined  to  rise  that  da 
your  $40  sale  will  of  course  be  execute 


k 
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Last  week,  America  spoke, 
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he  market  heads  down,  your 
l  stands  a  much  lower  chance 
being  executed.  Heads  you 
ak  even,  tails  you  lose.  Not  a 
)d  way  to  bet. 

The  best  thing  a  do-it-yourself 
der  can  do  is  to  look  deeper 
d  the  market.  It  pays  to  know 
at  orders  are  out  there.  And 
h  decimal  trading,  the  clutter 
iblem  will  be  intense.  If  you're 
lodest  trader  with  such  online 
ding  operations  as  Charles 
iwab  and  E-Trade,  you  see  only 
best  bid  and  ask  prices,  and  nothing 
\  Not  good  enough. 
Example:  You  want  to  buy  5,000 
ires,  and  you'd  prefer  to  do  it  at 
.50.  The  lowest  ask  price — which 
ji  as  a  buyer  must  take — on  the  Is- 
d  ECN  is  $39.50.  But  it's  for  only  100 
ires.  You  have  no  idea  how  many 
all  ask  orders  lie  between  $39.50  and 
).  So  you  end  up  buying  100  shares 
39.50,  another  100  at  $39.60,  200  at 
).97  and  on  and  on.  You  keep  drilling 


down  through  the  next-best  offers  until 
you  pay  more  than  you  intended. 

Another  problem  is  the  lurking 
monster  that  a  typical  online  broker 
doesn't  allow  you  to  see.  Say  you  want 
Cisco  stock  and  the  top  buy  offer  is  $58 
for  200  shares.  Several  layers  of  pennies 
beneath  that  is  a  20,000-share  bid  for 
$57.94  from  Merrill  Lynch.  Chances  are 
strong  that  Merrill  won't  simply  sit 
there;  it'll  improve  the  bid  considerably. 
If  you  don't  know  to  act  quickly,  Cisco 


may  quickly  be  too  | 

One  way  to  sharpen  your 
market  vision  is  to  look  at  the 
limit-order  books  posted  on  some 
big  electronic  communications 

5 networks  like  Island  and  Archi- 
pelago. Their  free  Web  sites  show 
a  long  list  of  them,  giving  you  a 
I  sense  of  the  market,  at  least  the 
corner  of  it  their  networks  serve. 

For  a  broader  look,  you  might 
sign  up  with  online  brokerages 
that  offer  you  Nasdaq  Level  II  ac- 
cess. This  lets  you  see  all  bids 
everywhere  in  the  market.  Level  II  costs 
as  much  as  $100  per  month,  although 
some  brokers  (such  as  AB.  Watley)  are 
rolling  out  free  Level  II  service  for  cer- 
tain customers. 

Should  you  have  a  sizable  order — 
say,  5,000  shares — it  might  make  sense 
to  break  it  up  into  pieces  so  the  sharpies 
are  less  inclined  to  play  with  you. 
Charles  Schwab's  Cybercorp  allows  you 
to  do  this,  charging  ($15)  for  only  one 
trade  instead  of  several.  F 


w  find  out  what  the  Street  is  saying. 


The  new  Administration  could  mean  it's  time  to  take  a  new  look  at  your  investments, 
low  CNBC  and  CNBC.com  for  comprehensive  coverage  of  the  short  and  long  term  reactions  on  Wall  Street. 


Watch  CNBC  all  Business  Day  Weekdays  5:OOAM-8:OOPM  ET. 
Log  on  to  CNBC.com  24/7  for  in-depth  analysis  and  investing  tools. 
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EARNINGS  ESTIMATES 

Corporate 

"  Or 

Outlook 

The  sharply  upward  trend  in  corporate  profits  has  been  tapering  off. 
So  look  carefully  before  selecting  a  stock  for  your  portfolio. 


BY  ROBERT  J.  SHERWOOD 

THERE  WAS  A  TIME  WHEN  12%  GROWTH  IN 
aggregate  profits  would  have  been  been  rea- 
son to  cheer,  but  the  booming  economy  of 
recent  years  has  made  investors  greedy  for 
more.  Reason:  On  a  year-to-year  basis  corpo- 
rate earnings  growth  exceeded  20%  in  each  of  the  last 
four  quarters — a  rate  which  IBES  International's  U.S. 
Equity  Strategist  Joseph  Kalinowski  calls  unsustainable. 

Analysts  traditionally  cut  their  earnings  forecasts  as 
a  fiscal  year  progresses,  and  in  the  past  few  months  they 
have  been  living  up  to  their  reputation.  In  July  1999  an- 
alysts expected  the  S&P  500  index  to  earn  a  composite 
$60  this  year  (before  one-time  gains  and  writeoffs).  The 
year  2000  forecast  for  the  S&P  500  is  now  down  to  $57. 
Trailing  earnings,  after  writeoffs,  are  currently  $52. 

What  about  next  year?  The  current  2001  forecast 
for  the  S&P  500  is  $64,  but  if  current  estimates  hold  up, 
Kalinowski  expects  no  more  than  $62.  One  reason  he 


is  bearish:  The  composite  estimate  is  pumped  up  by 
projected  rebounds  in  2001  for  industries  such  as  steel 
(92%  growth),  precious  metals  (64%)  and  textiles 
(41%).  These  same  groups  failed  to  live  up  to  similar 
expectations  for  this  year,  and  Kalinowski  wouldn't  be 
surprised  if  they  failed  to  deliver  again  in  2001.  In  short 
Kalinowski  expects  single-digit  growth  in  S&P  500  prof- 
its next  year. 

Despite  the  latest  meltdown  in  technology  stocks, 
Kalinowski  remains  bullish  about  this  sector.  The  cur- 
rent forecast  calls  for  a  38%  increase  in  2001  profits 
for  all  U.S.  technology  stocks  tracked  by  IBES.  Kali- 
nowski also  has  confidence  in  the  hefty  gains  fore- 
cast for  retailers,  Internet  portals  and  service 
providers,  and  leisure  goods  companies. 

Stocks  are  not  as  overvalued  as  they  were  earlier  in 
the  year.  The  tables  on  the  following  pages  focus  on 
possible  opportunities  in  this  cheapened,  if  not  ex- 
actly cheap,  market.  F 


IF  BASIC  INDUSTRIES  AGAIN  FALTER,  2001  S&P  500 
EPS  GROWTH  COULD  BE  IN  THE  SINGLE  DIGITS. 
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Cash  Flow  Bargains 


These  companies  all  sell  for  less  than  eight  times  estimated  year  2001  cash  flow  per  share  and  are  projected  to  show  at  leasl 
a  10%  gain  in  cash  flow  next  year.  These  are  priced  to  move— get  them  while  the  getting's  good. 


Company/business 

PRICE 
YTB 

Recent  change 

Market 
value 
($mil) 

ESTIMATED  CASH  FLOW1 
2000       2001  Growth 

2001  ESTIMATED 

Price/ 

cashflow     EPS  P/f 

Advanced  Micro  Devices/semiconductors 

$20.38 

41% 

$7,086 

$4.04 

$4.55 

13% 

5 

$2.46 

8 

Alcoa/aluminum 

illVuU/  CM  VI  PI  1 1 1 IU  III 

25.25 

-39 

25,659 

3.75 

4.61 

23 

6 

2.68 

9 

Barnes  &  Noble/bookstores 

17.94 

-13 

1.236 

3.60 

4.22 

17 

5 

1.96 

9 

Bowater/foi  est  products 

47.56 

-12 

2,366 

8.86 

12.00 

35 

4 

6.27 

8 

Centex/home  building 

33.50 

36 

1,941 

5.39 

6.06 

12 

5 

4.65 

7 

CenturyTel/telecom  sves 

31.50 

-34 

4,488 

4.54 

5.24 

15 

6 

1.89 

17 

Charter  Communications/cable  television 

17.69 

-19 

4,178 

2.59 

2.99 

16 

6 

-3.80 

NM 

Coca-Cola  Enterprises/beverages 

15.25 

-24 

6,717 

3.49 

3.99 

14 

4 

0.70 

22 

Continental  Airlines/airline 

42.69 

-4 

2,794 

13.20 

15.79 

20 

3 

6.69 

6 

FedEx/courier 

41.10 

0 

12,355 

5.98 

6.72 

12 

6 

3.05 

13 

Ingcrsoll-Rand  capital  goods 

32.94 

-40 

5,598 

5.67 

6.44 

14 

5 

4.18 

8 

Intermedia  Communications/telecom  sves 

22.00 

-43 

1,299 

1.88 

4.22 

124 

6 

-13.22 

NM 

international  Paper/forest  products 

27.63 

-51 

13,674 

6.84 

8.94 

31 

3 

4.10 

7 

Jones  Apparel  Group/apparel 

26.69 

-2 

3,197 

3.44 

3.98 

16 

7 

2.98 

9 

MasTec/telecom  support  sves 

26.56 

-10 

1,379 

3.04 

3.75 

23 

8 

2.08 

13 

Norfolk  Southern  Group/railroad 

12.56 

-39 

5,007 

2.00 

2.59 

30 

5 

1.30 

10 

Nucor/steel 

30.19 

-45 

2,485 

6.70 

8.17 

22 

4 

4.18 

7 

Pitney  Bowes/office  equipment 

27.81 

-42 

7,116 

4.04 

4.55 

13 

6 

2.75 

10 

Textron/aerospace 

22.88 

-70 

6,605 

7.29 

8.57 

18 

5 

5.33 

4 

3Com/network  equip 

19.44 

-59 

6,611 

1.92 

2.73 

42 

7 

0.77 

25 

Prices  as  of  Oct.  18.  'Per  share.  NM:  Not  meaningful.  Sources:  IBES  International  and  Interactive  Data  Corp.  via  FactSet  Research  Systems. 


Cheap  Stocks 


Despite  some  recent  trouble,  the  stock  market  remains  fairly  expensive:  2', 
times  trailing  earnings,  almost  double  the  20th-century  average  P/E.  But  most  o 
the  exuberance  in  pricing  is  concentrated  in  a  handful  of  technology  favorites 
There  is  a  great  mass  of  unpopular,  older  companies  trading  at  low  multiples  a 
their  profits.  The  table  above  displays  a  few. 

Here  we  use,  as  a  measure  of  profits,  so-called  cash  flow,  in  the  sense  o 
net  income  with  depreciation 


and  amortization  added  back  in. 
(Be  careful:  In  the  sloppy  lingo 
of  Wall  Street,  "cash  flow" 
sometimes  means  this  kind  of  profit  but  with  certain  adjustments  for  receiv- 
ables, inventory  and  accounts  payable;  and  sometimes  means  net  before 
subtraction  of  depreciation,  interest  and  taxes.)  It  is  out  of  cash  flow  that  a 
company  pays  down  debt,  makes  capital  expenditures  and  pays  dividends. 

The  table  above  has  20  stocks  that  trade  at  less  than  eight  times  the  cash  flow 
thai  analysts  project  for  the  year  2001.  We  limited  the  list  to  companies  with  mar- 
ket capitalizations  above  $1  billion  and  a  projected  cash  flow  gain  of  10%. 

Jones  Apparel  Group,  a  $3.1  billion  (sales)  clothing  manufacturer,  is  off  17% 
from  its  52-week  high  of  $33.  Even  if  you  don't  like  Ralph  Lauren  and  other  labels 
sold  by  Jones,  you  have  to  like  the  price,  seven  times  projected  cash  flow.  Our 
list  also  includes  plays  in  hot  sectors  like  telecom  and  semiconductors,  and  in 
cool  ones  like  paper  and  steel.  Century  Tel,  a  phone-service  provider  based  in 
Louisiana,  has  been  deserted  by  investors  worried  about  its  increasing  over- 
head. Price:  six  times  next  year's  cash  flow.  —Rob  Wherry 


Widely  Held  Stocks 


These  popular  stocks  sell  at  estimated 
cash  flow  multiples  ranging  from  4  to  20 

2001  Es 
Recent  price/ 
Company  price      cash  f  lo 


Abbott  Laboratories 

$51.00 

20 

Alltel 

52.50 

| 

Bristol-Myers  Squibb 

58.88 

20 

El  DuPont  de  Nemours 

41.56 

8 

Lucent  Technologies 

21.00 

12 

McDonald's 

28.06 

11 

Procter  &  Gamble 

74.69 

16 

Sears,  Roebuck 

33.20 

4 

Verizon  Communications 

47.81 

6 

Walt  Disney  Co 

35.50 

16 

■ 


Prices  as  of  Oct.  18.  Sources:  IBES  International  and 
Interactive  Data  Corp  via  FactSet  Research  Systems. 
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Have  teamed  to  develop  in  association  with  its  Co-presenters 
Bentley  Systems  Incorporated,  Bidcom,  Inc.,  Bricsnet,  Buzzsaw.com, 
Cephren,  Inc.  and  PricewaterhouseCoopers  LLP,  PrimeContract 


E-Business 

n  the  Construction  Industry 


December  14-15,  2000 
The  Washington  Hilton 
Hotel  and  Towers 
Washington,  D.C. 


The  Forum  for  Owners,  Contractors,  Design  Professionals, 
Material  Suppliers  and  Providers  of  Services 
who  seek  to  use  the  Internet  as  a  strategic  tool 


DEVELOPED  WITH  SPONSORSHIP  SUPPORT  BY: 


\ssociated  General  Contractors  of 
\merica 

Bechtel  Group,  Inc. 

Bentley  Systems  Incorporated 

3idcom,  Inc. 

3ovis  Lend  Lease,  Inc. 

3ricsnet 

Builder  SupplyNet 
3uzzsaw.com 
entex  Rooney  Construction  Co. 
ephren,  Inc. 
hanneLinx.com,  Inc. 
3ontractorHub.com 


•  DuPont  Corporation 

•  Fluor  Daniel,  Inc. 

9  Ford  Motor  Company 

•  InfrastructureWorld.com 
■8  Ironmax.com 

®  IronPlanet 

•  KPMG  LLP 

•  Microsoft  Corporation 
%  Parsons  Infrastructure  & 

Technology  Group  Inc. 

■  Pepper  Hamilton  LLP 

•  PricewaterhouseCoopers  LLP 

•  PrimeContract 


t 


ProcureZone.com 

Pure  Markets  Corporation 

Remediation  Financial,  Inc. 

SAP  America 

Struxicon,  Inc. 

The  Construction  Services  Network 

Timberline  Software 

Turner  Construction  Company 

United  States  General  Services 

Administration 

Washington  Group  International,  Inc. 


CREATED  IN  PARTICIPATION  WITH: 


&  Associated  General  Contractors  of  America 


•  Construction  Claims  Monthly 


Y©S!  1  want  to  re9ister  for  E-Business  in  the  Construction  Industry 
lailto:  Fax  to:  Online: 


FRBS 


|l  Conferences  Inc. 
)1  Colesville  Rd.,  Suite  1100 
ker  Spring.  MD  20910-3928 


301-565-9769 

or  301-587-4530 

Visa,  MasterCard  or  AMEX  Only 


http://www.bpinew5.com/ebizconstr.htm 
Visa,  MasterCard  or  AMEX  Only 


Call: 

301-587-6300  or  800-274-0122 
(9:00  am  -  5:00  pm  Eastern,  M-H) 
Visa,  MasterCard  or  AMEX  Only 


ve  Money  —  Register  By  November  14th 


On  or  Before  November  14,  2000 

$1,100 


After  November  14,  2000 

$1,275 


II  Conference  Package 

Call  for  1  day  conference  rates  and  other  discounts 

type  or  Print  Clearly  As  You  Would  l  ike  Info  To  Appear  On  Your  Badge 
□  Ms.  □  Mrs. 


HOTEL  RESERVATIONS 
Call  the  Washington  Hilton  Hotel  and 
Towers  directly  at  1-888-324-4586 
and  identify  yourself  as  a  E-Business  in 
the  Construction  Industry  conference 
participant.  The  special  rates  are  offered 
until  November  22,  2000,  so  make 


State. 


>de 


Country. 
Fax  


□  Check:  Make  payable  to  BI'I  Conferences,  Inc. 
(Drawn  on  a  U.S.  bank,  in  U.S.  dollars) 

□  Credit  Card:  1  authorize  BPI  Conferences  to  charge  my  □  Visa 
□  MasterCard  □  AMEX 

Cancellation  Policy:  You  must  cancel  your  registration  in  writing 
(a  faxed  letter  is  acceptable)  by  November  22,  2000.  Your 
registration  will  be  refunded  less  a  $50  cancellation  fee.  After 
November  22,  2000,  no  refunds  will  be  issued,  however,  you 
may  send  a  substitute  from  your  organization. 

Card  Number   


Exp  Date . 


Credit  Card  Billing  Zip  Co 


and  Fax,  please  include  country  code  and  city  code. 


Signature  Required 


Watch  forPositive  Earnings  Surprises 


The  consensus  forecast  on  IVAX,  for  example,  calls  for  year  2000  profits  of  70  cents  a  share,  but  the  SmartEstimate— which 


is  adjusted  for  timeliness  and  the  reputation  of  each  analyst— 

PRICE 

calls  for  slightly  more. 

Market               2000  EPS                  2001  EPS  ESTIMATE 

Company/business 

YTD 

Recent  change 

value 
($mil) 

IBES  StarMine 
consensus    Smart  Estimate 

Analyst 

Mean    Number  agreemen 

Broadwing/broadband  telecom 

$22.94 

-38% 

$4,948 

-$0.86 

-$0.84 

-$0.64 

12 

low 

Devon  Energy/oil  &  gas  exploration 

61.00 

86 

7,782 

4.57 

4.85 

4.21 

27 

low 

IVAX/pharmaceuticals 

47.00 

174 

7,454 

0.70 

0.72 

0.90 

8 

low 

Manugistics  Group/supply  chain  software 

76.00 

135 

2,166 

0.20 

0.21 

0.47 

5 

averagt 

Murphy  Oil/integrated  oil 

62.44 

9 

2,812 

6.29 

6.49 

5.39 

14 

low 

Sylvan  Learning  Systems/educational  services 

15.19 

17 

637 

0.43 

0.46 

0.51 

6 

average! 

Vintage  Petroleum/oil  &  gas  exploration,  development 

23.50 

95 

1,475 

3.06 

3.20 

2.74 

19 

low 

Western  Gas  Resources/natural  gas  processing 

25.63 

94 

826 

0.96 

0.99 

1.34 

7 

low 

Prices  as  of  Oct.  18.  Sources:  StarMine  Corp.;  IBES  International  and  Interactive  Data  Corp.  via  FactSet  Research  Systems. 

Outsmarting  the  Estimates  m 

In  a  stock  market  where  beating— or  not  beating— a  consensus  earnings  fore- 
cast by  a  penny  or  two  can  make  a  big  difference  in  a  stock's  price,  San  Fran- 
cisco's StarMine  offers  a  new  way  to  glean  useful  information  from  the  num- 
bers behind  consensus  estimate  data.  StarMine  weighs  each  forecast  on  a 
company  according  to  its  timeliness  and  origin  (whether  each  estimate  comes 
from  an  analyst  with  a  good  or  bad  forecasting  record). 

StarMine  scores  are  used  to  create  a  new  consensus,  the  SmartEstimate, 
which  can  help  signal  whether  a  firm  is  likely  to  report  a  positive  or  negative 
earnings  surprise. 

In  August,  for  example,  the  third-quarter  SmartEstimate  for  Goldman  Sachs  Group  was  $1.49  a  share,  versus  the  IBES  con 
sensus  estimate  of  $1.45.  Goldman  Sachs  did,  indeed,  have  a  positive  surprise:  On  Sept.  19  it  reported  $1.62.  StarMine's  re 
cent  predictions  of  a  positive  surprise  for  Micron  Technology  was  also  correct,  as  was  a  prediction  of  a  negative  surprise  fo 
Temple-Inland. 

Just  like  unfiltered  earnings  estimates,  the  ones  from  StarMine  are  rarely  right  on  the  mark.  The  real  value  of  SmartEsti 
mates  is  in  signaling  surprises,  and  even  that  capability  is  far  from  infallible.  For  example,  an  expected  positive  surprise  fo 
Morgan  Stanley  Dean  Witter  failed  to  materialize. 

What  StarMine  can't  predict,  of  course,  is  how  creative  the  accountants  may  be  in  massaging  earnings  in  order  to  beat  th 
consensus.  According  to  David  Lichtblau,  a  vice  president  at  StarMine,  the  firm's  model  is  also  better  at  predicting  earnings  sur 
prises  that  are  a  quarter  or  two  away  rather  than  a  year  or  two  distant.  For  that  reason  this  group  of  tables  focuses  on  poten 
tial  earnings  surprises— both  positive  and  negative— for  this  year,  rather  than  2001.  Sylvan  Learning  Systems,  for  example,  ha 
a  year  2000  SmartEstimate  of  46  cents  a  share  versus  an  IBES  consensus  estimate  of  43  cents.  —Robert  J.  Sherwoo> 


Watch  for  Negative  Earnings  Surprises 


The  StarMine  system— SmartEstimate— adjusts  consensus  forecasts  to  take  account  of  recent  trends  in  analysts'  opinions. 
A  StarMine  number  lower  than  the  usual  consensus  is  a  red  flag.  Proceed  with  caution. 


PRICE 

Market 

2000  EPS  ESTIMATE 

2001  EPS  ESTIMATE 

Company/business 

Rscent 

YTD  value 
change  j  ($mil) 

IBES 

consensus 

StarMine 
SmartEstimate 

Mean 

Number 

analyst 
agreemen 

CSX/railroad 

$20.50 

-35% 

$4,484 

$1.25 

$1.15 

$2.27 

13 

low 

Georgia-Pacific  Group/forest  products 

22.63 

-55 

3,858 

4.13 

4.00 

4.86 

13 

low 

Mead/paper  products 

23.63 

-46 

2,250 

1.91 

1.82 

3.00 

14 

low 

Newmont  Mining/precious  metals 

14.06 

-43 

2,416 

0.36 

0.26 

0.88 

22 

very  low 

Station  Casinos/casinos 

15.81 

6 

952 

1.23 

1.21 

1.25 

14 

average 

Stillwater  Mining/precious  metals 

25.35 

-20 

977 

1.65 

1.71 

2.01 

17 

low 

USG/wallboard 

14,38 

-69 

639 

6.76 

6.28 

5.07 

9 

very  low 

XO  Communications/broadband  telecom 

29.75 

-28 

7,932 

-3.81 

-3.95 

-4.92 

18 

low 

■ 


Prices  as  of  Oct  18.  Sources.  StarMine  Corp  .  IBES  International  and  Interactive  Data  Corp.  via  FactSet  Research  Systems. 
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Zoomers 

These  are  expensive  stocks,  but  there's  a  reason:  Their  earnings  are  on  the  upswing.  All  are  supposed  to  deliver 
63%  or  better  gains  in  2001. 


Company/business 


AXT/semiconductor  materials 


J»R1££_ 


Recent 


YTD 

change 


$24.50 


41% 


Market 
value 
($mil) 


$464 


2001  EPS  ESTIMATE 


Analyst 

Mean      Number    agreement  P/E 


$0.84 


average 


29 


Project 
EPS 
growt 


68 


Cooper  Cameron/oilfield  svcs  &  equipment 


67.31 


38 


3,569 


2.56 


24 


average 


26 


63 


w 
to 

lir. 

B 
Id 

»* 


Cytyc/medical  diagnostics 


43.19 


41 


1,603 


1.11 


10 


average 


39 


106 


Elantec  Semiconductor/semiconductors 


87.06 


428 


1,727 


1.27 


average 


69 


63 


Nabors  Industries/oilfield  services 


53.67 


73 


7,828 


1.71 


22 


average 


31 


109 


National-Oilwell/oilfield  services 


30.38 


94 


2,427 


1.18 


10 


average 


26 


141 


PeopleSoft/human  resources  software 


41.19 


93 


11,519 


0.52 


16 


average 


79 


108 


Power-One/power  conversion  products 


70.00 


358 


5,150 


1.22 


average 


57 


63 


Prices  as  of  Oct.  18.  'Projected  annual  growth  rate  over  the  next  three  to  five  years.  Sources:  IBES  International  and  Interactive  Data  Corp.  via  FactSet  Research  Systems. 


Three  years  in  which  analysts  were  right 

19.2% 


Three  years  in  which  the  analysts  were  totally  wrong 

19.7% 

16.4% 


Hits  and  Misses 


EPS  Growth  in  S&P  500 

H  Expected 
Actual 

Forecasts  made  six  months  prior.  Source:  IBES  International. 


12.8% 


Since  1980  security  analysts'  year-ahead  forecasts  for  the  S&P  500  were  on  target  just  three   ~17  30/0 
times.  The  best  example:  In  July  1994  their  projections  of  earnings  for  companies  in  the  index  called  for  the  index 
to  have  a  17.5%  gain  in  profits  in  1995;  the  actual  gain  was  17.8%.  Analysts  were  also  close  with  1994  and  1999  forecasts. 

The  worst  year  was  1982;  not  only  did  a  predicted  19.7%  rise  in  S&P  500  profits  fail  to  materialize,  but  the  lingering  effects 
of  recession  pulled  corporate  earnings  down  173%.  In  July  1990,  just  before  the  start  of  the  Gulf  war,  a  16.4%  gain  in  the  S&P 
index  earnings  was  expected  for  1991.  Actual  result:  a  12.8%  decrease. 

Data  from  IBES  International  show  an  average  predicted  annual  increase  in  S&P  profits  of  17.6%  for  the  past  two 
decades.  The  actual  increase:  7.8%  a  year.  In  short,  analysts  were  twice  as  optimistic  as  they  should  have  been. 


,11 

m 
II 

9. 4 

m 
10. 


U, 


12. 

m 
■e: 
la 
■4. 

WW 

15. 

1-6O 
l& 
m 


TilrtiarQiindJProsjiects 


The  Wall  Street  consensus  says  these  companies  will  all  lose  money  this  year  but  bounce  back  in  2001. 


PRICE 

Market 

2000 

2001  EPS  ESTIMATE 

Projected 

YTD 

value 

EPS 

Analyst 

EPS 

Company/business 

Recent 

change 

($mil) 

estimate 

Mean 

Number 

agreement 

growth1 

Agile  Software/supply  chain  software 

$61.63 

75% 

$2,982 

$-0.04 

$0.20 

9 

average 

57% 

Cobalt  Networks/server  appliances 

54.31 

-55 

1,628 

-0.23 

0.26 

7 

average 

62 

Cor  Therapeuties/biotech  research 

56.81 

507 

2,844 

-0.15 

0.42 

5 

average 

NA 

Critical  Path/e-mail  services 

45.00 

4 

3,026 

-0.78 

0.40 

18 

average 

67 

Homestore.com/lnternet  real  estate  svcs 

33.25 

-9 

2,854 

-0.16 

0.31 

10 

average 

44 

Interwoven/Web  site  mgmt  software 

102.31 

356 

5,283 

-0.09 

0.17 

7 

average 

50 

Pride  International/oilfield  svcs 

26.44 

90 

1,760 

-0.05 

1.23 

22 

average 

22 

R&B  Falcon/oilfield  svcs 

28.56 

126 

5,490 

-0.58 

0.85 

27 

low 

22 

Retek/e-commerce  software 

41.25 

27 

1,983 

-0.56 

0.07 

5 

average 

40 

Prices  as  of  Oct.  18.  'Projected  annual  growth  rate  over  the  next  three  to  five  years. 
Systems. 
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NA:  Not  available.  Sources.  IBES  International  and  Interactive  Data  Corp.  via  FactSet  Researl 


ree  Information 


From  Forbes  Adve 


Fax  attached  card  or  form  to  1  -630-739-9700 


By  Mail:  Fill  oat  the  attached  past-paid  sard 


tomotive 
Nissan. 

w.nissandriven.com 
usiness  Services 

Xerox  Network  Printers. 

ww.xerox.com/officeprinting 

usiness  to  Business 

Asera. 

ww.asera.com 
Corio,  Inc. 
ww.corio.com 

Gulfstream. 
ww.gulfstream.com 

iAsiaworks,  Inc. 
ww.iasiaworks.com 

marchFIRST. 
ww.marchFIRST.com 

Qwest  Cyber  Solutions  (QCS). 
ww.QCS-US.com 

Visteon. 
usiness  Classified 

Art  Print  on  Canvas.com,  Inc. 

ww.artprintoncanvas.com 

0.  Capital  Asset  Management. 

ww.assetprotection.com 
■800-710-0002 

1.  Delaware  Business  Inc. 

ww.e-incorporate.com 
800-423-2993 

2.  Glass  Mechanix. 

ww.glassmechanix.com 
800-826-8523 

3.  Great  Western  Business. 

4.  Lodgeforsale.com. 

ww.lodgeforsale.com 
i  5.  Modern  Postcard. 

i-800-959-8365  www.modernpostcard.com 
1 6.  Steven  Sears  CPA/Attorney. 

ww.  searsatty.com 

I  7.  Worldwide  Business 

1  'onsultants. 

|  omputer/Technology 

I  8.  PSINet. 

ww.psinet.com 
!  9.  ViewSonic  Corp. 

ww.viewsonic.com 

I  -business  services 

I'O.  Quidnunc. 

'ww.quidnunc.com 

j  -onsumer  Products/Services 

i'1.  Acura. 

rww  acura.com 


22.  Asiana  Airlines. 

www.flyasiana.com 

23.  BMW  Motorcycles. 

www.bmwusacycles.com 

24.  Chevrolet  Suburban. 

www.chevrolet.com 

25.  GMAC. 

www.gmacfs.com 

Consulting 

26.  Quidnunc. 

www.quidnunc.com 
*Shutterfly 

www.shutterfly.com 

elnvestment  Site 

VJall-Street.com 

www.wall-street.com 

Financial  Services 

27.  American  Express 
Financial  Advisor. 

www.americanexpress.com/advisors 

28.  Charles  Schwab. 
1-800-5-NO-LOAD 
www.schwabwelcome.com 

29.  Datek  Online. 
1-877-88DATEK. 
www.datek.com 
*ING  Americas. 
www.ing-na.com 

30.  LeapSource. 
www.  leapsou  rce.  com 

Qwest  Cyber  Solutions. 
www.qwest.net 

31.  T.  Rowe  Price  Century  Plan. 

1  -800-831  -1 446.  056423CEN 
www.troweprice.com 

32.  T.  Rowe  Price  Rollover  Your  IRA. 

1-800-541-4986.  056202IRAR 
www.troweprice.com 

33.  TIAA-CREF. 

www.tiaa-cref.org 

Hotel 

34.  Hotel  Bel  Air. 

www.hotelbelair.com 

Diversity  3:  Leveraging  Diversity 

35.  Delphi. 

36.  Ernst  &  Young. 

37.  Ford  Motor  Company. 

38.  Visteon. 
Malaysia 

39.  Malaysia  Tourism  Promotion 
Board  (Tourism  Malaysia). 

www.tourism.gov.my 


40.  Telekom  Malaysia  Berhad. 
www.teleKom.com.my 

41.  Malaysia  External  Trade 
Development  Corporation  (Matrade). 
www.matrade.gov.my 

42.  Technology  Park  Malaysia 
Corporation  Sdn  Bhd. 
www.tpm.com.my 

43.  Petroliam  Nasional  Berhad 
(Petronas). 

www.petronas.com.my 

44.  Multimedia  Development 
Corporation  Sdn  Bhd. 

www.mdc.com.my 

45.  Malaysia  Industrial  Development 
Authority  (Mida). 

www.mida.gov.my 

Retirement  Planning  Guide 

*ING  Americas. 

www.ing-na.com 

46.  MSDW. 

47.  Fidelity. 

48.  TIAA-CREF. 

www.tiaa-cref.org 

49.  Zocor. 

50.  Van  Kampen  Funds. 

51.  Principal. 

52.  T.  Rowe  Price. 

www.troweprice.com 

eServices 

53.  3i  Networks. 

www.3inetworks.com 

54.  Agilera. 
www.Agilera.com 

55.  Ajunto. 
Ajunto.com 
*Asera. 
www.asera.com 

56.  Aspen  Tech. 

57.  Covia. 

58.  Deloitte  &  Touche. 

59.  eOnline  Inc. 

1-800-944-345 
eOnlineinc.com 

60.  Etensity. 
www.etensity.com 

61.  NCR. 

62.  Qwest  Cyber  Solutions  (QCS). 

www.QCS-US.com 

63.  Silverstream. 

64.  Wizmo. 

1-888-914-2298 
www.wizmo.com 


'=Website  visit  only.  Issue  Date:  November  13.  2000  Offer  Expires:  February  13,  2001 


Name, 
Title 


_Company 


Address, 


City  

Telephone 


_State_ 


-Zip, 


OR  FREE  INFORMATION  ON 
ADVERTISERS  LISTED: 

BY  MAIL 

Fill  out  the  attached  post-paid  card 
BY  FAX 

Fax  attached  card  or  form  to: 
630-739-9700 


MQNtJL&JllJLtiLl  IMla 


Reversal  of  Fortune 


Over  the  past  three  months  analysts  have  made  significant  changes— either  upward 
or  downward— in  their  year  2001  forecasts  for  these  two  groups  of  companies. 


Recent 

Company/business  price 

3-month  Analyst 
Mean    change    Number  agreement 

REVISED  UP 

Anadarko  Petroleum/oil  &  gas  explor  &  devel 

$69.75 

$4.05 

62% 

29 

low 

Art  Technology  Group/e-business  software 

77.25 

0.42 

40 

15 

low 

Dura  Pharmaceuticals/pharmaceuticals 

33.44 

0.75 

108 

10 

average 

Embarcadero  Technologies/e-business  software 

50.00 

0.39 

50 

4 

average 

GlobeSpan/DSL  semiconductors  &  software 

74.56 

0.57 

119 

9 

average 

Newport/fiber  optics  communications  equip 

130.50 

1.21 

73 

6 

low 

Software.com/lnternet  communications  software 

133.13 

0.22 

83 

6 

average 

TranSwitch/network  equipment 

61.88 

0.75 

63 

10 

average 

REVISED  DOWN 

Conseco/life  insurance 

5.75 

1.03 

-26 

6 

average 

Crown  Cork  &  Seal/packaging 

6.44 

1.04 

-43 

9 

average 

Dial/personal  care  prods 

10.69 

0.64 

-30 

10 

average 

Intl  Flavors  &  Fragrances/flavors  &  fragrances 

16.63 

1.40 

-30 

6 

low 

JC  Penney/department  stores 

9.81 

1.02 

-37 

13 

low 

Lucent  Technologies/telecom  equip 

21.00 

1.05 

-32 

20 

low 

Synopsis/semiconductor  mfg  equip 

31.88 

0.84 

-75 

9 

average 

Xerox/office  equipment 

6.75 

0.71 

-65 

9 

low 

Prices  as  of  Oct.  18.  Sources:  IBES  International  and  Interactive  Data  Corp.  via  FactSet  Research  Systems. 


Jlnalysts  Jii5yn€_anclOut  of  Sync 


You're  buying  predictability  in  the  first  group  of  stocks.  In  the  second,  you  are 
taking  sides  in  a  fierce  debate  about  the  company's  prospects. 


Recent 

Company/business  price 

Analyst 

High     Mean     Low  agreement 

AGREE 

Bindley  Western  Inds/wholesale  drugs 

$38.38 

$1.60 

$1.59 

$1.57 

very  high 

Brunswick/leisure  products 

17.19 

3.02 

3.00 

3.00 

very  high 

Comverse  Technology/computer  systems 

97.81 

1.71 

1.70 

1.68 

very  high 

DST  Systems/data  processing  services 

56.28 

1.56 

1.64 

1.63 

very  high 

Laboratory  Corp  Amer  Holdings/clinical  lab  svcs 

119.75 

4.75 

4.72 

4.70 

very  high 

Mens'  Warehouse/apparel  stores 

26.69 

2.48 

2.46 

2.45 

very  high 

SPX/auto  parts 

122.00 

6.80 

6.77 

6.70 

very  high 

Whole  Foods  Markets/grocery  stores 

52.94 

2.35 

2.32 

2.26 

very  high 

DISAGREE 

Citizens  Communications/telecom  svcs 

13.00 

0.45 

0.28 

0.16 

very  low 

E-Trade  Group/online  brokerage 

11.44 

0.42 

0.21 

0.02 

very  low 

Goodyear  Tire  &  Rubber/tires 

17.05 

2.15 

1.13 

0.85 

very  low 

InfoSpace/wireless  data  services 

16.50 

0.13 

0.08 

0.05 

very  low 

Novell/networking  software 

7.72 

0.50 

0.32 

0.14 

very  low 

PanAmSat/satellite  communications  svcs 

26.75 

0.57 

0.41 

0.24 

very  low 

Pioneer  Natural  Res/oil  &  gas  explor  &  devel 

13.50 

2.77 

1.39 

0.87 

very  low 

Qwest  Communications  Intl/telecom  svcs 

43.88 

1.04 

0.64 

0.42 

very  low 

Prices  as  of  Oct.  18  Sources:  IBES  International  and  Interactive  Data  Corp.  via  FactSet  Research  Systems. 

For  a  further  look  at  where  Wall  Street  thinks  corporate  earnings  are  headed  next  year,  log  on  to 
www.forhes.com/ extra/estimates  for  additional  screens  on  the  Dow  industrials,  S&P  500, 
stocks  from  emerging  and  developed  markets, 
Internet  companies  and  overpriced  stocks.  Or  use 
your  :CueCat  device  on  the  cue  code  (right)  to 
take  you  there  instantly. 


What  Do  Ana 
Know  and  Ho^ 
Do  They  Kno\ 

A  frequent  complaint 
about  security  analysts 
is  that  they're  easily 
led  by  the  com- 
panies they 
cover.  Some- 
times they  are 
Other  times 
they  are  as 
completely  in 
the  dark  as 
the  average 
investor.  Look 
at  forecasts 
for  E-Trade, 
the  online  bro- 
ker. Before  the  company's  announ 
Oct.  19  that  it  earned  15  cents  a  sha 
end  was  calling  for  2  cents  while  tl 
nas  foresaw  42  cents. 

It  was  a  tough  call:  E-Trade  is  3 
company  and  its  revenues  are  ver 
to  stock  trading  volume.  Says  Sco 
an  analyst  with  Robertson  Stepher 
dieted  earnings  of  15  cents  per  shs 
a  case  where  nobody  really  knows, 
I  don't  even  think  the  company  km 
casting  a  brokerage  with  a  business 
hasn't  seen  its  first  full  business  c 
the  stock  market  bounces  up  and 
duces  a  lot  of  variation. 

Until  recently  many  corporate 
would  go  to  great  pains  to  steer  a 
ward  accurate  earnings  forecasts, 
vestors  would  not  overreact  whi 
numbers  came  out.  They  can't  d< 
more.  The  SEC's  recently  adopted 
sure  regulation  mandates  that  usel 
tion  released  to  any  outsider 
immediately  released  to  the  public, 
alysts]  might  have  to  go  back  to  ol 
gion,"  says  Richard  Pucci,  chief  opi 
cer  of  IBES  International.  "If  the  cor 
guide  you  too  well,  you're  going  to 
real  research.  You're  going  to  hav 
competitors,  suppliers  and  custorr 

—Dai 
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need 


secret  weapon 


who  wilt  be  your 


quarr 


are  vo^y^J^^br  a  "|  ^ 


Your  Northwestern  Mutual  Financial 
Network  Representative  can  be  all 
those  things,  bringing  you  expert 
guidance  in  Retirement  Planning 
and  the  specialists  you  need  to 
make  it  happen. 

<%p  Northwestern  Mutual 

FINANCIAL  NETWORK" 


nnovative  solutions  for  retirement,  estate,  insurance,  and  personal  finance.   Are  y  O  U  t  tl  £  f  0  >'  e  t 


I  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl 


www.  northwesternmutual.com 


STREETWALKER 


FIRST  CAME  EXXON  AND 
Mobil.  Now  it's  Chev- 
ron and  Texaco.  Where's 
the  next  merger  in  the 
oil  industry?  George 
Caspar,  an  analyst  with 
Robert  W.  Baird  &  Co., 
thinks  Marathon  Oil 
makes  a  choice  target. 

At  a  recent  $28, 
Marathon  (NYSE:  MRO) 
trades  at  ten  times  trail- 
ing earnings.  That  com- 
pares very  favorably 
with  other  midlevel  oil 
companies,  whose  valu- 
ations have  been 
boosted  amid  surging 
oil  prices.  Unocal,  for 
example,  trades  at  a  P/E 
of  17.  Never  mind  that 
Marathon's  earnings  for 
three  quarters  of  2000 
are  up  53%  to  $742  mil- 
lion after  a  stellar  1999. 

Why  is  Marathon  so 
cheap?  Maybe  from 
being  a  mere  tracking 
Offshore  sites  make  Marathon  a  catch  for  an  acquirer.  stock  of  parent  USX, 
which  also  controls  plodding  US  Steel.  Marathon's  underappreciated  strengths 
include  a  strong  position  supplying  oil  to  the  Midwest.  And  it  holds  promising 
deep-sea  sites  in  the  Gulf  of  Mexico,  off  West  Africa  and  in  the  North  Sea.  "The 
action  is  really  in  the  deep  water,"  Gaspar  says.  — Daniel  Kruger 


Suite  Spot 

AN  ECONOMIC  HARD  LAND- 
ing  will  splinter  some  furni- 
ture makers.  But  the  higher- 
end  manufacturers  should 
continue  to  see  respectable 
sales,  argues  Ian  Lapey,  a 
Credit  Suisse  First  Boston 
analyst.  That's  why  he  likes 
Ethan  Allen  Interiors  (NYSE: 
ETH).  Trading  at  $26,  or  12 
times  trailing  earnings, 
Ethan  Allen  is  the  priciest  of  the  big 
furniture  stocks,  but  for  good  reason. 

In  a  market  dominated  by  multi- 
brand  retailers,  Ethan  Allen  boasts  its 


fortunes  of  key  rival  Furniture  Branc 
for  example,  depend  upon  the  health 
its  retail  distributors. 

Plus,  with  total  debt  at  just  4% 
capitalization,  Ethan  Allen  can  betl 
face  a  slowdown  than  can  rivals,  whi 
are  leveraged  at  a  median  22%. 

— Christopher  Helm 

A  Weak  Hand 

WIRELESS  HANDHELD  DEVICES  TH 
allow  users  to  access  e-mail  and  surf  t 
Web  are  untouched  by  the  market  ti 
bulence  that  has  roiled  tech  stocks  tl 
year.  Companies  like  Palm,  Handspri 
and  Research  In  Motion  still  trade 
astronomical  multiples  reminiscent 
1999's  dot-com  craze. 

Billy  C.  Bowden  of  Ameri- First  J 
curities  is  betting  that  this  group  w 
be  the  next  to  fall.  And  the  stock  tr 
has  the  furthest  to  plunge  is  Resear 
In  Motion  (Nasdaq:  RIMM),  a  Can 
dian  developer  of  devices  like  t 
BlackBerry.  Buy  the  technology,  b  jj 
short  the  stock. 

RIMM,  which  has  $1 19  million 
revenues  over  the  past  12  montl 
sports  a  market  cap  of  $9.3  billion, 
has  posted  8  cents  a  share  in  earnin 
so  at  a  recent  price  of  $  1 1 7  that  mean 
RIMM  share  sells  for  a  ludicrous  1,4) 
times  earnings.  Bowden  sl 
gests  covering  at  $60.  — C 


} 


own  304-store  network.  That  gives  it 
the  best  vertical  integration  in  the  busi- 
ness and  brings  efficiencies  in  market- 
ing, service  and  transportation.  The 


Mexico 
Calling 

TELMEX,  THE  MEXIC 
phone  giant  that  was  a  m 
nopoly  until  1997,  has  se 
better  days  in  the  market 
just  like  its  cousins  north 
the  border.  Since  Mar 
shares  in  Telefonos  de  Me 
ico  (NYSE  ADR:  TMX)  ha 
slumped  40%  to  $46.  Its  I 
of  13  is  slightly  below  AT&T's  a 
WorldCom's. 

Wobbly  earnings  haven't  help 
Telmex's  stock.  In  the  second  quar 


ft 
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t  income  dropped  23%  to  $491  mil- 
m  on  $3  billion  in  revenue.  That's 
rtly  the  result  of  costly  consolida- 
>n  elsewhere  in  Latin  America. 

Telmex,  however,  has  advantages 
at  will  soon  shine  through,  says 
shua  Milberg,  a  UBS  Warburg  analyst, 
ne  is  the  late-November  spinoff  of  its 
ireless  unit,  America  Movil,  to  in- 
stors.  That  will  free  Telmex  to  focus 
i  the  lucrative  data  segment  of  its 
ced-line  business.  Also  there's  a  big 
lowth  potential:  Only  one  Mexican  in 
p  now  has  any  kind  of  phone.  So  Mil- 
rg  expects  the  cellular  market  to  dou- 
i  in  the  next  three  years. 

— John  Moye 

Juffett  Family 
/alues 

ESCO  FINANCIAL,  80%  OWNED  BY 
brkshire  Hathaway,  is  a  good  way  of 
eling  that  Warren  Buffett  magic  on 
|e  cheap.  Wesco  (AMEX:  WSC)  trades 
r  just  $250  a  share,  4  times  trailing 
rnings  because  of  a  one-time  gain 
t's  30  otherwise).  That's  a  downright 
irgain  compared  to  Berkshire  at 
>9,000  (P/E:  48). 

I  Like  Berkshire,  Wesco  has  operating 
fisinesses,  namely  insurance,  metal  dis- 
jibution  and  commercial  furniture 
Intal.  Cort,  the  leader  in  its  field,  makes 
killing  selling  the  furniture  after  three 
ars  for  more  than  it  paid.  But  Wesco's 
ain  assets  are  stakes  in  three  stalwarts 
the  Berkshire  portfolio:  Freddie  Mac, 
Dca-Cola  and  Gillette. 

Coke  and  Gillette  have  had  tough 
nes  on  Wall  Street.  So  Wesco,  like 
?rkshire,  has  taken  a  tumble,  losing 
%  of  its  value  since  early  1998.  Steven 
egman,  a  senior  analyst  at  Horizon 
esearch  Group,  thinks  Wesco — whose 
rnings  are  up  47%,  not  counting  the 
le-timer,  in  2000's  first  half — is 
)ised  for  a  rebound. 

—C.H. 


a 


To  check  on  Streetwalker's  performance 
and  discuss  stocks,  visit  our  Web  site  at 
www.forbes.com/streetwalker. 


YOU'RE  CHANGING  JOBS 
AND  HAVE  TO  ROLL  OVER 
YOUR  401(k),  SO  YOU: 

I   I  Generously  write  a  check  to  the  IRS 
for  40%  in  taxes.  It's  not  like  you 
have  big  plans  for  this  money. 


I   |  Go  to  Vegas.  The  odds  are  against 
you,  but  its  just  play  money,  right? 


I   |  Call  the  Rollover  Specialists  at 
1  Rowe  Price.  This  is  serious  money. 
You  can't  afford  to  make  a  mistake. 


Invest  With  Confidence 

T.RowePHce 


Call  the  Rollover  Specialists  at  1-800-541-4986 

Get  our  free  kit  on  managing  your  retirement  plan  distribution,  plus 
prospectuses  for  a  broad  range  of  no-load  mutual  funds. 

www.troweprice.com 

For  more  information,  including  fees  and  expenses,  read  the  prospectus  carefully  before  investing. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  'RAR056202 
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You  get  a  different  perspective  from  up  here, 
high  in  the  Southern  Rockies  of  Colorado. 
You're  in  the  midst  of  250  magnificent 
square  miles  known  as  Forbes  Trinchera  -  the  perfect 
getaway  from  the  stresses  of  the  corporate  world. 

Your  accommodations,  which  include  an  experienced 
professional  staff  of  fifty,  fit  perfectly  into  the  natural  set 
ting  of  this  property. 

Here,  you're  surrounded  by  majestic  beauty. 
Lofty  peaks  scrape  the  blue  Colorado  sky  -  the  highest 
reaching  14,345  feet,  the  air  is  so  clear,  fresh  and  clean  that  you 


feel  invigorated,  revitalized  and  re-generated.  You  will  a 


plish  much  more  at  your  meetings. 


And  after  work,  there's  play.  More  thai 
miles  of  trout  filled  streams.   Miles  of  trails  n 
on  and  discover.  Skeet  shooting.  Horseback  ridin; 
you're  not  that  far  from  a  challenging  golf  course.  Let  on 
tude  give  your  next  meeting  a  fresher  attitude.  If 
like  a  closer  look,  call  01-719-379-3263,  or  err 
at  tryland@forbes.com 


FORBES  TRINCHERA  RANCH:  A  Forbes  Executive  Retreat 
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HE  OVERALL  MARKET 


week  performance 
is  of  10/20/00 


tarra  All-US  Index 


5&P  Barra  Growth  Index2 

-0.1 

1»&P  Barra  Value  Index3 

-1.7 

bow  Jones  industrials 

-3.5 

l&PSOO 

-0.9 

EIFE* 

-4.4 

porbes  Internet  Index 

-5.9 

I  rorbes  40  Index  (total  return) 

-2.0 

Barra  All-US  Index  of  10,000  stocks 
200-day  moving  average 

Market  value:  $16.8  trillion 


Sources:  Barra  Inc.;  Bloomberg  Financial  Markets. 
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ITEREST  RATES 


Estimates  on  this  and  the  next  page  are  from  a  biweekly  survey  of  economists  by 
bridge  Information  Systems  and  Forbes  magazine.  Data  for  period  ending  Oct.  20. 

ACTUAL   2000  ESTIMATE 


1999 

Latest 

Mean 

4-wk  chg 

10-year  Treasury  yield  (%) 

6.48 

5.73 

5.83 

1.6 

1-month  Treasury  yield  (%) 

5.33 

6.30 

6.17 

-1.6 

j  erteralf  unds  j«atch_ 

i.ast  action:  May  16,  2000,  +50  basis  points.  Current  rate:  6.5%. 
Next  Federal  Reserve  meeting:  November  15,  2000. 

"Stock  valuations  are  more  reason- 


iPECIAL  STOCK  FOCUS 


I  Iven  with  higher  labor  costs,  truckers  are 
benefiting  from  a  strong  economy.  Con- 
Census  estimates  from  IBES  International 
indicate  that  profits  at  the  seven  shippers 
nelow  are  expected  to  rise  an  average 
pO%  this  year  and  14%  in  2001.  These 
I  itocks  are  priced  at  less  than  13  times 
||:stimated  2001  EPS.  One  caveat:  Higher 
juel  prices  could  crimp  profit  margins. 


able,"  says  Charles  Blood,  director  of 
financial  markets  strategy  at  Brown 
Brothers  Harriman,  about  the  recent 
selloff.  Blood  expects  the  S&P  500  to 
break  its  alltime  high  before  April  2001. 


t                                   Edited  by  Shlomo  Z.  Reifman 

FORECASTING  GLOBAL  MARKETS 

8500 
7500 

EPS  change 
Estimated  versus 
Year         P/E      3  months  ago 

Expected 
year-to-year 
EPS  growth 

6500 

S&P  500 

2000  24 

-1.1% 

18% 

5500 

2001  21 

-2.2 

12 

MSCI  World-ex  US4 

4500 

2000  28 

-6.3 

32 

2001  23 

-5.5 

12 

3500 

IBES  estimate  increases/decreases 

2000 

2001 

S&P  500 

0.71 

0.67 

MSCI  World-ex  US4 

0.98 

0.98 

2500 

Rising  estimates 

Falling  estimates 

Hong  Kong 

Norway 

Russia 

Chile 

Colombia 

Pakistan 

1500 

Spain 
Sweden 

Philippines 
Sri  Lanka 

Source:  IBES  International  Inc. 

Index 

Recent 

4  wks  ago 

Value 

83.6 

107.5 

Companies 

334 

338 

Valuations 

Stock  price/sales 

4 

5 

Market  value  (Soil) 

$566 

$723 

Sales/employees  ($thou)  $191 

$192 

12-month  sales  growth 

200% 

198% 

2000  estimates 

Sales  total  ($bil) 

$57.0 

$56.2 

Stock  price/sales 

3 

5 

P/E 

81 

106 

Sources:  Forbes:  Market  Guide  and  IBES  International 
via  FactSet  Research  Systems. 


Company 

STOCK 

recent 

PRICE 

chg6 

P/E7 

American  Freightways 

$17.48 

-17% 

8 

Heartland  Express 

17.25 

-11 

12 

IB  Hunt  Transport  Svcs 

13.25 

-24 

11 

(night  Transportation 

16.67 

-16 

11 

.andstar  System 

45.94 

-34 

8 

loadway  Express 

17.69 

-30 

6 

fellow 

1531 

-31 

6 

Buying 

Price 

EPS8 

Selling 

Price 

EPS8 

AmeriCredit 

$26.19 

$2.22 

American  Eagle  Outfitters 

$33.94 

$2.16 

Anadarko  Petroleum 

70.00 

4.09 

Arch  Coal 

10.25 

0.23 

BEI  Technologies 

41.13 

1.48 

Electronics  Boutique  Hldgs 

20.63 

1.91 

GelTex  Pharmaceuticals 

48.56 

0.00 

Miravant  Med  Technologies 

15.63 

-0.96 

Juniper  Networks 

232.00 

0.80 

Wind  River  Systems 

42.38 

0.77 

"Year  2001  estimate.  Source:  ldayo.com 

Versus  52-week  high.  '2001  estimate. 
\Sources:  IBES  International  and  Interactive  Data  Corp.  via 
'acfSef  Research  Systems;  IBES  Express. 


The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available 
and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  ADRs.  REITs  and  closed-end  funds  are  excluded.  'Total 
return  of  more  than  150  large-capitalization  stocks  that  have  predicted  above-average  earnings  growth.  Total  return  of 
more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings 
ratios.  "A  dollar-denominated,  capitalization-weighted  index  of  foreign  stocks.  Source:  Morgan  Stanley  Capital  International. 
5Capitalization-weighted  index  of  all  U  S  -based,  publicly  traded  Internet  commerce  sites,  portals,  service  providers  and 
software  companies.  Base  value  12/31/98  =  100  Index  ratios  and  growth  rates  are  medians. 


www.forbes.com  for  updates  on  many  of  these  items,  quotes  on  over  9,000  securities  and  stock  and  mutual  fund 
oris.  Or  use  your  :CueCat  device  on  the  cue  code  (right)  to  take  you  there  instantly. 
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The  U.S.  Economy 

ACTUAL 

1999  Latest 

2000  ESTIMATE 
Mean      4-wk  chg 

Automobile  sales1  (mil) 

17.4         18.1*  sept 

17.5  0.3% 

Capacity  utilization  (%) 

81.1         82.2  sept 

81.7  0.2 

New  housing  starts2  (thou) 

1,663        1,602  *p  sept 

1,607  -0.6 

Retail  sales3  ($bil) 

2,246        2,390  *p  sept 

2,485  0.2 

Trade  balance4  ($bil) 

-268         -335*  p  aug 

-365  0.0 

Unemployment  rate5  (%) 

4.1          3.9  sept 

4.0  -0.5 

Gross  domestic  product  (%  chg) 

4.2           5.66  2Q 

5.2  3.0 

Inflation 

CPI  services  (unadjusted )(%  chg) 

2.7           3.7*  sept 

3.6  7.5 

CPI  total  (unadjusted )  (%  chg) 

2.6          3.5*  sept 

3.4  5.3 

Prices 

CRB-Bridge  spot  indexes 

227.25  223.63 

227.30  0.5 

Gold  per  troy  ounce  ($) 

288.50  271.20 

285.25  0.0 

Oil/bbl  W  Texas  Intermediate  ($) 

25.60  33.75 

28.50  3.3 

Currency 

German  marks  per  dollar 

1.94  2.33 

2.17  2.4 

Yen  per  dollar 

102  109 

109  0.5 

Dollars  per  euro 

1.01  0.84 

0.90  -5.3 

James  Paulsen,  Wells  Capital  Manageme 
chief  investment  officer,  says  that  the  slcr 
down  in  spending  on  technology  equipme 
is  for  real  and  will  get  worse.  Second-qua 
ter  U.S.  sales  of  technology  equipment 
$402  billion  were  42%  above  the  secoi 
quarter  of  1999.  This  is  an  impressive  ga 
but  one  year  earlier  sales  rose  52 
Paulsen  expects  only  35%  growth  in  ted 
nology  spending  for  all  of  2000  and  28% 
2001.  As  a  result  he  expects  real  gro 
domestic  product  to  rise  only  2%  in  2001 

Closeup:  U.S.  real  technology  spending 


Year-to-year  percent  change 


D 
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Forbes  Index:  Current:  324.7  2-wk  chg:  0.0°/| 


StarMine  reports  that  not  many  industries  are  expected  to 
produce  third-quarter  positive  earnings  surprises.  One  excep- 
tion: oil  and  gas  companies.  Gallon  Petroleum,  for  example,  is 
expected  to  earn  3  cents  more  than  the  consensus  estimate  of 
28  cents  a  share.  On  the  other  hand  several  negative  surprises 
are  expected  in  the  broadband  telecommunications  industry. 
StarMine's  SmartEstimate  for  Winstar  Communications  is  a 
loss  of  $2.60  a  share  versus  the  IBES  estimate  of  a  $2.49  loss. 

Company 

Price 

IBES 

consensus7 

StarMine  Expected 
Smart-  report 
Estimate 7  date 

Positive  Exoected  Surorises  or  Revisions 

Gallon  Petroleum 

$16.88 

$0.28 

$0.31 

11/10/00 

Greenbrier  Cos 

8.25 

0.21 

0.23 

11/9/00 

Liberate  Technologies 

23.56 

-0.17 

-0.16 

12/21/00 

Planar  Systems 

17.75 

0.21 

0.22 

11/1/00 

Sharper  Image 

15.63 

0.13 

0.14 

11/20/00 

Talbots 

74.25 

0.96 

1.04 

11/16/00 

Negative  Exoected  Surorises  or  Revisions 

Carnival 

22.13 

0.38 

0.35 

12/18/00 

Cephalon 

55.13 

-0.42 

-0.46 

11/2/00 

Flowers  Industries 

19.13 

0.16 

0.14 

11/2/00 

Pinnacle  Holdings 

14.56 

-0.47 

-0.50 

11/9/00 

Six  Flags 

14.75 

1.51 

1.41 

11/6/00 

Winstar  Communications 

18.75 

-2.49 

-2.60 

11/1/00 

Data  as  of  Oct.  19.  Third  quarter. 

Sources  StarMine  Corp.;  IBES  International  and  Interactive  Data  Corp  via  FactSet 
Research  Systems. 

MUTUAL  FUND  SPECIAL  FOCUS 


U.S.  Treasury  bond  funds  offer  a  relatively  safe  haven  during 
volatile  equity  markets.  These  five  no-load  funds  averaged  a  9% 
total  return  since  January  versus  a  5%  decline  in  the  S&P  500. 


TOTAL  RETURN8 


Asset 


Fund 

lyear 

YTD 

3  months 

(Smil 

American  Century  Intrmd  Treas 

8.6% 

8.3% 

3.3% 

$3291 

Galaxy  II  US  Treasury  Index 

9.4 

9.0 

2.9 

1581 

T  Rowe  Price  US  Treasury  Intrmd 

8.1 

7.8 

3.0 

2351 

Vanguard  Admiral  Intrmd  Treas 

9.7 

9.4 

3.7 

1,3261 

Vantagepoint  US  Treas  Sees 

8.6 

8.1 

3.5 

731 

"Through  Oct.  19. 

Sources:  Lipper  Inc.;  Morningstar. 


NOTEWORTHY  NEW  ISSUES  IN  REGISTRATION 


Only  22  out  of  a  possible  259  new  issues  have  established 
offering  dates  between  now  and  Dec.  31.  The  stock  market  will 
have  to  calm  down  considerably  for  this  picture  to  change. 


Company/business 


Evergreen  Solar/solar  energy  equip 


Metavante/lnternet  financial  services 


Nexfel  Intl/wireless  communications  services 


Optical  Comm  Products/fiber  optic  equip 


Transmeta/microprocessors 


OFFERING 

Share  Size 
price  ($)  (Smil) 

$13-15  $42 


10-12  182 


16-18  774 


10-12  116 


11-13  56 


EI 
II 

11! 
V 

- 
. 

m 
i 
\i 
lb, 
174  ion 

82  * 


Sales 
(Smil 

$2 


579 


'Latest  12  months.  Source:  Renaissance  Capital. 

'12  months,  p:  preliminary,  r:  revised.  Autos,  light  and  heavy  trucks,  includes  imports.  Soul 
Ward's  Automotive  Yearbook.  Total  single  and  multiple  family,  seasonally  unadjusted.  3Exclud 
auto  sales,  seasonally  adjusted.  "Total  goods  and  services,  seasonally  adjusted.  5Percent  of  ci 
ian  labor  force.  6Quarterly  change,  annualized.  Source:  Bridge  Information  Systems. 
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flouncing  an  all-new  investment  advisory  from  Forbes  to  help 
ou  accumulate  real  and  lasting  wealth  investing  now  in  the  ... 

Wireless  Revolution! 

Andy  isn't  in  the  advance  guard  of  wireless;  he  is  the  advance  guard... " 


The  Wall  Street  Journal,  Feb.]  1,  1994 


billions  to  be  made  from  the  wireless  revolution 
dwarf  all  past  profits.  BUT,  you  need  to  know 
:h  wireless  companies  will  enjoy  explosive 
vth  and  which  will  merely  explode. 

The  next  and  most  sweeping  of  all  technology  revolutions 
egun.  Digital  wireless  devices  are  replacing  personal 
puters  as  the  engine  of  technological  change.  Soon  the 
ss  Internet  really  will  be  everywhere  and  a  new  generation 
nart"  wireless  devices  will  make  all  else  obsolete. 
It  is  estimated  that  wireless  will  be  worth  $26.3  billion  sales 
ear  and  will  grow  exponentially. 

3ut,  as  happened  in  the  early  days  of  computers  and  the 
net,  many,  if  not  most  of  the  rushed-to-market  wireless 
acts  and  the  companies  who  bet  their  bank  on  them,  will 
Licceed. 

You  can  grow  rich  in  the  next  3  to  5  years, 
investing  in  wireless  stocks  that  will  post  gains 
of  500%  to  even  1,000%  or  more! 

Mow  there  is  a  reliable,  proven-effective  way  for  you  to  sift 
igh  the  overwhelming  number  of  new,  repackaged  and 
iar  companies  all  making  big  noise  about  their  stake  in  the 
ss  gold  rush.  Now  you  can  invest  only  in  the  sure  winners 
tone  of  the  certain  losers. 

Forbes/Andrew  Seybold's  WIRELESS  OUTLOOK  will  help 
understand  the  impact  of  specific,  new  wireless  technolo- 
vithout  overburdening  you  with  technological  intricacies. 

0  explain  the  relevant  technological  elements  that  make 
ompany  or  application  better  than  another  so  that  you  are 
)osition  to  make  objective  investment  decisions. 

In  every  issue  you  will  find  up-to-the-second  new 
mation  that: 

)ws  how  the  wireless  revolution  is  totally  reshaping 
way  we  communicate,  store  and  use  information. 
vers  all  the  significant  announcements,  credible  whispers 

1  breakthroughs  of  the  wireless  industry  that  will  affect 
ir  wireless  investments. 

Igets  3  to  6  of  the  most  promising  wireless  companies, 
:h  public  and  soon-to-IPO,  and  tells  you  why  each  is 
>ecially  attractive. 

oports  our  model  portfolio  of  wireless  investments. 
a  will  always  know  what  you  should  be  holding,  what 
add  to  your  portfolio  and  when  it's  time  to  take  profit, 
aally  as  valuable,  you  will  know  why.  Which  means  you 
1  be  the  kind  of  informed  investor  who  can  sit  comfortably 
ough  the  market's  inevitable  volatility. 
Forbes  has  teamed  up  with  the  most  sought  after  consul- 
in  the  big  leagues  of  international  technology  to  bring  you 
|es/Andrew  Seybold's  WIRELESS  OUTLOOK. 
His  unbiased  and  accurate  opinions  and  predictions  are 
ht  by  and  acted  upon  in  the  boardrooms  of  technology 
jrs.  His  facile  grasp  of  technical  intricacies  and  his  track 
•d  at  identifying  nascent  opportunities  have  won  him 


respect  (as  well  as  consulting  contracts)  from  the  likes  of  IBM, 
Vodafone  AirTouch,  Qualcomm  and  Motorola  to  dazzling 
newcomers  like  Wireless  Knowledge  and  SmartServ  Online. 

As  a  fiercely  independent  but  open-minded  observer 
who  keeps  daily  contact  with  the  key  companies  and  people 
advancing  technology,  Andrew  Seybold  is  in  a  unique  position 
to  help  you  separate  the  genuine  super-stocks  of  the  wireless 
revolution  from  the  soon-to-crash.  Now  you  too  can  profit 
from  Andy  Seybold's  uncanny  ability  to  sense  still  forming  new 
directions  in  the  world  of  computers  and  communications. 


Among  the  wireless  companies 
you  will  want  to  know  about: 

%/  The  company  with  the  wireless 

technology  used  by  Reuters  MarkefClip 
and  Morgan  Stanley  DeanWitter's 
TradeRunner  to  provide  customers  with 
instant  stock  market  information  and 
trading  data. 

%/  The  wireless  service  operator  that  you 
probably  haven't  heard  much  about 
that  will  become  the  dominant  service 
provider  in  the  U.S. 

4^  A  company  that  can  provide  financial 
trading  services  for  wireless  handheld 
devices  from  virtually  any  brokerage 
house. 


8  Wireless 
Winners 

that  will 
Transform 
the  World 


How  to  Make  a 

FORTUNE 

During  the 
WIRELESS 
Revolution 


2  FREE  Reports! 

SAVE 
$300 
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Click  and  Conference 

Internet-based  media  collaboration  is  changing  the  way  business  thinks  about  communicatio 


In  the  era  of  information  interdependence,  team 
collaboration,  collapsing  business  cycles  and 
distributed  organizations,  the  pressure  is  on  to  leave 
the  room  with  ideas  and  solutions.  But  the  "room"  is 
no  longer  one  room  in  one  location,  it  is  anywhere  that 
people  are.  The  collaboration  space  has  gone  virtual. 

Within  the  intelligent  enterprise,  the  functional  barriers 
break  down  and  communities  of  practice  take  their  place. 
These  communities  of  practice  are  defined  by  task,  not 
by  titles.  They  are  highly  collaborative  and  united  by 
ideas  and  information.  Multi-disciplinary  teams  depend 
upon  access  and  sharing  of  information  and  ideas.  They 
work  in  virtual  environments  that  are  defined  by  the 
information  exchange,  that  are  idea-friendly  and 
conducive  to  the  sort  of  inspired  discussions  that  are 
the  knowledge  worker's  daily  routine. 
i\   The  value  of  image-based  knowledge  assets  is  clearly 


demonstrated  in  the  Digital  Age  sales  process,  where 
salespeople  literally  learn  about  the  product  as  they 
organize  and  assemble  the  graphical  elements  they  will 
use  to  present  the  product  to  customers.  This  triggers  a 
power  shift  to  the  frontline  people  who  have  command 
of  visual  communication  skills  and  away  from  the 
professionals  who  specialize  in  simply  overlaying  ideas 
with  images. 

Key  to  the  development  of  online  media-enabled 
collaboration  is  the  fact  that  the  nature  of  business  tod; 
demands  remarkable  responsiveness  and  flexibility.  It  is 
no  longer  possible  for  a  centralized  company  departmei 
to  predict  and  dictate  all  the  media  information  needs.  I 
this  new  cyberdized  environment  media  departments  ta 
on  a  consultative  role.  Content  experts  and  users  learn  1 
access  and  use  the  media  elements  as  they  craft  their 
media  communications  to  suit  the  activity  of  the  mome 


Window  offices, 
starting  at  $2,699." 


Sony  SuperLite™  LCD  Projectors.  Escape. 
Or  use  them  for  presentations,  if  you're  into  that  ™ 
9  panel  sort  qj  tLljng  Lightweight.  Small.  And  unique  3-panel 
LCD  technology  for  sharp,  clear  images.  Choose  from  an 
exceptional  line  that  reflects  Sony  reliability  and  quality.  In  the 
unlikely  event  one  ever  fails,  Sony's  On-Time 
Support  will  provide  a  loaner  24/7.**  Call  to 
receive  a  free  informational  CD-ROM.  Then  just 
kick  back  and  enjoy  the  view. 


Call 

1.800.472.SONYxCS 
or  visit 

www.sony.com/displaysysitins 
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Our  urge  to  share  and  collaborate  is  one  of 
the  most  powerful  human  drives  and 
instincts.  Collaboration,  of  course,  has 
always  been  a  vital  aspect  of  enterprise.  But 
it  has  taken  on  far  greater  significance  in 
the  digitally  quilted  communications  envi- 
ronment of  the  21st  century.  Business 


trends  du  jour  such  as  just-in-time  manu- 
facturing, customer  relationship  manage- 
ment and  virtual  team  building  are  based 
on  the  need  for  speed  and  collaboration. 

At  the  heart  of  it  all  is  the  demand  for 
communication  and  information 
exchange  that  happens  with  greater  speed 


GREENHECK 

Joining  the  3D  Fan  Club 

There's  nothing  sexy  about  the  fans,  ventilators,  dampers  and  commer- 
cial kitchen  hoods  designed  by  Greenheck,  Inc.  in  Schofield,  Wisconsin. 
The  company's  products  play  a  utilitarian  role  in  commercial  buildings. 
Even  so,  architects,  engineers  and  contractors  often  need  to  see  the 
custom-made  equipment  to  know  if  it  is  right  for  the  job. Today,  the 
paper  process  of  submitting  specifications,  creating  mockups,  sending 
designs  and  responding  to  changes  takes  days  or  even  weeks. 

Recognizing  that  the  pace  of  its  industry  has  changed,  Greenheck 
recently  initiated  an  online  visual  collaboration  program  to  allow  cus- 
tomers in  the  field  to  see  3D  models  of  its  products  using  the  Internet. 
Using  design-to-order  application  services  technology  from  Alventive, 
Inc.,  the  system  generates  models  directly  from  Greenheck's  design 
computers.  Changes  to  the  design  are  implemented  in  a  matter  of  min- 
utes. "We  bend  the  sheet  metal  in  the  models  to  get  the  design  right 
before  we  ever  make  the  product,"  says  Donovan  Brekke,  vice  president 
of  information  technology  for  Greenheck.  "We  don't  have  to  do  physical 
mockups  anymore." 

Using  the  new  system,  Greenheck  can  communicate  directly  with  its 
customers  anywhere  in  the  world. 
Brekke  estimates  an  average  turn- 
around time  to  deliver  a  3D  image 
or  an  animation  to  the  customer 
will  be  reduced  to  less  than  four 
minutes  —  compared  to  days  or 
even  weeks.  Eventually,  he  adds, 
the  changes  will  be  made  and 
viewed  in  real  time. 


The  company  is  able  to  achieve  a 
reach  it  never  had  before.  "If  we 
can  engage  the  customer  in  the 
visual  design  process  we 
will  avoid  misunder- 
standings. We  can  all  be 
working  on  the  product 
at  the  same  time,  shar- 
ing views,"  says  Brekke. 


"It's  not  easy  to  step 
into  the  future.  We  have 
entrenched  processes  in 
our  business.  But  we  see 
this  system  as  a  service 
that  gives  us  a  major 
competitive  advantage." 


•  3 

i— — - d 


Airflow  performance 


.  alventive 

Quick  Collaboration 


and  accuracy.  The  goal  is  the  hi 
understanding  in  the  smallest  amol 
time  with  the  greatest  positive  outc 
Visual  communication  is  kt 
achieving  those  goals  lor  the  very  si 
reason  that  we  learn  faster,  under 
more  and  retain  better  when  word 
images  work  together.  There  are  j 
when  the  cliche  is  true:  seeing  is  belie 

Web  Gab 

Web-based  media  conferencing  is  o 
the  latest  and  most  promising  de 
ments  in  online  collaboration.  As 
puting  power,  modem  speeds  and 
munications  infrastructure  have  be 
faster,  the  technology  and  systems 
tinually  push  the  envelope  in  an  effi 
provide  business  with  all  the  advanl 
of  face-to-face  communications  wi 
the  inherent  disadvantages,  such  as| 
el  costs  and  time  constraints. 

In  the  1990s,  the  Internet  - 
intranets  laid  down  the  skeleton  toiK 
collaborative  technologies  and  technj  | 
The  bulk  of  collaborative  tools  ar 
used  inside  the  organization,  but  tha 
increasing  in  use  in  the  outside  woi 
customers  and  partners. 

"What  has  changed  in  the  late  ISf 
that  real-time  interaction  is  not  onhl 
ported  by  the  Internet's 
structure  but  is  being  den  Ijj 
ed  by  organizations  real 
out  to  their  workers,  bu 
partners  and  customers,] 
David  Coleman,  manj 
director  of  Collabori 
Strategies  LLC,  a  San 
cisco-based  management 
suiting  firm  which  focus 
electronic  collaboration 
knowledge  manager! 
"The  Web  supports  inei 
sive  and  virtually  free  inj 
tion,  and  by  its  nature  is  a  bi-direc 
graphical  medium,  unlike  other  for 
mass  communication,"  he  notes. 

Researchers  use  different  termini 
but  generally  divide  media  confere 
tools  and  services  into  audioconferen 
videoconferencing,  and  dataconferei 
The  term  webconferencing  can  be  u 
include  any  type  of  media  confere 
that  takes  place  on  the  Internet. 

Videoconferencing  has  been  aij 
for  years,  but  its  adoption  has  beeni 
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Now  Sharp's  expanding  its  repertoire  in  a  big  way.  With  the  unparalleled  Sharp  XG-V1 OWU 
Conference  Series  Projector.  It's  the  first  in  a  series  of  "system  solution"  piojectors  designed 
for  large  venues  by  Sharp,  a  leading  player  :n  LCD  projection.  So,  whether  you're  planning 
a  large  conference  room,  auditorium,  training/educational  facility,  or  board  room.  Sharp 
has  a  brilliant  performer  that  will  fit  into  your  plans.  And  your  budget.  So  next  time  you 
think  big,  think  Sharp. 


FROM     S  H  A  R  P    M  l  IM  D  S 

COME     S  H  A  R  P  PRODUCTS" 


8    8   8-   G    O-SHARP        /        W    W    w    .    S    h    a    r    p    L    C  D 


I  -  888-467.-  4277 
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even  stagnant  at  times,  due  to  the  costly 
nature  of  the  equipment  and  connections. 
But  recently,  videoconferencing  has  heen 
re-energized. 

Collaborative  Strategics  estimates 
there  are  now  2.5  million  regular  video- 
conferencing users  in  the  U.S.  Ahout  one 
million  use  desktop  wehcams  connected 
to  computers.  Another  1.5  million  users 
utilize  the  approximately  60,000  room- 
based  systems  installed  in  corporations. 

Data  Dialogue 

Dataconferencing  is  a  form  of  webcon- 
ferencing  that  allows  remote  participants 
to  see,  share  and  collaborate  using  voice, 
text,  charts,  diagrams,  photographs,  and 
in  some  cases  video  and  3D  models.  Col- 
laborative Strategies  estimates  that  data- 
conferencing — the  fastest  growing  of  the 


webconferencing  sectors — is  currently  a 
$1.2  billion  business  expected  to  reach  $5 
billion  in  three  years.  During  that  period, 
the  number  of  dataconferencing  Users  will 
increase  from  18.6  million  to  74  million  in 
2003.  The  cost  per  user  will  drop  from 
$27  to  $17.  The  cost  of  implementing  data 
conferencing  will  also  sink  from  about 
$44,000  in  1999  to  an  average  of  $25,000 
in  2003. 

The  leading  user  category 
in  dataconferencing  is  corpo- 
rate communications  .  .  .  close- 
ly followed  by  e-learning  and 
corporate  training.  Web-based 
marketing  and  sales  demon- 
strations come  in  third,  fol- 
lowed by  academic  distance 
learning,  tech  support  and 
project  management.  Those 


application  rankings  are  expected! 
remain  the  same  through  the  next  tn 
years  and  account  for  66  percent  of 
market,  according  to  Collaborai 
Strategies. 

"Collaborative  technologies  f 
emerge  as  a  solution  that  someone  will 
as  a  standalone  product,  but  over  time 
technology  becomes  a  tool  or  feature  u 
added  to  a  larger  solution,"  notes  M 


UNISYS 

Strategizing  on  Sight  Communications 

Before  embarking  on  a  strategic  integration  of  its  media 
communications  capabilities,  electronic  business  solutions 
provider  Unisys  Corporation  relied  almost  solely  on  its  costly 
and  complex  corporate  television  system  to  visually  communicate 
with  its  36,000  employees  in  100  countries.The  video  broadcast 
department  employed  18  full-time  people  to  manage  the  satellite 
uplink  and  broadcast  system,  which  has  about  100  downlinks  in  the 
U.S.  and  30  downlinks  in  Europe. To  deliver  video  presentations 
where  the  satellites  do  not  reach,  Unisys  relies  on  videotapes  and 
express  mail. 

Today,  the  Creative  Media  Services  department  employs  55  people,  who  are  responsible  for  the  majority  of 
all  media  communications  —  print,  web,  video,  multimedia,  videoconferencing,  broadcast,  webconferencing 
and  webcasting.  "E-business  is  changing  the  nature  of  communications  and  marketing.  And  we  have  been 
rapidly  transforming  from  a  traditional  television  perspective  to  incorporating  all  other  communications 
technologies,"  says  Matt  Black,  business  development  and  special  projects  producer  for  the  Creative  Media 
Services  department  at  Unisys  in  Blue  Bell,  PA. 

In  the  past  12  months,  webconferencing,  which  allows  groups  to  communicate  visually  and  interactively  on 
the  Web,  has  become  almost  routine.  Unisys  uses  PlaceWare,  one  of  the  many  online  media  conferencing 
products  now  on  the  market,  to  conduct  real-time  presentations  and  make  product  announcements  to  press 
and  investors  as  well  as  internal  staff.  Online  meetings  reach  as  many  as  1,000  sales  representatives  at  a 
time.  "We  are  doing  one  per  day  already  and  we  have  not  even  rolled  it  out  to  the  entire  company  yet,"  says 
Black,  who  projects  a  50  to  100  percent  growth  in  webconferencing  each  of  the  next  two  years. 

Marketing  teams  have  been  the  earliest  adopters  of  the  approach.  Marketing  dollars,  in  fact,  financed 
most  of  the  investment  in  the  technology  and  infrastructure.  One  team  recently  established  an  e-commu- 
nity  through  which  it  conducts  online  seminars  for  customers,  sales  representatives  and  engineers. 

Unisys  is  also  in  the  early  stages  of  webcasting. The  company  did  four  webcasts  last  year,  reaching 
audiences  as  large  as  5,000. The  frequency  will  increase  to  one  per  month  next  year,  says  Black.  "Now  our 
satellite  broadcasts  are  limited  to  North  America  and  Europe.  As  soon  as  the  infrastructure  can  handle  it, 
the  company  will  replace  or  supplement  satellite  broadcast  with  webcasting.  Soon,"  says  Black,  "there 
von't  be  anyone  or  any  place  we  can't  reach." 
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iPORATION  JAPAN  Tel:+8I  43-296-3056  JAPAN;  RIZZO  COMERCIAL  Tel:+52  8-343-9104  MEXICO  &  CENTRAL 
M.O.  AUDIO  VISUAL  Tel:(30S)  477-2977  WHOLESALER  TO  LATIN  AMERICA  cxcl.  Venezuela  (Miami,  FL);  RAPESCO 
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Levitt,  research  director  for  collaborative 
computing  at  research  company  IDC  in 
Framingham,  MA.  Webconferencing  is  a 
useful  application,  but  many  companies 
will  gravitate  towards  collaborative  plat- 
forms that  support  their  current  client 
software.  "That's  where  we  see  the  biggest 


appeal  within  the  corporation,"  states 
Levitt. 

Webconferencing  also  holds  promise  in 
external  customer  service  and  support.  It 
can  allow  customers  to  initiate  real-time 
solutions  and  collaboration  in  lieu  of  e-mail 
requests,  voice  messages  or  some  other  type 


GARAGE.COM 

VC  It  To  Believe  It 

Entrepreneurs  with  their  hands  out  looking  for  venture  financing  have 
first  to  pass  the  credibility  test.  Do  they  speak  with  authority?  Can  they 
answer  questions  on  the  fly?  Before  investors  even  consider  funding  a 
new  venture,  they  need  to  be  convinced  that  the  venture  is  worth  their 
time.  And,  as  Geoff  Baum,  vice  president  marketing  at  venture-capital 
investment  bank  Garage.com  explains,  they  don't  want  someone  else's 
opinion. They  want  to  see  for  themselves. 

"Investors  want  to  see  the  team. They  want  to  see  how  they  present, 
how  credible  they  appear,"  says  Baum  whose  Silicon  Valley-based 
company  works  with  early-stage  companies  to  raise  second  and  third 
round  venture  capital. 

Venture  investment  is  parochial  by  definition.  Some  investors  don't  like 
to  travel.  Like  many  similar  firms,  geography  caused  Garage.com  to 
limit  much  of  its  fundraising  to  set  localities.  "It's  not  easy  for  investors 
in  Boston  or  New  York  to  see  the  presentations  of  companies  in  Silicon 
Valley,"  he  notes.  But  as  Garage.com  began  expanding  worldwide,  it 
needed  a  new  communications  strategy  to  bring  entrepreneurs  and 
investors  together. 

Recently,  the  company  began  to  record  its  clients'  venture 
presentations  for  delivery  to  potential  investors  on  the  Internet. 
Using  (Presentations  from  Presenter.com,  one  of  a  growing 
category  of  online  presentation  applications  providers, 
Garage.com  lets  investors  see  both  the  presenter  and  the 
presentation  graphics  —  streaming  video,  audio,  high-resolu- 
tion graphics  —  accompanying  the  pitch.  Using  a  simple  Web 
browser,  investors  can  view  and  review  the  presentation 
anytime,  anywhere.  "This  is  a  very  good  way  to  communicate 
beyond  words.  It's  a  gut  check  for  the  investor,"  Baum  says. 


of  delayed  response.  Levitt  sees  outw 
facing  consumer  relationship  maru 
ment  solutions  as  a  key  driver  in  the  a 
conferencing  market.  "The  support  pel 
can't  take  control  of  the  customer's  bnj 
er  in  phone  calls,"  he  explains. 

Enriched  Relationships 

"Product  cycles  are  accelerating.  Con 
nies  have  to  train  the  entire  commj 
supply  chain.  Ultimately,  |datacoij 
encingj  helps  transform  corporations 
continually  learning  entities,"  comrri 
Matt  Cain,  research  analyst  at  Mfi 
Group  in  Stanford,  CT.  "Data  witl 
visuals  is  sub-optimal.  All  forms  of  \ 
al  collaboration  are  absolutely  essentii 
we  move  into  the  millennium," 
Cain.  Dataconferencing  helps  expedite 
ability  to  deploy  products,  enriches  I 
tionships  and  begins  to  take  geogra 
out  of  the  equation,  he  adds. 

"In  the  short  term,  dataconferenl 
represents  a  competitive  advantage 
those  who  choose  to  employ  it.  Over  I 
it  will  become  a  commodity.  In  ordd 
stay  in  business  it  will  be  expected,"! 
Lewis  Ward,  senior  research  analy 
Collaborative  Strategies.  "Over  the 
haul  it  will  become  a  standard  part  o 
infrastructure." 


Garage.com  tested  the  process  internally  for  about  2-3  months 
before  rolling  it  out  to  its  investor  base. 
In  the  first  five  months  of  use,  the 
presentations  appear  to  be  facilitating 
connections  between  investors  and 
companies  that  otherwise  might  not  have 
materialized,  reports  Baum.  "The  word 
from  our  Investor  Development  group 
corroborates  the  validity  of  the  approach. 
We  are  expanding  our  geography." 
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OneTexas  venture  capital  firm,  for 
instance,  recently  watched  a  Silicon  Valley  company's  presentation 
online  to  gain  a  better  understanding  of  the  business  model  and  get  a 
better  feeling  for  the  team. They  liked  what  they  saw  and,  despite  the 
distance,  made  an  initial  contact  to  have  further  discussions  with  the 
startup  regarding  an  investment. 
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J^CoiilrarjanJfy  David  Dreman 

When  Buy  Means  Sell 


IN  THIS  MARKET,  WE  LIVE  AND  DIE  BY  ANALYSTS.  TOO 
often  die.  Witness  the  45%  drop  in  Intel  stock  when  the 
company  warned  in  early  September  that  third-quarter 
revenues  would  be  about  5%  under  analysts'  expecta- 
tions. Or  the  50%  drop  in  Apple  Computer  Sept.  29  be- 
cause the  company  preannounced  that  third-quarter  earn- 
ings would  undershoot  the  consensus  forecast  by  30%. 

Wouldn't  it  be  nice  to  find  an  analyst  who  warned  you 
away  from  Intel  and  Apple  with  a  sell  recommendation? 
Good  luck.  Analysts,  not  eager 
to  offend  the  companies  they 
cover  (and  thus  shoo  away  po- 
tential investment  banking 
fees),  cannot  bring  themselves 
to  say  the  word  "sell."  The 
closest  they  come  is  to  damn 
with  faint  praise,  saying  "accu- 
mulate," "neutral,"  "main- 
tain," "hold"  or  even  "long- 
term  buy."  Under  the 
circumstances,  you  have  to  take  any  of  these  utterances  as  a 
sign  to  bail  out.  Anytime  there's  a  downgrade,  that  also 
means  sell.  Don't  be  mollifed  because  the  new  grade  sounds 
favorable — let's  say  the  move  is  from  aggressive  buy  to  buy. 
That  means  ditch  the  dog. 

Take  one  of  the  heroes  of  the  tech-wreck  debacle,  Ashok 
Kumar  of  US  Bancorp-Piper  Jaffray.  His  firm  does  little  in- 
vestment banking,  so  you  would  expect  some  honesty  there. 
Kumar  has  won  acclaim  for  his  recent  prescience  about  dis- 
appointing performances  at  Intel  and  Dell.  Yet  when  Kumar 
published  his  now-famous  report  warning  of  an  Intel  rev- 
enue shortfall,  he  only  reduced  the  stock's  rating  from  an  ag- 
gressive buy  to  a  buy.  Unless  you  are  clued  in  to  the  code, 
your  Intel  investment  would  now  be  listing  in 
the  water. 

Listen  to  Kumar's  similarly  downbeat  report  on  Dell 
Sept.  5:  "We  believe  the  company's  guidance  of  30%  revenue 
growth  is  not  even  remotely  realistic."  Strong  stuff.  Unfor- 
tunately, he  kept  Dell  at  an  aggressive  buy  rating.  Since  then 
his  warning  has  come  true,  and  the  stock  has  slid  from  $43 
per  share  to  $25.  For  the  record,  I  suggested  shorting  Dell 
back  in  the  late  spring,  when  it  was  at  $47  (see  my  June  12 
column). 

A  Securities  &  Exchange  Commission  rule  that  went  into 
effect  in  October  aims  to  end  the  cozy  relationship  between 


analysts  and  their  covered  companies.  Now  they  no  longd| 
can  get  an  inside  scoop.  Anything  confided  to  an  analy 
must  be  promptly  disclosed  to  the  rest  of  the  world.  DorJI 
expect  that,  however,  to  transform  the  analyst  profession 
which  will  remain  a  kissing  cousin  of  the  oldest  profession 
Recall  the  recent  saga  of  Salomon  Smith  Barney's  star  tel| 
com  analyst,  Jack  B.  Grubman,  who  upgraded  AT&T  last  Na 
vember.  Three  months  later  Solly  landed  a  lush  underwri| 
ing  assignment  from  AT&T.  In  early  October,  after  AT&l 

stock  had  taken  a  pummelin 


Analysts,  put  your 
money  where  your 
mouths  are:  Invest 
in  your  favorable 
recommendations. 


•I  - 
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even  Grubman  finally  had  n 
choice  and  downgraded  i 
Whatever  the  disclosure  rd 
might  do  to  put  small  ill 
vestors  on  an  equal  foot 
with  institutions,  it  will 
nothing  to  alter  the  incentiv 
that  drive  Wall  Street. 

What's  needed  is  clarity  \ 
speech.  Let's  winnow  the  b 
wildering  panoply  of  recommendations  down  to  only  threi 
buy,  sell  or  hold.  So  the  vast  bulk  of  them  will  be  buys,  righH 
Not  necessarily.  Firms  should  require  their  analysts — as 
means  of  shoring  up  faith  in  their  work — to  invest  reasol 
able  amounts  of  these  folks'  personal  capital  in  their  bu 
recommendations  a  few  weeks  after  research  reports  go  oii 
They  can  afford  it.  News  accounts  say  Grubman  hauls  dow 
$25  million  yearly. 

Another  idea:  The  Association  for  Investment  Manag| 
ment  &  Research,  which  sets  tough  requirements  to  get 
Chartered  Financial  Analysts  degree,  should  set  GAAP-tyj 
standards  that  make  a  recommendation  match  the  writte 
analysis.  That  would  do  away  with  the  disparity  of  a  reporl 
trashing  a  stock  while  awarding  it  a  favorable  rating. 

Meanwhile,  read  the  research,  if  you  respect  the  analy: 
but  tear  off  the  recommendation  page  and  use  it  for  fir 
place  kindling. 

Here  are  a  number  of  stocks  that  are  unambiguous  bu) 
Apple  (AAPL,  22),  trading  at  11  times  trailing  earnings,  w 
vanquish  its  troubles,  analysts  or  no.  SunTrust  Banks  (Si 
48)  is  a  solid  but  cheap  bank  at  10  times  earnings  and  yiel< 
3.1%.  British  Petroleum  (BP,  53)  has  a  price/ earnings  ratio 
19  and  a  yield  of  2.2%. 

And  by  all  means  Chevron  (CHV,  87),  P/E  16,  yield  3°^ 
The  merger  with  Texaco  will  make  it  even  stronger. 


David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J.  His  latest  book  is  Contrarian 
Investment  Strategies:  The  Next  Generation.  Find  past  columns  at  www.forbes.com/dreman  or  use  your 
:CueCat  device  on  the  cue  code  (right)  to  take  you  there  instantly. 
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Sprint  IONSM  simplifies  your  network  by  uniting  voice,  video,  data,  and  high-speed  Internet. 
Try  it  for  four  months.  Plus,  you  could  save  your  company  up  to  $250,000. 


It's  breakthrough  technology,  at  extraordinary  savings.  Sprint  ION,  Integrated  On-Demand  Network,  is 
I     true  convergence,  delivering  broadband  power  and  flexibility  that  can  dramatically  simplify  the  way  you 
*     do  business.  Sprint  ION  can  improve  productivity,  control  costs,  and  help  you  communicate  more 

effectively  than  ever.  Now  you  can  take  advantage  of  all  this  for  up  to  two  months  free.  That  could  save 
I     you  up  to  $250,000.  Sprint  ION.  It's  an  opportunity  that  can  take  your  business  as  far  as  you  want  it  to  go. 

1    Let's  make  contact: 

Call  1  877  778-4251,  ext.  227,  now  to  start  saving,  or  visit  www.sprint.com/tryion27 

wSprint 

The  point  of  contact" 

•The  following  qualification  criteria  and  restrictions  apply  First  month  of  credit  must  be  used  during  the  first  four  months  The  second  month  of  credit  can  be  used  anytime  after  the  end  of  the 
fourth  month  Total  credit  for  the  two  free  months  of  service  not  to  exceed  $250,000  New  Sprint  ION  prospects  only,  two  or  more  sites  with  NxTl  access  or  above.  $25,000  MRC, 
minimum  two-year  contract. The  four-month  trial  begins  on  the  day  Sprint  begins  billing  the  customer  for  service  Offer  expires  12/31/00  "Certain  restrictions  apply  Switching  costs  are  capped 
at  10%  of  estimated  first-year  contract  revenue,  applies  to  previous  carrier  only  and  replacement  of  previous  or  comparable  hardware/software  Cop/right  ©  Sprint  2000  All  rights  reserved 


Get  Sprint  ION  free  for  up  to  two 
months  (up  to  a  $250,000  total  credit). 

Try  Sprint  ION  for  four  months,  and  if 
you  are  not  satisfied,  Sprint  will  pay 
hardware,  software,  and  installation 
costs  to  switch  vou  hack  ** 


MONEY  &  INVESTING 


Financial  Strategy  By  A.Gary  Shilling 

Recession  Telltale 


RECESSIONS  HAVE  FOLLOWED  INVERTED  YIELD 
curves  throughout  the  postwar  era.  The  only  ex- 
ception was  in  the  mid-1960s  when  escalating 
spending  on  Vietnam  prevented  a  mini-recession 
from  becoming  full-blown.  The  Treasury  yield 
curve  has  been  inverted  since  July,  with  the  overnight  Fed 
funds  rate  now  at  6.5%,  three-month  bills  at  6.3%  and  30- 
year  bonds  at  5.8%. 

That  bellowing  you  hear  from  the  bulls  would  have  you 
believe  that  this  time  it's  dif- 
ferent, that  the  inversion  is  re- 
ally a  chimera  produced  by 
the  shortage  of  long  Treasury 
bonds.  Indeed,  the  30-year 
yield  has  fallen  20  basis  points 
since  the  Fed  started  its  rate- 
raising  campaign.  Moody's, 
Merrill  Lynch  and  other 
major  Wall  Street  powers  as- 
sume the  long  bond  is  going 
the  way  of  the  passenger  pigeon  and  have  switched  to  the 
10-year  Treasury  as  their  benchmark. 

But  the  inversion  is  real  and  the  long-bond  shortage  ar- 
gument is  bogus.  The  federal  surplus  is  reducing  Treasury 
supply  across  the  spectrum.  Until  the  Federal  Reserve  started 
to  raise  short-term  rates,  yields  in  all  maturities  were  falling; 
declining  supply  had  pushed  up  all  their  prices.  A  new  Federal 
Reserve  Bank  of  New  York  study  says  that  the  Fed  may  be  the 
only  one  left  owning  Treasurys,  not  just  long  bonds,  by  2007. 

Here's  another  way  of  burying  the  long  Treasury  short- 
age argument,  using  a  little  math  exercise.  First,  know  that 
corporations  have  been  pumping  out  debt  in  abundance, 
which  lowers  their  prices  and  boosts  their  yields.  So  yield 
spreads  between  Treasurys  and  corporate  issues  have  been 
growing  for  all  maturities. 

Given  this,  let's  examine  the  recent  opening  of  yield 
spreads  between  Treasurys,  the  world's  best  credit,  and  the 
highest-rated  corporates,  AAAs.  Our  test  corrects  for  both 
the  more  bountiful  corporate  supply  and  the  shrinking 
Treasury  supply. 

The  numbers  work  this  way:  We  add  the  amount  the 
spread  has  widened  on  top  of  the  Treasury  yield  for  each 
point  on  the  maturity  spectrum.  For  instance,  the  gap  be- 
tween one-year  Treasurys  and  corporates  has  increased  to  50 
basis  points,  from  25  in  May  1999.  We  add  the  25-point  dif- 


An  inverted  yield 
curve,  which  we 
have  now,  has  long 
been  the  catalyst 
for  a  slump. 


ference  to  the  6.3%  yield  on  the  present  one-year  Treasury 
And  you  know  what  the  result  is?  The  reconfigured  yie 
curve  remains  inverted.  And  it  doesn't  matter  what  sta 
point  you  use.  Go  back  to  March  1999  when  spreads  we 
the  narrowest  (that's  three  months  before  the  Fed  begc 
tightening):  After  you  plug  in  the  spread  increases  from  th< 
to  the  current  day,  there's  still  an  inversion. 

The  history  of  inversions  is  instructive.  In  times  of  hi{ 
and  rising  inflation,  it  took  an  inverted  yield  curve  to  igni 

a  recession — the  econom 
downturns  of  1969 
1973-75,  1980  and  1981-i 
resulted.  Then,  investors  ar 
businesses  were  so  wrappa 
up  in  inflation  that  the  F< 
needed  to  twist  the  yield  cur 
harshly  to  get  their  attentior 
To  start  recessions  durii 
minuscule  inflation,  howevi 
it  didn't  take  a  radical  jump 
short-term  rates  to  invert  the  yield  curve — the  1 953— f 
1957-58,  1960-61  and  1990-91  downturns  are  cases 
point.  So  the  inversion  now,  in  the  midst  of  low  inflation^ 
doubly  toxic  for  the  economy. 

Some  take  heart  that  the  longer  end  of  the  curve  h 
reinverted  in  recent  weeks:  The  10-year  Treasury  is  5.7%  a) 
the  30-year  is  5.8%.  Nevertheless,  the  Fed  switched  from  i 
straint  to  ease  while  the  economy  was  still  expanding  in  t] 
past,  and  the  1953-54, 1960-61  and  1990-91  recessions  f< 
lowed  just  the  same. 

Additional  recessionary  forces  are  found  in  high  ener 
prices,  which  are  sapping  purchasing  power.  Further,  t| 
structure  of  the  economy  closely  resembles  past  busine 
tops  (see  my  Oct.  16  column).  And  despite  recent  declin 
many  stocks  are  still  priced  for  perfection.  Disappointi 
sales  and  profits  will  depress  them  to  the  point  that  r« 
wealth  losses  will  erode  consumer  confidence  and  spendir 
further  contracting  the  economy. 

With  recession  a  prospect,  the  investment  strategy  I 
vocated  in  recent  columns  remains  unchanged.  With  the  e 
ception  of  some  defensive  stocks  like  utilities  and  drugs,  i 
duce  equities  you  can't  hold  through  a  major  bear  mark 
Buy  long  Treasury  coupon  or  zero  coupon  bonds.  They  v> 
continue  to  be  safe  havens  that  will  benefit  when  the  F 
cuts  rates  as  it  realizes  that  the  business  boom  is  over. 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants  and  investment  advisers. 
Find  past  columns  at  www.forbes.com/shilling  or  use  vour  :(  'uc(  \n  device  on  the  cue  code  I  /  ighi 1  to  take 
you  there  instantly. 
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This  announcement  appears  as  a  matter  of  record  only 


July  12,  2000 


MENLO  VENTURES 


Is  Pleased  to  Announce  the  Formation  of 


MENLO  VENTURES  IX,  L.P. 


A  Venture  Capital  Limited  Partnership 
investing  in  communications,  Internet,  and  software 
technology  product  and  service  companies 


$1,500,000,000 


Managing  Directors 

DuBose  Montgomery  Doug  Carlisle  John  Jarve 

Tom  Bredt  Sonja  Hoel  Mark  Siegel 

Hal  Calhoun 

Associate  CFO 

Hilary  Hoover  Catherine  Shaw 

Analysts 

Ann  Carney  Ken  Ebbitt  Dan  Kacher 


The  firm  provides  long-rerm  capiral  ro  starr-up  and  emerging  growrh  companies. 
Information  Available  Upon  Requesr 


3000  Sand  Hill  Road  •  Building  4  •  Suite  100 
Menlo  Park,  California  94025  •  (650)  854-8540 
www.menloventures.com 


MUNtY      IN  V  to  I  INb 


Capital  Markets  By  Marilyn  Cohen 


Junk  Rebound  Ahead 


THE  HIGH-YIELD  MARKET  IS  IN  A  SLUMP.  ALTHOUGH 
overall  economic  growth  has  been  strong  up  to 
now,  junk  bonds  aren't.  High-yield  obligations  are 
like  poor  people,  vulnerable  to  every  economic 
woe.  Hints  of  a  business  slowdown  hit  them  hard. 
For  most  of  the  past  decade  investors  deserted  junk  in  favor 
of  the  hotter  stock  market.  Now  they  are  deserting  in  favor 
of  safer  Treasurys. 

Defaults  are  way  up,  suggesting  that  a  lot  of  high-yield 
borrowers  took  on  more  debt 
than  they  could  handle — and 
even  more  of  them  are  headed 
for  the  deadbeat  penalty  box. 
The  dean  of  junk  experts,  Pro- 
fessor Edward  I.  Altman  of 
New  York  University's  Stern 
School  of  Business,  has  re- 
ported a  2.6%  high-yield  de- 
fault rate  for  the  first  half  of 
this  year,  which  is  a  5.2%  rate 
annualized.  That's  a  mile  higher  than  the  3.2%  weighted 
average  annual  rate  since  1971. 

Just  as  we  saw  during  the  last  junk  debacle,  in  the  early 
1990s,  a  vicious  circle  is  getting  going.  Banks  are  frowning 
upon  high-yield  issuers.  Unhappy  result:  They  now  must 
pay  higher  interest  rates  on  their  revolving  lines  of  credit. 

Nevertheless,  I  think  the  bottom  is  near.  Even  though 
conditions  in  the  junkyard  probably  will  get  worse  before 
they  get  better — bear  markets  always  do — this  is  probably 
the  time  to  take  advantage  of  low  prices. 

Why?  A  developing  taste  for  junk  by  pension  funds.  Yes, 
these  sober-minded  custodians  of  people's  retirement 
money  are  traditionally  leery  of  dicey  markets.  But  times  are 
a-changing.  With  the  stock  market  so  volatile  and  the  Trea- 
sury supply  dwindling  because  of  budget  surpluses,  the 
high-priced  consultants  who  advise  the  funds  are  now  rec- 
ommending diversifying.  Prominent  among  their  alterna- 
tive-asset suggestions  are  real  estate,  limited  partnerships 
and  . . .  high-yield  bonds. 

The  pension  plan  sponsors  are  listening.  In  the  past  ten 
months  at  least  20  pension  funds  have  publicly  revealed  that 
they  have  hired  high-yield-bond  managers  or  that  they  are 
actively  searching  for  them. 

The  dollars  pouring  into  the  high-yield  market  from  pen- 
sion plans — public  and  private — are  potentially  humongous. 


A  coming  influx  of 
pension  fund 

money  in  the  next 
12  to  18  months 

means  get  in  now. 


Good  old-fashioned  defined-benefit  pension  funds,  the  kii 
everyone  had  before  401  (k)s  were  invented,  are  bulging. 

According  to  Pensions  &  Investment  Age,  one  of  the  lea 
ing  industry  magazines,  the  200  largest  pension  funds  ha 
$3.7  trillion  in  assets.  We  are  talking  about  monster  orgai 
zations  like  the  California  Public  Employees  Retirement  S; 
tern,  General  Motors,  New  York  State  Common,  Tex 
Teachers  and  General  Electric.  In  contrast,  the  U.S.  hig 
yield  market  is  peanut-size.  Estimates  place  its  face  value 

$680  billion. 

While  I  am  not  suggesti 
that  pension  fund  sponsors : 
going  to  allocate  more  th 
1%  to  3%  of  their  kitties 
their  newly  hired  high-yiel 
bond  managers — from  han| 
anything  today — that's  ij 
chopped  liver.  Don't  forg 
2%  of  $3.7  trillion,  or  $74  rj 
lion,  is  material  money  to 
long-ignored  and  occasionally  reviled  high-yield  market.  A 
that  is  taking  into  account  only  the  impact  of  the  200  biggii 
Importantly,  it  doesn't  take  much  of  a  money  influx 
move  junk  prices.  We  know  that  from  the  behavior  of  t 
market  when  an  institution  assembles  a  $200  million  coll; 
eralized  bond  obligation.  The  simple  act  of  buying  $200  m 
lion  worth  of  bonds  to  fund  a  new  CBO  puts  a  tempora 
floor  under  the  junk-bond  market.  Imagine  then  the  imp; 
of  billions  of  pension-fund  dollars  rolling  into  the  mart 
over  the  next  12  to  18  months. 

Because  the  whole  junk  market  will  feel  this  influx,  es{j 
daily  the  bigger  and  more  liquid  issues,  there  is  no  need  1 
you  to  become  an  expert  in  picking  bonds.  The  easiest  a; 
most  prudent  way  to  get  on  board  is  to  select  a  high-yic 
mutual  fund  on  the  Forbes  Best  Buy  list  (see  forbes.coti 
such  as  Vanguard  High  Yield,  Fidelity  Capital  &  Income 
T.  Rowe  Price  High  Yield.  Create  a  game  plan  to  invest 
equal  amount  quarterly  and  figure  you  will  be  fully  invest 
by  the  third  quarter  of  2001,  when  the  pension  buying 
starting  to  really  gear  up  and  we  have  a  bottom  in  prices. 

This  wave  is  going  to  hit  the  beach  and  it  will  be  a  whc 
per.  Pension  funds  are  permanent  investors;  no  hot  mor 
here.  Their  critical  mass  will  create  the  ongoing  support  t 
high-yield  market  desperately  needs  and  a  respectable  to 
return — something  we  haven't  seen  in  a  long  while. 


Marilyn  Cohen  is  president  of  Envision  Capital  Management,  Inc.,  a  Los  Angeles  fixed- income  money 
manager  and  author  of  The  Bond  Bible.  Find  past  columns  at  www.forbes.com/cohen  or  use  your 
:CueCat  device  on  the  cue  code  (right)  to  take  you  there  instantly. 


390     FORBES*  November  13,  2000 


Reach  out  at  any  moment  and  find 
exactly  what  in  the  world  is  holding  up 
your  100  million-dollar  product  launch. 

You  know,  real  omnipotent-being  type  stuff. 


From  reviewing  package  designs  and  advertising  creative,  to  collaborating  on  global 
promotions,  if  it  has  to  do  with  marketing,  you  can  do  it  better  on  magnih.net.  Control  your 
efforts  from  anywhere  in  your  universe  with  just  an  internet         —  .  _ 

browser.  But  please,  always  use  Magnih  for  good,  not  evil.     Vp  ITlclgnin.net 

©2000  Magnifi,  Inc.  Call  800-301-0040  or  visit  www  magnifi.com.  Global  marketing  from  a  12-inch  screen. 
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Too  Rich  for  Our  Blood? 


FOR  SOME  TIME  POLITICIANS  HAVE  BEEN  TOYING 
with  the  idea  of  rescuing  the  Social  Security  System 
by  investing  in  the  stock  market.  In  light  of  the  dev- 
astation that  has  been  visited  on  the  major  indexes 
in  the  past  six  weeks,  this  could  be  a  good  time  to 
assess  the  merits  of  the  proposed  overhaul. 

On  the  positive  side,  a  system  dependent  on  the  stock 
market  would  have  fewer  benefits  to  pay  out,  since  the  40% 
drop  in  the  Nasdaq  Composite  would  almost  certainly  re- 
sult in  millions  of  senior  citi- 
zen deaths  from  heart  attacks. 
But  there  is  a  negative  side  as 
well.  A  meltdown  as  cata- 
strophic as  this  one  would  also 
put  a  great  many  young  peo- 
ple out  on  ledges.  That  could 
potentially  reduce  the  number 
of  workers  paying  into  the  sys- 
tem in  coming  years. 

Some  experts  do  not  see 
these  market-induced  misfortunes  as  entirely  bad  things,  at 
least  from  the  macroeconomic  point  of  view.  They  favor  a 
Darwinian  investment  approach  that  would  deliberately  in- 
vest a  massive  chunk  of  the  fund's  revenues  in  crash-and- 
burn  stocks  with  the  intent  of  "pruning"  the  retiree  demo- 
graphic base,  ensuring  a  senior  population  whose  knees  will 
not  buckle  every  time  Nasdaq  starts  taking  a  bit  of  water. 

Nevertheless,  it  would  be  irresponsible  for  the  federal  gov- 
ernment to  switch  the  SSS  to  an  investment-based  system  with- 
out at  least  apprising  the  public  of  the  potential  fallout  from 
this  change.  The  tentative  proposal  floated  by  George  W.  Bush 
had  only  one-sixth  to  one-quarter  of  the  nation's  retirement 
fund  invested  in  stocks,  supposedly  insulating  the  fund  from 
cataclysmic  shock.  However,  a  trust  fund  heavily  invested  in 
Home  Depot,  AT&T  or  Lucent  over  the  past  few  months  could 
take  this  country  right  down  the  drain  in  a  matter  of  weeks. 

Another  subject  that  has  not  been  adequately  addressed 
is  the  extent  to  which  the  public  itself  will  be  involved  in  the 
Social  Security  stock  selection  process.  Since  roughly  50%  of 
American  households  are  now  invested  in  the  stock  market, 
and  since  50  million  Americans  may  now  be  active  day 
traders  (many  of  them  under  the  age  of  17),  the  public 
clearly  has  the  expertise  needed  to  make  astute  investment 
decisions.  Or,  at  the  very  least,  to  designate  qualified  indi- 
viduals as  their  tribunes  in  the  investment  arena.  With  this 
in  mind,  the  federal  government  should  consider  holding  a 
national  referendum  in  which  the  American  people  get  to 
decide  who  they  want  managing  their  money.  Peter  Lynch? 
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The  Motley  Fools?  The  Beardstown  Ladies? 

Should  the  federal  government  go  one  step  further  ai 
involve  the  public  in  stock-picking?  On  the  surface,  the  a 
swer  would  seem  to  be  yes.  If  some  Gen-X  bureaucrat  dov 
in  Washington,  D.C.  wants  to  invest  in  an  outfit  like  Pric 
line.com  just  because  he  likes  those  "edgy"  William  Shatn 
commercials,  the  public  has  a  right  to  know  that  the  SSS  H 
switched  to  an  irony-based  investment  philosophy.  The  gol 
ernment  must  also  make  it  clear  that  it  will  not  purchaj 

shares  in  companies  that  mm 


Who  will  manage 
Social  Security 
funds  invested  in 
the  market?  The 
Motley  Fools? 


alcohol,  guns  or  tobacco, 
that  would  lead  to  confliq 
with  people  like  Rosie  O'Dq 
nell,  which  any  sensible  persj 
would  move  heaven  and  ear 
to  avoid,  especially  if  her  bod 
guards  are  involved. 

The  inherent  danger  in  i 
investment  policy  that  is  i 
sponsive  to  public  invest 
sentiment  is  the  potential  conflict  of  interest.  For  example 
the  fund  took  a  position  in  Microsoft,  unsophisticated  i 
vestors  might  clamor  for  Justice's  antitrust  division  to 
back  to  its  historical  interests,  like  investigating  collusi 
pricing  in  the  toilet-brush  manufacturing  industry,  and 
kindly  laying  off  any  big-cap  stocks.  Come  to  think  of  it,  s) 
phisticated  investors  might  do  some  clamoring,  too. 

Further  conflicts  could  arise  if  Congress  were  elected  t 
a  platform  to  attack  obscene  profits  in  the  pharmaceutic 
industry,  only  to  discover  that  50  million  younger  vote 
think  that  gouging  seniors  is  an  excellent  idea,  since  high 
drug  profits  are  necessary  to  ensure  the  long-term  health 
the  Social  Security  System. 

One  final  issue  remains  to  be  discussed.  If  a  mopi 
Jimmy  Carter  were  President  of  the  U.S.  today,  the  SSS  mig 
come  under  pressure  to  short  American  companies,  as  th 
would  cohere  with  Carter's  generally  downbeat  world  vie! 
This  would  be  a  very  bad  thing.  Yet  denying  the  fund  the  o 
portunity  to  short  stocks  would  strip  it  of  the  chance 
make  billions  by  betting  on  the  collapse  of  retailers  whc 
business  models  call  for  buying  lawn  chairs  for  $50  so  tr. 
they  can  be  sold  online  for  $24.  In  fact,  actuaries  estirm 
that  if  the  trust  fund  had  started  shorting  dot-com  stocks ! 
months  ago,  the  Social  Security  System  would  remain  sc 
vent  for  the  next  400  years. 


Joe  Queenan  writes  a  bimonthly  column  for  GQ.  His  latest  book  is 
My  Goodness:  A  Cynic's  Short-Lived  Search  for  Sainthood. 
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I  JIM  A  Co.,  Ltd. 


KOJIMA  Co..  Lid. 

The  company  is  the  leading  consumer  elec- 
tronic retailer  that  strives  to  offer  the  lowest 
prices  in  Japan.  Listed  in  the  first  section  of 
the  Tokyo  Stock  Exchange,  the  company 
became  the  first  chain  of  specialized  retailing 
stores  in  Japan  over  the  sales  of  ¥400  billion 
and  has  led  the  sector  in  sales  for  the  three 
successive  quarters.  The  company  currently 
operates  205  stores  nationwide. 


Newport  Corporation 


Newport  Corporation  (Nasdaq:NEWP)  is  a 
global  supplier  of  high-precision  lest,  meas- 
urement and  automation  systems  and  sub- 
systems that  enable  manufacturers  of  fiber 
optic  components,  semiconductor  capital 
equipment,  industrial  metrology  and  other 
high-precision  products  to  automate  their 
manufacturing  processes,  enhance  product 
performance,  and  improve  manufacturing 
efficiencies  and  yields.  Newport's  lest  sys- 
tems and  subsystems  offer  a  strategic  com- 
petitive advantage  over  competitors  who 
offer  only  a  limited  product  selection. 


LARK  CO.,  LTD. 


SKYLARK  CO.,  LTD. 
The  largest  restaurant  chain  in  Japan,  the 
company  merged  with  the  Bamiyan  chain  of 
Chinese  restaurants  in  1999  and  will  merge 
with  the  Aiya  chain  of  Japanese  cuisine 
restaurants  in  2000  as  part  of  a  program  to 
further  grow  as  a  nationwide  chain  featuring 
Western,  Chinese  and  Japanese  cuisine  with 
approximately  3,000  restaurants. 
Consolidated  net  sales  for  fiscal  1999  set  a 
record  at  ¥341.6  billion. 


Cable  Design  Technologies 


Cable  Design  Technologies  is  a  leading 
designer  and  manufacturer  of  high  band- 
width network  connectivity  products,  fiber 
optic  cable  and  connectors,  assemblies, 
components,  computer  interconnect  cables 
for  communication  switching  applications, 
and  communication  cable  products  used  in 
wireless,  central  office  and  local  loop  appli- 
cations. CDT  also  manufactures  electronic 
data  and  signal  transmission  products  that 
are  used  in  automation  and  process  control 
and  specialty  applications. 


'  YAMAHA 


YAMAHA  CORPORATION 
YAMAHA  is  one  of  the  world's  leading 
manufacturers  of  pianos  and  other  musical 
instruments. 

Also,  YAMAHA  has  grown  through  a  broad 
spectrum  of  business  activities. 
To  continue  growing  in  the  21st  century,  the 
YAMAHA  Group  will  make  a  concerted 
effort  to  become  a  truly  global  enterprise 
that  fulfills  its  corporate  mission  of  con- 
tributing to  enriching  the  quality  of  life  of 
people  worldwide. 
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"Let's  Punch 

A  Hole 
In  the  S ky" 


MAN  &  MACHINE  |  For  these  intrepid  hobbyists,  it's  Mach  2  or  bust. 

BY  DANIEL  FISHER 


T 

Black  Rock  i< 


HE  BLACK  ROCK  DESERT  OF 
Nevada,  a  sun-baked  lake  bed  110 
miles  from  Reno,  is  the  ideal  place 
for  activities  that  are  loud,  danger- 
ous and  not  particularly  compati- 
ble with  government  oversight, 
is  the  site  of  the  Burning  Man  Fes- 
tival (FORBES,  Oct.  4,  1999),  where  thousands  of 
neo-hippies  converge  each  Labor  Day  weekend  to 
bang  drums,  walk  around  naked  and  consume 
massive  doses  of  drugs.  It's  also  the  place  where 
Andy  Green,  a  British  fighter  pilot,  broke  the  land 
speed  record  in  1997  by  driving  a  jet-powered  car 
through  the  sound  barrier  to  763mph. 

And  then  there's  B.A.L.L.S.  The  acronym,  ac- 
cording to  some,  stands  for  Bad-Ass  Load-Lifting 
Suckers.  The  suckers  in  question  are  rockets,  and  it 
is  the  purpose  of  this  little  gathering  to  shoot  off 


some  of  the  most  powerful  ones  outside  the  Pen- 
tagon and  certain  paranoid  Third-World  dictator- 
ships. We're  talking  home-built  missiles  that  can 
haul  an  8-pound  bowling  ball  5,000  feet  in  the  air 
or  lob  a  streamlined  metal  "dart"  to  the  edge  of 
the  atmosphere  50  miles  high. 

B.A.L.L.S.  is  the  annual  "experimental"  meet 
of  the  Tripoli  Rocketry  Association,  a  3,800-mem- 
ber  organization  devoted  to  what  its  members  call 
high-power  rocketry.  This  is  where  would-be 
Wernher  von  Brauns  get  to  show  off  the  most  pow- 
erful, fastest  missiles  they  can  make. 

Some  look  downright  crude.  The  Max  Q,  for 
example,  is  a  hulking,  16-foot  missile  fabricated 
out  of  Sonotube,  a  cardboard  cylinder  normally 
used  as  a  form  for  concrete  pilings.  At  the  other 
end  of  the  scale  is  a  breathtaking,  if  slightly  unset- 
tling, 12-foot  rocket  made  almost  entirely  out  of 


#4 


So  far,  so  good:  Hobbyists  watch  as  a 
rocket  streaks  off  the  launching  pad. 
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varnished  redwood  and  assembled  with 
attention  to  detail  that  would  make  Ted 
Kaczynski  proud. 

Actually,  the  builder  is  a  perfectly  nice 
23-year-old  waiter  from  Mendocino, 
Calif,  named  Erin  Hemmings.  How  does 
he  come  to  be  planning  his  own  moon 
launch  when  he  isn't  bringing  you  an 
espresso?  It  all  began  last  year  with  a  fa- 
ther-son excursion  to  see  the  rocket-lov- 


Chemical  engineer  Dennis  McNally, 
fight,  and  friends  prepare  to  launch. 


ing  film  October  Sky.  Inspired,  Hemmings 
and  his  father  couldn't  resist  building 
their  own.  Says  Hemmings:  "It  was  easy. 
All  the  information  was  on  the  Internet." 

The  hobbyists  who  indulge  in  this 
pastime  are  a  diverse,  if  almost  entirely 
male,  crowd — imagine  a  high-school  re- 
union consisting  of  gearheads,  science 


geeks  and  a  sprinkling  of  stoners.  Mor 
than  a  few  work  in  the  aerospace  indu.' 
try  or  have  pyrotechnics  licenses,  and  a 
have  an  undisguised  passion  for  watch 
ing  rockets  thunder  out  of  sight. 

"Let's  punch  a  hole  in  the  sky,"  say 
one  before  a  launch,  unaware  of  h\ 
comment's  corniness.  Others  are  frankl 
contemptuous  of  their  competition  i 
the  government. 

i:j 

ill 


A  gathering  in  the  desert  features  some  of  the  most  powerful  missiles 
outside  the  Pentagon  and  certain  paranoid  Third  World  dictatorships. 
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"These  are  some  of  the  most  sophis- 
jcated  launch  vehicles  in  the  world," 
basts  David  Triano  of  Shadow  Com- 
[onents,  a  Lake  Tahoe,  Calif,  manufac- 
prer  of  elegant,  carbon-fiber  rockets. 
|hat  about  military  rockets,  like  the 
jdewinder?  "They're  trucks,"  he  sneers. 

Like  the  outcasts  many  no  doubt 
'  ere  in  high  school,  high-power  rocke- 
kers  seem  to  derive  a  certain  inner 
Prength  from  the  persecution  they  en- 
re,  nowadays  at  the  hands  of  the  Fed- 
al  Aviation  Administration,  the  Bu- 
au  of  Alcohol,  Tobacco  and  Firearms 
aid  other  killjoy  agencies  looking  to  rain 
li  their  exploding  parade. 

Consider  the  red  tape  involved  in 
lunching  a  typical  N-class  rocket,  one 

Iruipped  with  a  motor  that  generates 
000  pounds  of  thrust  and  can  soar  past 
t),000  feet.  (Under  the  standard  motor 
lassification  system,  each  letter  denotes 
louble  the  power  of  the  preceding  one; 

Ftes  rockets  sold  in  toy  stores  generally 
e  A,  B  or  C  motors.) 
First  of  all,  the  event  organizers  need 
fiA  clearance  and  a  $1  million  insur- 
lice  policy  just  to  launch  the  suckers, 
jhe  Bureau  of  Land  Management  also 
fets  involved,  although  there's  nary  a 
lick  of  firewood  within  20  miles  of  the 
lunch  site.  Finally,  the  Bureau  of  Alco- 
lol,  Tobacco  and  Firearms  weighs  in 
frith  strict  rules  on  transporting  and 
goring  the  motors  and  prohibitions  on 
lie  most  powerful  fuels  like  cy- 
itotrimethylene  trinitramine,  the  stuff 
jiat  propels  military  missiles  (see  box). 

"If  the  Wright  brothers  were  start- 
ling out  today  they'd  never  get  off  the 
I  round,"  fumes  Ky  Michaelson,  who 
bent  two  years  dickering  with  bureau- 
crats at  an  offshoot  of  the  FAA  to  get  a  li- 
Jbnse  to  launch  to  390,000  feet,  well  past 
he  boundary  zone  between  the  Earth's 
Itmosphere  and  space. 

A  veteran  Hollywood  stuntman  who 
alls  himself  Rocket  Man,  Michaelson 
.as  built  rocket  cars  and  pickup  trucks 
nd  even  claims  to  have  gone  83mph  in 
:  rocket-powered  wheelchair.  But  his  at- 
tempt to  put  a  vehicle  into  space  at  this 
Wear's  B.A.L.L.S.  in  late  September  failed 
i/hen  the  rocket  lost  a  fin  at  40,000  feet. 


Serious  Toys 

High-power  rockets  are  about 
as  close  as  a  civilian  can  get 
to  the  stuff  the  government 
uses  to  launch  Sidewinder  missiles. 
Common  Estes  hobby  rockets  burn 
blackpowder;  high-power  rockets  use  a 
much  more  powerful  mix  of  ammonium 
perchlorate  to  supply  oxygen,  alu- 
minum and  hydroxyl-terminated 
poiybutadiene  as  the  fuel. 

It's  almost  the  same  mix  as  in  the 
solid-rocket  boosters  on  the  Space  Shut- 
tle, and  it's  powerful  stuff.  Where  a  C- 
class  motor  from  Estes  puts  out  the 
equivalent  of  2  pounds  of  thrust  for  one 
second,  an  H-class  motor— the  entry 
point  to  high-power  rocketry— puts  out 
55  pounds.  The  giant  N-class  motor, 
which  costs  about  $400  per  launch, 
puts  out  2,000  pounds,  enough  to  power 
a  100-pound  rocket  I  mile  into  the  sky  or 
a  lighter  one  past  30,000  feet.  (Most  en- 
gines actually  burn  five  seconds  or  so, 
bringing  down  the  total  thrust  at  any  par- 
ticular moment  to  about  450  pounds  for 


the  N-class  motor.) 

The  military  uses  similar  chemicals 
in  its  rockets,  only  it  gets  to  spice  up 
the  mix  a  bit  by  adding  nitroglycerine- 
based  explosives  to  the  fuel,  making 
them  about  20%  more  powerful  than 
sophisticated  hobby  engines. 

Most  hobbyists  buy  their  engines 
from  Las  Vegas-based  AeroTech  Con- 
sumer Aerospace,  a  subsidiary  of  de- 
fense contractor  Industrial  Solid 
Propulsion.  To  keep  itself  out  of  trouble, 
AeroTech  only  sells  to  hobbyists  who 
have  been  qualified  by  the  two  main 
rocketry  organizations,  Tripoli  and  the 
National  Association  of  Rocketry. 

Even  so,  the  Bureau  of  Alcohol,  To- 
bacco &  Firearms  is  tightening  up  even 
more.  It  now  wants  everybody  who  han- 
dles high-power  rocket  engines  to  have  a 
federal  explosives  license  and  a  bunker 
to  store  them.  AeroTech  says  the  rules 
are  overkill  because  its  engines  aren't  ex- 
plosive. It's  supporting  a  federal  lawsuit  to 
force  the  ATF  to  back  off.  —  D.F. 
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One  rocket  executes  a  terrifying  circle  in  the  air  before  resuming  its 
upward  flight,  a  plume  of  smflke^dJjraihundej^^ 


Michaelson  says  onboard  electronics  in- 
dicated it  was  going  3,205mph  when  it 
went  out  of  control. 

That  seems  to  happen  a  lot  at 
B.A.L.L.S.,  which,  unlike  other  high- 
power  rocket  launches,  is  devoted  to  ex- 
perimental missiles  of  unproven  design. 
Most  are  hand  built,  with  varying  degrees 
of  engineering  involved.  Fins,  for  exam- 
ple, range  from  simple  wedges  of  sheet 


aluminum  to  carbon-fiber  airfoils  ma- 
chined to 'aerospace  tolerances. 

Tripoli  requires  the  rockets  to  be  sta- 
ble— on  paper,  at  least — and  most  carry 
$1,000  worth  or  more  of  electronics,  in- 
cluding altimeters  that  trigger  small  ex- 
plosive charges  to  release  the  nose  cone 
and  a  recovery  parachute.  While  rocke- 


Rule  Britannia:  Kevin  Cave  traveled  to 
the  desert  to  set  a  U.K.  rocketry  record. 


teers  are  quick  to  point  out  that  no  on 
has  ever  been  killed  at  one  of  these  events 
sometimes  it  seems  only  dumb  luck  caij 
explain  why. 

One  rocket  leaves  the  launch  pad,  ex| 
ecutes  a  90-degree  turn  about  50  feet 
the  ground,  streaks  at  several  hundred 
miles  an  hour  straight  toward  a  group  o| 
landsailers,  crashing  just  short  of  them 
in  a  cloud  of  white  dust.  Another  one  exl 
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cutes  a  terrifying  circle  in  the  air  before 
ssuming  its  upward  flight,  a  plume  of 
moke  and  fire  thundering  out  behind  it. 

About  half  the  rockets  suffer  some 
ind  of  catastrophic  failure  in  the  air, 
sually  when  a  nose  cone  fails  to  separate 
roperly  or  the  parachute  doesn't  deploy, 
"hat's  partly  the  fault  of  the  government, 
fhich  prohibits  amateurs  from  using  ex- 
losives  powerful  enough  to  blast  the 
ose  cone  free  when  the  rocket  is 
mistling  through  the  air  at  supersonic 
peeds.  It's  also  against  Tripoli's  rules  to 
im  the  rocket  at  any  hard  target,  for  ob- 


Incoming?  Utah  rocketeers  Aon  Weigel, 
Loren  Bjerke  and  Dave  Urbanek. 


vious  reasons — one  man's  weekend  mis- 
sile could  easily  become  another  man's 
Air  Force  One-seeking  Stinger. 

Still,  the  rocketeers  endure.  One 
group  at  this  year's  B.A.L.L.S.  flew  all  the 
way  from  Switzerland  to  launch  a  10- 
foot,  carbon-fiber  beauty  designed  to  go 
Mach  2.5.  The  group's  guru  is  Eugene 
Trubowitz,  a  mathematician  at  the  Swiss 
Federal  Institute  of  Technology  in  Zurich 
who  normally  dwells  on  the  most  theo- 
retical boundaries  of  physics.  "My  inter- 


est is  in  how  you  can  use  the  most  exotic 
materials  to  construct  vehicles  that  dis- 
play truly  exotic  behavior,"  he  says. 

Trubowitz's  disciples  aren't  necessar- 
ily so  high-minded.  They  include  two 
Swissair  pilots  and  Thomas  Fischer,  whose 
day  job  is  playing  in  a  Zurich  industrial 
rock  band.  Fischer  respects  the  professor's 
esthetic  sensibilities,  but  puts  himself 
squarely  in  the  fire-and-thunder  crowd. 

"I  like  rockets  because  they're  loud, 
nasty  and  stinky,"  says  Fischer,  a  polite 
young  man  with  a  neatly  trimmed 
blond  goatee.  "Just  like  my  music."  F 
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A  Fragrance  of  Vanished  Puffs 


the  kovels 
on  collectingI 
The  label  from  your  old  cigar 
box  might  be  worth  some- 
thing—especially if  there's  a 
sports  connection  to  it. 

BY  RALPH  AND  TERRY  K0VEL 

BASEBALL'S  LATE,  GREAT  HONUS 
Wagner  stands  to  hit  yet  one 
more  homer  on  Nov.  16,  when 
a  cigar  box  label  bearing  his  likeness 
will  be  auctioned  by  Mastro  Fine 
Sports  (www.mastrofinesports.com). 
Because  the  label  is  one  of  only  five 
known  to  be  extant,  and  because  a 
baseball  card  with  a  Honus  image  on 
it  reigns  as  the  world's  costliest  ($1.3 
million),  the  winning  bid  could  easily 
top  the  highest  price  paid  to  date  for  a 
cigar  box  label.  That  was  $10,000,  paid 
in  the  early  1990s  for  an  1874  scene 
showing  the  Boston  Red  Stockings. 

Whether  or  not  Honus  hits  a 
homer,  cigariana  have  been  appreci- 
ating. As  far  back  as  1900  to  1930  cigar 
bands  ranked  as  the  third  most  popu- 
lar U.S.  collectible,  behind  coins  and 
stamps.  Reason?  The  bands  were  col- 
orful— and  cheap.  Collectors  could 
pick  them  up  off  the  street  for  free. 
One  famous  collector  amassed 
200,000  varieties. 

If  you  run  across  a  trunkful  of  old 
bands  today,  though,  don't  get  too 
puffed  up:  No  matter  how  attractive  or 
historically  interesting  they  may  be,  old 
bands  typically  fetch  no  more  than  10 
cents  to  $1.  Cigar  box  labels,  though, 
present  a  different  picture. 

Most  cigar  labels  bought  and  sold 
today  never  graced  a  box.  They  were 
found  in  storage,  unused,  in  old  cigar 
factories.  Collectors  started  to  acquire 
them  seriously  in  the  1970s.  Joe  F. 
Davidson,  a  rare  art  dealer  in  Medina, 
Ohio,  sold  thousands  of  beautifully 
framed  labels — complete  with  stone 
lithography  and  including  the  history 
of  cigars — to  department  stores,  where 


they  retailed  for  as  little  as  $100.  A  com- 
mon (meaning  an  ordinary,  undistin- 
guished label)  went  for  about  a  dollar. 
In  1978  label  auctions  started.  Prices  hit 
highs  of  a  little  over  $100,  with  the  av- 
erage hovering  at  around  $40. 

Then  the  cigar  craze  of  the  1980s 
began,  and  suddenly  a  whole  generation 
of  young,  monied  stogie  aficionados 


Cigar  labels  have  become  hot  collectibles. 

clamored  for  cigar  collectibles — labels 
especially.  Prices  for  commons  peaked  in 
1998  and  then  drooped,  as  the  cigar 
craze  itself  began  to  burn  out.  The  Web 
drew  a  lot  of  labels  out  of  attics.  Com- 
plains dealer  Davidson,  "Ebay  has  set 
prices  back  20  years." 

With  buyers  able  to  be  choosy,  con- 
dition matters — a  lot.  For  example,  the 
difference  in  value  between  a  label 


deemed  "mint"  and  the  same  o 
deemed  just  "very  good"  (because 
stains  or  discolorations)  can  be  twofo 
Partly  for  this  reason,  the  imports 
label  for  collectors  is  the  inside  label, 
"inner,"  which,  being  protected  insi 
the  box,  usually  has  suffered  less  wt 
and  tear  than  the  "outer."  The  forn- 
average  6-by-9  inches,  the  latter  4-by 
inches.  Labels  by  famous  lithograph* 
such  as  Calvert  and  Schlegel  are  esp 
daily  desirable. 

The  highest  prices  go  to  labels  of  t 
Honus  Wagner  type — so-call 
crossovers  that  depict  subjects  of  inter<B 
to  other  categories  of  collectors — basB 
ball,  for  example,  or  politics  or  Africa 
Americana.  Rarity,  of  course,  matte: 
but  unless  you  are  an  expert  you  aret 
going  to  have  a  good  sense  of  that.  Dav 
Freiberg,  who  owns  Cerebro,  an  Ea 
Prospect,  Pa.  collectibles  business  th 
since  1979  has  specialized  in  cigar  b« 
labels,  holds  two  phone  auctions  a  yej 
He  says  prices  for  commons  haver 
changed  much  in  that  time.  A  White  C 
label  picturing  a  cat  lying  on  a  huge  rig 
was  $2  in  1975  and  brings  only  $4  no' 
A  Wizard  depicting  a  wand-wavir 
wizard  and  a  cat  brought  $25  in  19< 
and  today  brings  $40.  But  rarities  ha' 
appreciated  handsomely.  A  crossovi 
picturing  a  golf  event  that  sold  for  le 
than  $25  in  1975  now  commanc 
$2,000;  Champion,  showing  a  New  Yoi 
Giants  baseball  field,  has  gone  from  $2C 
in  1985  to  ten  times  that  today;  Dant 
which  depicts  the  sulfur-friendly  poe 
went  from  $7  in  1979  to  $999  last  year. 

Quality  wins  out,  of  course- 
whether  in  labels  or  in  anything  els> 
We  would  be  remiss,  then,  not  to  coi 
rect  the  misunderstanding  of  a  famoi 
quality-related  stogieism:  Whe 
Thomas  Marshall  (vice  president  unde 
Woodrow  Wilson)  said,  "What  thi 
country  needs  is  a  good  five-cent  cigar, 
he  wasn't  championing  cheapness.  J* 
the  time  cigars  sold  two  for  a  nicke 
What  Marshall  actually  uttered  was  j 
pre-Demming  cry  for  quality.  I 
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Lord  Byron 

Don  Byron  never  met  a  musical  genre  he 
didn't  want  to  run  through  his  magic 
clarinet.  Byron  plays  jazz,  but  to  call 
him  a  jazzman  is  to  distort  his  bound 
less  vision  of  music.  On  his 
forthcoming  Blue  Note 
record,  A  Fine  Line:  Arias  and  Lieder, 
Byron  applies  his  genre-bending  tal- 
ents to  Roy  Orbison,  Giacomo  Puc- 
cini and  Leonard  Bernstein. 
Bizarre?  Nope.  It's  all  just  beautiful 
music  to  Byron.  Listen  to  him  and 
brilliant  pianist  Uri  Caine  swing 
through  a  duet  of  the  Four  Tops' 
"Reach  Out  (I'll  Be  There)" 
and  you'll  understand  why  Byron's 
definition  of  classical  music  is 
broader  than  yours.  —J.L. 


Nightmare  on  Your  Street 

The  shadows  lengthen,  the  night  descends.  You  and  your 
companions  huddle  round  the  campfire.  Suddenly  a  feel- 
ing creeps  over  you:  You're  alone.  Miles  from  town.  Any- 
thing could  happen.  For  such  moments— when  you're  a 
bit  scared  and  quite  willing  to  be  scared  some  more- 
Chronicle  Books  has  published  The  Campfire  Collection: 
Spine-Tingling  Tales  to  Tell  in  the  Dark,  edited  by  Eric  Mar- 
tin ($15.95,  www.chroniclebooks.com).  It's  aimed  at  adults 
more  than  kids,  with  a  mix  of  horror  and  adventure  writing  calculated  to  send 
an  ice  cube  sliding  down  your  shorts.  The  17  stories— all  meant  to  be  read 
aloud— include  such  creepy  classics  as  "They  Bite"  by  Anthony  Boucher, 
which  concerns  a  small,  desiccated,  hard-to-see  critter  that  sneaks  up  be- 
hind you  real  quiet-like  and  BITES  YOU  SO  HARD  IT  KILLS  YOU!  Yikes!  —A.F. 


7or  the  Fixated 

;s  hard  to  say  which  attribute  makes 
lese  Swiss-designed  pocket  tools 
ost  groovy:  their  heft  (solid,  satisfy- 
I  g);  their  look  (clean  and  elegant,  with 
jitiny  chrome-steel  cladding);  or 
ieir  sheer  utility  (each  conceals  a 
•  ofusion  of  task-specific  imple- 
ments). The  Golf  Tool,  shown  here,  opens  to 

weal  a  screwdriver,  ring,  spike,  spike  key,  bottle  opener  and  pitchfork.  Price: 
45,  available  at  Boston's  Museum  of  Fine  Arts'  online  shop  at  http://mfa.org. 
ithers  in  the  series  include  the  Biker  Tool,  Sailor  Tool  and-for  persons  less 
\oortif—  the  Nail  Care  Tool.  For  retail  availability,  contact  the  tools'  whole- 
aler,  Kikkerland  Design,  at  2I2-R78-2250  or  www.kikkerland.com.  —A.F. 


ON    THE  ROAD 

Strange 
Bedfellows 

So  you  say  you  like  the  contemporary 
painter  Donald  Sultan  and  you're  going  to 
Budapest?  You're  in  luck.  Park  Plaza  hotels 
has  just  opened 
the  eponymous 
art  'otel  Donald 
Sultan  Buda- 
pest, third  in  a 
chain  given 
over  entirely  to 
the  works  of  a 
major  living 
artist.  All  165  rooms  are  filled  with  Sultan's 
posterlike  paintings  of  butterflies,  playing 
cards  and  buttons.  (Prices:  $165  to  $240.) 
Sultan  joins  A.R.  Penck  (Dresden)  and 
Georg  Baselitz  (Berlin)  as  artists  who  work 
in  the  lodging  medium. 

Getting  a  kick  out  of  this  is  Jonathan 
Read,  chairman  of  parent  Park  Plaza,  which 
also  has  fancy  hotels  under  its  own  name. 
A  major  collector,  Read  now  gets  to  buy  on 
a  humongous  scale.  In  development:  Jim 
Dine  in  Paris,  Ed  Ruscha  in  Los  Angeles, 
James  Rosenquist  in  Miami  and  Francesco 
Clemente  in  Rome.  —J.L. 
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OUTDOORS  |  New 
reasons  for  checking  out 
a  $20  billion  sport. 

Wings 

BY  SUSAN  ADAMS 

COULD  THAT  BE  A 
yellow-bellied  sap- 
sucker?"  trills  Miss 
Finchcounter  flutily 
as  she  galumphs  through  the 
underbrush  in  her  Wellingtons. 

This  is  the  popular  picture  of 
the  bird-watcher — a  dowdy 
spinster  displacing  years  of  un- 
fulfillment  onto  the  sad  pursuit 
of  fleeting  animals.  But  that  sure 
ain't  Gretta  Lee,  an  ebullient 
Manhattanite  and  school  ad- 
missions officer  who  combed 
the  New  York  sky  recently,  a  bar- 
rette  keeping  her  dreadlocks  out 
of  her  face. 

Two  double-crested  cor- 
morants soar  into  view,  their  long- 
necked  silhouettes  gliding  toward  the 
Midtown  skyline.  A  great  grin  spreads 
from  beneath  Lee's  binoculars.  "I'm 
gonna  be  young  for  a  long  time  because 
of  this,"  she  says. 


Bird-watcher  Gretta  Lee: 
"This  is  my  spirituality. 
It  brings  me  closer  to  God 


Lee,  55,  started  birding  three  years 
ago,  and  now  rises  before  dawn 
Wednesday  mornings  to  join  a  weekly 
bird  walk  through  Central  Park.  Leader 
Joseph  DiCostanzo,  an  ornithologist  at 
the  American  Museum  of  Natural  His- 


tory, says  his  outings  have  become  s 
popular  that  waiting  lists  start  formiri 
days  after  subscriptions  go  on  sale. 

Prepare  for  a  bit  of  a  shocker:  Birc 
ing  is  one  of  America's  leading  outdoc 
activities,  according  to  a  U.S.  Fish  i 


Peterson's  Progeny 

When  birder  and  naturalist  extraordi- 
naire Roger  Tory  Peterson  died  in 
1996  at  88,  American  bird-watching 
lost  a  patron  saint.  Now  Peterson's  successors 
have  finally  arrived.  Kenn  Kaufman  knew  at  age 
10  that  he  wanted  to  be  the  next  Peterson,  and  at 
16  he  dropped  out  of  school  to  start  trying.  Now, 
at  age  46,  he  stakes  his  claim  with  the  compact 
384-page  Birds  of  North  America  (Houghton  Mif- 
flin, $20),  which  aims  at  the  same  beginners  Pe- 
terson hit  with  his  1934  blockbuster  Field  Guide  to 
the  Birds. 

Kaufman's  book  is  a  marvel  of  concision,  with  a 
handy  color-coding  system  (red  for  "medium-size 
land  birds")  and  a  one-page  index  on  the  back 
page.  Clear  descriptions  and  range  maps  are  neatly 
condensed  opposite  the  illustrations.  One  draw- 


back: Kaufman's  digitally  corrected  photograph 
get  higher  marks  for  accuracy  than  esthetics 
Audubon  he  ain't. 

For  gorgeous  illustrations,  get  The  Sible 
Guide  to  Birds  (Knopf,  $35),  by  David  Allen  Sib 
ley,  38.  Sibley,  too,  was  born  to  bird,  dropping  oi 
of  Cornell  to  follow  his  destiny.  At  544  pages  an 
42  ounces,  Sibley's  tome  is  not  a  handy  fiel 
guide,  but,  boy,  is  it  comprehensive:  6,644  i  1 1  us 
trations  (compared  with  Kaufman's  2,000)  of  8H 
species  (Kaufman  has  750).  Sibley  labored  fa 
five  years— one  hour  per  illustration  — paintin 
every  bird  himself.  The  work  shows:  simple  to  us 
and  altogether  lovely. 

The  Peterson  guides  are  still  in  print,  an 
they're  still  excellent.  But  now  they  have  somi 
great  competition.  —  SJ 
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Wildlife  Service  survey. 
About  55  million  people 
do  it,  outpacing  golf,  ri- 
valing gardening,  and  ex- 
ceeding fishing  and  hunt- 
ing combined.  Birders 
spend  maybe  $20  billion 
a  year  on  travel,  binocu- 
lars, birdfeeders  and 
whatnot. 

The  satisfactions  are 
gentle  but  energizing. 
With  just  a  bit  of  effort 
and  patience  you'll  start 
to  perceive  a  parallel  uni- 
verse of  flight  that  has  ex- 
isted next  to  you,  unseen, 
for  years.  Notice  the  lu- 
minescent yellow  tip  at 
the  end  of  the  cedar 
waxwing's  tail,  the  bril- 
liant white  speckles  on 
the  starling's  back  and 
chest.  The  first  time  you 
identify  that  palm  war- 
bler, it's  kind  of  a  rush. 
Less  obviously,  many 
irders  get  a  virile  competitive  charge 
ut  of  the  sport.  John  Walsh,  a  tech- 
ology  administrator  at  Deutsche 
|ank,  managed  to  catch  a  glimpse  of 
le  delicate,  dark  brown  winter  wren 
fter  he  broke  away  from  DiCostanzo's 


group  on  a  recent  morning.  No  one 
else  had  seen  one  this  season.  From 
Walsh's  triumphal  whoop,  you  might 
have  thought  he  had  just  scored  a 
touchdown  in  the  Super  Bowl. 

The  most  macho  birders  compete 
in  events  like  the  World  Series  of  Bird- 
ing  in  New  Jersey  and  the  Great  Texas 
Birding  Classic,  where  teams  vie  to 
spot  the  most  species.  It's  a  lot  more 
cutthroat  than  you  might  think.  In 
Texas  teams  of  three  to  five  people  en- 
dure 24-hour  stints  of  no  sleep  in  their 
frantic  hunt  to  log,  say,  300  species  in 
1 1  days.  These  guys  aren't  kidding 
around.  "It's  the  Paris-Dakar  rally  of 
birding,"  says  spokesman  John 
Bianchi,  of  the  National  Audubon  So- 
ciety, with  a  straight  face. 

The  popularity  of  the  pastime  is  re- 
flected in  the  smash  success  of  two 
comprehensive  new  field  guides  pub- 
lished this  fall,  The  Sibley  Guide  to  Birds 
and  Birds  of  North  America  (see  box, 
opposite).  Amazon.com  outdoor  and 
nature  editor  Lang  Cook  says  the 
books  broke  into  the  vendor's  top  ten 
sales  ranking  just  after  publication. 

"That's  the  space  reserved  for  the 
Grishams  and  the  Clancys,"  observes 
Cook  with  considerable  excitement. 
He  happens  to  be  an  avid  bird-watcher 
himself,  leading  tours  for  the  Seattle 


Audubon  Society. 

Want  to  give  it  a  whirl  yourself?  You 
probably  don't  have  to  go  very  far. 
Some  of  the  best  birding  spots  turn  out 
to  be  smack  in  the  middle  of  the  most 
peopled  places,  like  Philadelphia's  Fair- 
mount  Park,  San  Francisco's  Golden 
Gate  Park  and  New  York's  Central 
Park,  where  well  over  200  of  America's 
750  bird  species  pass  each  spring  and 
fall  as  they  migrate. 

Or  you  can  do  it,  literally,  in  your 
back  yard.  Put  out  a  feeder  and  see 
what  happens.  Or  contact  the  nation's 
largest  bird-watching  group,  the 
American  Birding  Association  (www. 
americanbirding.org),  or  one  of  530 
Audubon  chapters,  most  of  which 
offer  outings  and  tours. 

But  if  travel  to  exotic  locales  is 
what  turns  you  on,  birding  offers  a 
perfect  excuse.  Wings,  a  bird-watch- 
ing tour  company  in  Tucson  (www. 
wingsbirds.com),  offers  trips  to  60 
countries  on  all  seven  continents;  Vic- 
tor Emanuel  Nature  Tours  (www. 
ventbird.com)  boasts  140  trips  a  year 
to  64  countries.  Before  long,  you 
might  find  yourself  booking  a  flight  to 
Borneo  to  catch  a  glimpse  of  the 
Whitehead's  spiderhunter  or  to  south- 
eastern Peru  where  flies  the  tiny  ru- 
fous-lored  tyrannulet.  F 


Hawk  Eyes 


the  instrument  ergonomic,  make  it  easy  to  hold  in  one 
hand,  make  it  rugged. 

The  result  was  the  Swarovski  EL  8.5x42  and  10x42  (the 
first  number  is  the  magnification;  the  second  number  is 
the  size  of  the  outer  lens,  in  millimeters).  Prices:  $1,499 
for  the  8.5x42  and  $1,550  for  the  10x42. 

Swarovski  also  sells  two  pocket  birding 
binoculars  and  several  kinds  of  telescopes, 
also  known  as  spotting  scopes. 
A  serendipitous  detail  that  appeals  to  bird- 
ers: The  logo  of  Swarovski's  optical  division  has 
always  been  a  bird,  the  goshawk,  and  the  company's 
slogan,  "with  the  eyes  of  a  hawk." 

But  you  don't  have  to  spend  $1,550  to  see  a 
gether  with  a  team  of  Austrian  optical  engineers  seVyou"with  my  nawk-  The  Leica  8x32  is  an  excellent  instrument  at 
for  an  intensive  three-day  focus  group  in  New-  dear:  Swarovski's  $1,045,  and  the  Zeiss  7x42,  particularly  good  in  dim 
port,  R.I.  The  birders  had  three  demands:  Make   EL  8.5x42.  light,  is  priced  at  $1,149.  —S.A. 


The  latest  hot  property  among  in-the-know  American 
birders  is  a  pair  of  binoculars  made  by  Swarovski,  an 
Austrian  company.  Leicas,  Zeisses  and  Nikons  may 
be  fine,  but  they  don't  carry  the  cachet  of  Swarovski. 

Partly  that's  because  the  brand  is  new  to  the 
U.S.  Its  birding  binoculars,  the  EL  class, 
were  introduced  only  in  1999.  Before 
then  the  century-old  crystalmaker 
had  aimed  its  optica!  products  at 
hunters. 

But  once  birders  got  hold  of  the  hunt- 
ing binoculars,  they  started  hounding  the  com- 
pany to  produce  more  specialized  instruments.  So 
in  1996  Swarovski  threw  seven  top  birders  to- 
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species  of  Malagasy  lemrj 
and  environmental  scient 
Ashok  Gadgil,  who  ij 
vented  an  affordable  wi 
for  people  in  the  develo] 
ing  world  to  purify  water) 
If  you  think  that  grei 
scientists  are  the  grown- 
versions  of  the  pocket-pn 
tector  types  you  secretly  r 
viled  in  high  school,  th 
movie  is  here  to  prove  yc 
wrong.  Computer  scientii 
Maja  Mataric,  whose  r| 
search  was  used  in  the  St 
journer  robot  that  went  1 
Mars  in  1997,  confesses  th 
what  she  really  wanted  1 
do  was  design  shoes.  Stud] 
ing  artificial  intelligence 
MIT  was  her  fallback  plar 
Primatologist  Wrigl 
was  a  hard-partying  girl  j 
her  20s  when  she  first 

A  ~r~t  tt  •  A  >f        1  f  \  interested  in  science  on 

What  Is  Crenius  Made  Or?  ;™,*tefcshH 

bled  into  a  pet  shop  aero! 


;  1 

Behind  the  lab  coats:  physicist 
Michio  Kaku  (left),  chemist 
Gertrude  Elion  (top),  computer 
scientist  Maja  Mataric. 

F I  L  m  I  A  new  documentary  explores  the  creative— and  very  human— side  of  sci 
ence.  Those  pocket-protectors  and  chewed-up  pencils  are  only  part  of  the  story. 

BY  SUSAN  ADAMS 

WHEN  PHYSICIST  MICHIO  KAKU  HITS  A  WALL  IN  HIS 
research  on  string  theory,  he  straps  on  a  pair  of 
ice  skates  and  heads  out  onto  a  New  York  City 
rink.  The  cocreator  of  string  theory  twirls  around  and 
around  and  around.  "Once  I'm  on  the  ice,  it's  just  me  and 
Isaac  Newton,"  says  Kaku,  a  professor  at  the  City  University 
of  New  York. 

Filmmaker  Michael  Apted  borrows  Kaku's  quirky  com- 
ment for  the  tide  of  his  charming,  poetic  new  film  on  how  sci- 
entists create.  Me  &  Isaac  Newton,  which  opens  in  theaters 
this  month  and  screens  on  HBO  in  January,  is  not  your  ordi- 
nary sober-minded  appreciation  of  eggheads  at  work.  It's  a 
surprisingly  moving  film  that  limns  the  whimsical,  often  play- 
ful process  that  produces  life-changing  scientific  discoveries. 

Kaku  shares  the  screen  with  six  other  scientists,  includ- 
ing Nobel  Prize  winner  Gertrude  Elion,  82,  a  prolific  chemist 
who  developed  new  drugs  for  the  treatment  of  acute 
leukemia  (Elion,  sadly,  died  while  the  film  was  being  made); 
primatologist  Patricia  Wright,  56,  who  discovered  a  new 


from  the  renowned  roc 
music  venue  Filmore  Eaj 
and  bought  a  pet  monkey 
British-born  Apted,  59,  has  had  an  uneven  career  i 
commercial  films  over  the  years,  including  1988's  Gorillas  i 
the  Mist  and  last  year's  Bond  thriller,  The  World  Is  Nc 
Enough.  His  passion  is  making  small,  finely  crafted  works  c 
cinematic  anthropology.  Best  known  is  his  award-winnin 
7  Up  series  of  documentaries  about  a  group  of  Britons  h 
started  filming  in  1963  and  has  revisited  every  seven  year: 
Me  &  Isaac  Newton  shares  some  of  that  series'  style:  Chai 
acters  talk  plainly  to  the  camera  about  their  desires,  disap 
pointments  and  motivations. 

The  idea  for  this  unusual  film  came  from  billionaire  Pai 
Allen,  whose  independent  film  production  company,  Clea 
Blue  Sky,  supplied  the  $  1 .5  million  budget.  Allen  also  produce 
a  1997  Apted  film,  Inspirations,  about  creativity  in  the  arts. 

As  it  happens,  the  two  endeavors — science  and  art — are 
lot  more  alike  than  you  might  think.  Sure,  there's  a  lot  a 
dogged  scribbling  involved,  but  in  the  end,  the  scientist,  lik 
the  poet  or  the  painter,  often  spreads  his  wings,  says  a  silen 
prayer,  and  . . .  jumps.  Says  Kaku,  "Unless  we're  willing  t< 
leap  into  the  unknown,  we  won't  get  anywhere  at  all." 


Primatologist  Patricia  Wright  was  a  hard-partying  girl  in  her  20s  when 
she  first  got  interested  in  science  one  night:  She  bought  a  pet  monkey. 
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force  research  to  invent  a  brand 
new  weightless  sleep  material. 
Our  technology  is  recognized  by 
NASA,  the  U.S.  Space  Foundation 
— and  specially  certified  by  the 
Space  Awareness  Alliance. 

Our  advanced  lechimiov}'  is  recocni:ed  by 
NASA,  die  I  „V  Space  foundation,  and 
certified  In'  the  Space  Awareness  Alliance 


&CEO 

Other  beds  are  fancy  on  the 
outside.  Mine  is  a  miracle  on  the 
inside — where  billions  of  self- 
ventilating  viscoelastic  microcells 
cuddle  your  body  with  perfect 
support.. .perfect  comfort! 

Thousands  of  sleep  clinics  and 
health  professionals  recommend 
us.  TV,  radio,  magazines,  newspa- 
pers give  us  rave  reviews! 

Call  or  fax  right  now  for  a  free 
sample,  free  video — and  free 
Consumer  Guide. 

You  also  receive  a  FREE 
HOME  TRYOUT  CERTIFICATE 


marvel  of  molecular  physics! 
astically  cuts  tossing  &  turning. 
>  air,  water,  or  steel  springs, 
ijusts  its  shape  automatically, 
ily  one  moving  part — you. 


Viscoelastic  memory  cells  conform 
to  every  curve  and  angle  of  your  body, 
ventilating  windows  dissipate  heat. 


FREE  DEMONSTRATION  KIT 

is  now  yours  for  the  asking! 


fSmnift-PEDic 

PRESSURE  RELIEVING 
SWEDISH  MATTRESS  AND  PILLOW 


FREE  SAMPLE  I  FREE  VIDEO  I  FREE  INFO 

1-888-732-0172 

OR  SEND  FAX  TO  1-859-259-9843 

Tempur-Pedic.  Inc..  1713  iarjqie  Fox  Way,  lewirjton.  KY  40511 


'Fine  Jewerly 


Executive  Gifts 


)LEX  •  CARTIER  •  AUDEMARS  PIGUET  •  JAEGER  LECOULTRE  •  PATEK  PHILIPPE  •  35  MORE 


Click  Onto  The  World  s 
Most  Exquisite  Bargains 

Mint  Condition,  Pre-Owned  Watches/Jewelry 


www.grayandsons.com 


Gray  Sons 


INSPIBEp  lEWElERS  WATCH  SPECIALISTS 

9595  Hording  Ave.,  Sot  Hnrbour/Surfside,  Fl  331 54 

(800)705-1112 
Call  for  our  Free  Color  Catalog 


Real  Estate 


i  and  Live  on  a  Colorado  Mountain  Ranch. 

Klic  mountains,  Alpine  meadows.  Aspen  groves 

idanl  wildlife,  crystal  clear  tishmg  streams. 

laxed  quality  of  living  while  owning  and  participating 

1 10  year  old  Colorado  ranching  operation 

:ol  sizes  range  from  5  to  250  acres,  and  Ihey 

all  accessable  to  the  San  Isabel  National  Forest 

lote.  private  and  only  one  hour  from 
>rado  Springs  Airport 

II  for  details  (719)  489-2301 

mil:  cpnewc@aol.com 


Real  Esta  te 


►   Private  Estate 


Corporate  Retreat 
Real  Estate  Investment 

www.lodgeforsale.com 


Gemstones 


INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 

We  buy  &  sell  Diamonds 
and  .ill  Precious  Gemstones 
Free  wholesale  catalog  since  I967! 

Member:  Jewelers  Board  nj 
Trude  &  Chamber  of  Commerce 

HOUSE  OK  ONYX.  Inc. 
I20  Y  Main  St..  Greenville.  KY  42345 
1-800-844-3100  or  FAX  270-338- 9605 


ASSET  PROTECTION 


Corporations.  Ltd.  Partnerships,  LLCs 
Offshore  Trusts, Corps.,  Private  Banking 

•  Best  Jurisdictions  •  Maximum  Privacy 
•Tax  Savings  •  l-stale  Planning 

Professional  •  Confidential 


Steven  Sears,  CPA  •  Attorney  at  Law 

714-544-0622  •  www.searsatty.com 


(os  Subscriber  Service. ..To  order,  change  address  or  other  customer  service,  call  1-800-888-9896 


THOUGHTS 


On  the  Business  of  Life 


T 

n  1980  it  will  be  Kennedy  by  a  landslide.  Predicting  who'll  win  the  next  presidential  election 
has  been  a  major  American  sport  since  George  Washington  declined  a  third  term.  Right 
jflL  now,  I'd  give  odds  that  Teddy  Kennedy  will  take  the  Democratic  nomination  from  Carter,  and 
that  he'll  handily  dispose  of  the  Republican  nominee  by  a  margin  wider  than  any  since  Johnson 
whopped  Goldwater  in  1964.  Remember,  this  is  how  it  looks  now.  Things  have  been  known  to 
change  dramatically  in  politics.  —MALCOLM  S.  FORBES  (1979) 


You  campaign  in  poetry. 
You  govern  in  prose. 

—MARIO  CUOMO 

In  every  election  in  American  history 
both  parties  have  their  cliches. 
The  party  that  has  the  cliches 
that  ring  true  wins. 

—NEWT  GINGRICH 

It  doesn't  matter  who  you  vote  for. 
The  government  always  gets  in. 

—ANONYMOUS 

I  just  received  the  following  wire  from 
my  generous  Daddy:  "Dear  Jack,  Don't 
buy  a  single  vote  more  than  is 
necessary.  I'll  be  damned  if  I'm 
going  to  pay  for  a  landslide. " 

—JOHN  F.  KENNEDY 

A  politician  is  a  man  who  understands 
government,  and  it  takes  a  politician 
to  run  a  government.  A  statesman 
is  a  politician  who's  been  dead 
10  or  15  years. 

—HARRY  TRUMAN 

There  is  no  excitement  anywhere 
in  the  world,  short  of  war, 
to  match  the  excitement  of  an 
American  presidential  campaign. 

—THEODORE  WHITE 


Being  President  is  like  being  a  jackass 
in  a  hailstorm.  There's  nothing  to  do 
but  stand  there  and  take  it. 

—LYNDON  JOHNSON 

The  old  parties  are  husks,  with  no  real 
soul  within  either,  divided  on  artificial 
lines,  boss-ridden  and  privilege- 
controlled,  each  a  jumble  of 
incongruous  elements,  and  neither 
daring  to  speak  out  wisely  and 
fearlessly  on  vital  issues  of  the  day. 

—THEODORE  ROOSEVELT 


Wlten  I  was  a  boy  I  was  told  that 
anybody  could  become  President. 
I'm  beginning  to  believe  it. 

—CLARENCE  DARROW 


The  President  is  the  people's  lobbyist. 

—HUBERT  HUMPHRE 


No  easy  problems  ever  come  to  the 
President  of  the  United  States. 
If  they  are  easy  to  solve,  somebody 
else  has  solved  them. 

— DWIGHT  EISENHOWB 

The  U.S.  presidency  is  a  Tudor 
monarchy  plus  telephones. 

—ANTHONY  BURGE! 

Politics  is  supposed  to  be  the  second 
oldest  profession.  I  have  come 
to  realize  that  it  bears  a  very  close 
resemblance  to  the  first. 

—RONALD  REAGA 


A  Text  ... 

It  is  better  to  hear  the  rebuke  of 
the  wise,  than  for  a  man  to  hear 
the  song  of  fools. 

— ECCLESIASTES  7 
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When  the  day  came  to  find  a  home  for  the  pro- 
posed Rock  and  Roll  Hall  of  Fame  and  Museum  in 
the  1980s,  the  dance  floor  was  crowded  with  styl- 
ish cities  confident  of  claiming  the  prize  —  from  New 
York  and  Detroit  to  Los  Angeles.  In  the  midst  of  all 
that  shake,  rattle  and  rolling,  a  wallflower  emerged 
with  an  indisputable  claim  to  America's  rollicking 
musical  style:  Cleveland.  "People  thought,  'Cleve- 
land? Why  the  heck  should  Cleveland  be  consid- 
ered?' "  says  Terry  Stewart,  president  of  the  Hall  of 
Fame.  But  it  was  here,  in  1951,  that  local  disc  jockey 
Alan  Freed  first  used  the  words  "rock  and  roll"  to 
describe  the  infectious,  often  outrageous  beat  that 
even  in  its  fifth  decade  continues  with  a  vital  pulse. 

Coining  the  term  "rock  and  roll"  is  just  one  of 


amusement  park  offers  more  than  100  rii|»j 
attractions  —  including  the  new  "Time  War!  i 

Naturally  for  Stewart,  the  biggest  name|ii|| 
Clevejand  marquee  is  the  Rock  and  Roll  Hall  U 
and  Museum  itself.  The  spectacular  building  c|m 
by  I.  M.  Pei  rises  in  a  cluster  of  bold  geometric 
that  Pei  has  said  "echo  the  energy  of  rock  z 
—  and  serves  as  a  distinctive  landmark  no1^t<| 
music  fans,  but  for  the  revitalized  city  itse 
pleted  in  1995,  the  museum  attracts  more  t 
a  million  people  annually  who  come  to  get  a  |npj 
of  rock  and  roll  memorabilia  as  diverse  as 
Holly's  banjo,  Janis  Joplin's  psychedelic  Porsi 
even  Jim  Morrison's  Cub  Scout  uniform. 

This  season,  the  Hall  of  Fame  is  openi 


-a 


VOICES  O 

NORTHEAST  OHld 


Cleveland's  many  surprising  distinctions.  From  every 
aspect,  Northeast  Ohio  is  a  marvel  of  cultural  diver- 
sity, entertainment  and  excitement.  "Cleveland  itself 
is  probably  unrivaled  in  terms  of  activities  and  the 
quality  of  life,"  says  Stewart,  who  moved  here  two 
years  ago  from  New  York  City.  To  begin,  it  has  all  the 
major  sports  franchises,  including  the  Cleveland  Indi- 
ans, Cavaliers  and  Browns;  one  of  the  nation's  finest 
museums,  the  Cleveland  Museum  of  Art;  and  the 
celebrated  Cleveland  Orchestra.  Just  beyond  the  city 
limits  lie  the  pastoral  Portage,  Medina  and  Geauga 
counties.  Here,  one  major  attraction  for  families  is 
Sea  World  of  Ohio,  located  in  the  town  of  Aurora,  a 
unique  marine  life  park  featuring  killer  whales  and 
sea  lions.  Across  the  street,  the  Six  Flags  of  Ohio 


major  exhibits.  The  first,  in  partnership  wii 
Experience  Hendrix  organization,  featurM 
famed  rocker  Jimi  Hendrix  and  commemoraik 
30th  anniversary  of  his  death.  The  exhibit  irll 
original  items  such  as  his  1968  Strato  ■ 
guitar,  videos,  interactive  kiosks  and  a  spec  1 
round  Sound  theater  featuring  live  footW 
the  "Purple  Haze"-maker  himself.  The  sw 
exhibit,  which  opened  October  20,  is  a  retrU 
tive  on  John  Lennon  and  is  sponsor  I 
Enterasys  Networks.  The  vast  majority  of  tr  I 
facts  are  from  the  personal  collection  of  Le  4 
widow,  Yoko  Ono  Lennon.  "This  is  a  treme  i 
gift  from  Yoko  to  John's  fans,"  comments  SI  i 
"And  the  Rock  and  Roll  Hall  of  Fame  and  Mi  II 


II;  the  only  place  in  the  U.S.  where  they  will 
lie  to  see  this  rare  and  valuable  collection." 

p  ience  Northeast  Ohio 

najor  gateway  to  American  popular  culture, 
i  useum  is  a  magnet  for  tourists  —  3  million 
i  ar  —  bringing  an  estimated  $100  million  in 
f  je  to  the  city  each  year.  Since  the  museum 
I  uilt,  tourism  to  the  city  has  rocketed  —  and 
/ops  8  million  people  each  year.  Some  are 
I  by  the  concerts,  educational  programs  and 
i  ts;  others  are  simply  attracted  to  the  Cleve- 
<  enaissance  that  the  Hall  of  Fame  has  come 
E.nbolize.  Through  new  construction  and  ren- 
»n,  the  city  has  reclaimed  its  position  as  a 
|a I  hub  of  the  Midwest. 

ng  construction  has  grown 

highest  rate  in  50  years, 

leveland's  downtown  area 
lice  a  virtual  ghost  town  — 
;  een  resurrected  as  a  cov- 
i. place  to  live,  work  and, 
:attractions  such  as  the 
!  and  Roll  Hall  of  Fame, 
life. 

igside  its  rapid  return  to  prosperity,  Cleveland 
iiaintained  —  even  enhanced  —  its  distinct  liv- 
i  This  often  comes  as  a  shock  to  those  wearied 
high  prices  and  high  stress  of  big  cities.  Per- 
lothing  captures  this  feeling  more  than  the  real 
I  market.  "Cleveland  was  so  wealthy  in  the  early 
f  the  20th  century,  and  as  a  result  some  of  the 
I  incredible  houses  in  the  country  were  built 
j  notes  Stewart.  "There's  such  a  large  number 
:at  homes  available  at  reasonable  prices  that 
irdest  part  is  deciding  which  one  you  want."  For 
>st  of  a  typical  Manhattan  apartment  or  Cali- 
'  bungalow,  for  instance,  a  house  hunter  in 
;ast  Ohio  might  find  a  gated  stone  house,  com- 
with  a  birdcage  elevator  and  a  carriage  house. 


"And  the  taxes  are  lower  too,"  says  Stewart. 

Beyond  just  the  chance  to  live  in  a  great  house, 
however,  comes  the  matrix  of  cultural  and  intel- 
lectual opportunities  that  make  the  region  hum. 
"This  is  where  sports,  arts  and  music  are  married 
with  a  great  economy  and  quality  of  life,"  says 
Stewart.  Not  everything  is  leisure,  however.  The 
presence  of  such  institutions  as  Case  Western 
Reserve  University,  Cleveland  State  University  and 
Oberlin  College  guarantees  a  vigorous  intellectu- 
al atmosphere.  Moreover,  Northeast  Ohio  res- 
onates with  history  —  including  the  continuation 
of  the  traditional  Amish  way  of  life,  since  it  is  home 
to  one  of  the  largest  such  communities  in  the 
country.  In  addition,  Geauga  County  is  home  to 
Ohio's  oldest  fair,  which 
was  started  in  1823. 
The  area  is  also  perfect 
for  weekend  antiquing  as 
well  as  sampling  locally 
made  cheese,  wines  and 
maple  syrup. 

With  so  much  to  choose 
from,  Stewart  finds  it  easy 
to  play  host  to  the  many  performers,  partners  and 
other  guests  who  come  to  the  Rock  and  Roll  Hall  of 
Fame  and  Museum.  "When  people  come  here,  they 
are  literally  blown  away  by  how  many  different  places 
there  are  to  dance,  to  hear  music  and  to  eat  —  all 
within  an  easy  walk,"  says  Stewart.  Also  appealing 
is  the  sheer  physical  beauty  of  the  region,  capped 
by  its  location  on  the  shores  of  one  of  the  largest 
lakes  in  the  world.  Sailing  or  cruising  on  Lake  Erie 
reveals  a  trove  of  islands  dotted  with  vineyards,  mari- 
nas, bed-and-breakfasts  and  hidden  coves.  "I 
learned  long  ago  that  every  place  in  the  world  has 
great  things  to  offer  —  but  Northeast  Ohio  offers  so 
much  above  and  beyond  what  I  ever  imagined." 

And  as  far  as  Cleveland  is  concerned,  Rock  and 
Roll  really  is  here  to  stay.  ■ 


From  every  aspect, 
Northeast  Ohio  is  a 
marvel  of  cultural 
diversity,  entertainment 
and  excitement. 


ew  exhibit  at  the  Rock  and  Roll  Hall  of  Fame  and  Museum,  Cleveland.  Lennon:  His  Life  and  Work.  ENJERASYS 
Ictooer  20, 2000.  This  exhibit  is  made  possible  through  the  generous  support  of  Enterasys  Networks.  networks  . 

corridor .  .  .  where  "e"  means  economic  diversity,  entrepreneurial  strength  and  easy  lifestyle.  Make  jiHit.l 
along  Ohio's  e/corridor.  Call  1-S0O345-0HI0,  or  visit  www.connectohio.com.  e/coRRlDOR 

For  more  Information  about  Cleveland,  visit  www.clevelandtoday.org.  ^  ! '  ,\|  J ,^ND 
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SPECIAL     ADVERTISING  SECTION 

JackDaniefs 


A  Single  Barrel 
To  Call  lour 


A  few  years  back,  the  Jack  Daniel's  Distillery  decided  to  offer 
Tennessee  whiskey  lovers  the  opportunity  to  buy  a  whole  barrel 
of  its  new  product,  Jack  Daniel's  Single  Barrel  Tennessee 
Whiskey.  "Each  barrel  is  hand-selected  and  never  mingles  with 
whiskey  from  another  barrel,"  says  Jimmy  Bedford,  master  dis- 
tiller at  Jack  Daniel's.  If  you're  tempted  by  their  invitation  —  and 
more  than  500  have  been  —  the  purchase  comes  with  a  bar- 
relful  of  decisions. 

First,  which  barrel  do  you  want?  Well,  head  over  to  Lynchburg, 
Tennessee,  where  every  drop  of  Jack  Daniel's  is  distilled  and  bot- 
tled, and  get  a  taste  for  yourself.  Jimmy  will  open  some  and  give 
you  a  few  precious  sips.  "We'll  sit  down  at  the  table  with  samples 
from  several  barrels  and  help  customers  select  a  barrel,"  Bedford 
says.  So  if  you're  the  head  of  a  restaurant,  bar,  hotel,  company  or 
simply  a  connoisseur  of  the  world's  best  whiskey,  invite  a  few  of 
your  most  trusted  advisers  along  to  make  this  important  decision. 
After  that,  you  can  take  in  the  historic  sights  of  Lynchburg  (popu- 
lation 361)  and  the  Jack  Daniel  Distillery  and  Visitors  Center  — 
or  hurry  back  home  to  the  office.  Now  there's  an  easy  decision. 

If  you  can't  make  the  trip  to  Lynchburg,  then  leave  the  taste 
test  to  Jimmy.  He'll  select  a  barrel  that  is  so  flavorful,  you'll  swear 
he's  a  tasting  genius  —  which,  of  course,  he  is.  "I  like  to  pick  the 
one  with  the  most  character,  meaning  the  most  toasted-oak 
aroma  and  taste,  and  the  natural  caramel  and  vanilla  flavors  that 
come  from  extra  aging,"  Bedford  says.  But  no  matter  who  picks 
out  the  barrel,  the  outcome  is  in  your  favor.  Every  batch  of  Jack 
Daniel's  Single  Barrel  Tennessee  Whiskey  is  guaranteed  to  have 
a  smooth  taste  and  intense  flavor.  When  a  barrel  of  the  rich, 
amber-colored  whiskey  comes  of  age  it  is  sampled  to  make  sure 
it  has  the  characteristics  needed  to  be  considered  for  this  elite 
distinction.  But  don't  worry,  there  will  still  be  plenty  left  in  the  50- 
gallon  barrel  to  fill  about  240  750-milliliter  decanters.  If  you  ask, 
Jimmy  will  even  sign  the  bottles  for  you,  as  well  as  the  oaken 
barrel  that  you  get  to  keep.  "I  sign  a  lot  of  bottles,"  Bedford  says. 

Then  there  is  an  equally  tough  choice  —  what  to  do  with  all 


those  bottles.  Here  are  a  few  suggestions:  A  bottle  of  Tennessee 
whiskey  makes  a  great  gift  to  a  friend,  a  customer  or  a  hard-world 
ing  employee.  "Many  companies  are  buying  the  barrel,"  saysl 
Bedford,  who  admits  the  number  of  requests  for  Jack  Daniel's 
Single  Barrel  has  exceeded  the  distillery's  expectations.  And  in 
you're  the  owner  of  a  bar  or  restaurant,  discriminating  patrons| 
will  gladly  take  them  off  your  hands,  one  glass  at  a  time. 

Once  you've  sorted  all  that  out  —  and  maybe  set  a  few  bot-j 
ties  aside  for  your  private  stock  —  there  comes  the  matter  on 
deciding  what  to  wear  to  the  formal  events  the  distillery  hosts 
every  two  years  for  purchasers  of  Single  Barrel.  May  we  suggest| 
a  black  tie? 


VACHERON  CONSTANTIN 

Manufacture  Horlogere.  Geneve,  depuis  1755. 


Full  Marks 


The  shop's  name,  Seize  sur  Vingt, 
means  "16  on  20" — a  very  good  grade  in 
the  French  school  system.  We  give  high  marks 
owners  Gwen  and  James  Jurney,  who  design  and  sell  almost 
everything  a  man  needs  in  his  wardrobe:  well-cut  trousers,  dash- 
ing tuxedos  and,  in  particular,  perfect  shirts.  In  just  over  two  years, 
they've  built  a  following  for  handsome,  practical  clothes  that  combine 
hints  of  French  styling  with  elements  of  English  and  Italian  tailoring. 
Their  stores  in  New  York  and  Miami  stock  ready-to-wear,  but  the 
Jurneys  work  with  clients  to  produce  custom  pieces  as  well — and 
because  they  buy  fabrics  in  very  limited  quantities,  you  can  own  all 
the  shirts  made  in  a  particular  color.  (We  know,  because  we've  done 
so.)  Shirts,  from  $140  to  $160  (custom  work  at  an  additional  charge).  At 
Seize  sur  Vingt,  New  York,  (212)  J4j-04y6  and  Miami,  (305)  605-^79. 


1  Return 


MY  MASSAGE  THERAPIST, 
Natalia,  might  have  been  up  on 
assault  charges  if  I  hadn't  given 
her  permission  to  apply  "hard" 
pressure  during  my  massage  at 
MacArthur  Place,  California 
wine  country's  hippest  new  inn 
and  spa.  Natalia  identified  me 
at  once  as  a  Gordian  Knot  of 
seething  tensions,  deep  insecu- 
rities and  burning  ill-temper. 

MacArthur  Place,  45  minutes 
north  of  San  Francisco,  does 
not  claim  to  specialize  in  basket 


cases,  but  it  happily  accepts 
them.  The  6,000-square-foot  spa 
is  otherwise  filled  with  perfectly 
normal  vacationers  who  simply 
want  the  foremost  in  luxury  and 
pampering.  Opened  only  two 
years  ago,  the  inn  just  doubled 
the  number  of  its  guestrooms 
and  cozy  cottages  tucked  away 
on  its  garden  grounds.  Expect 
all  the  cardiovascular  equipment, 
pools  and  saunas  you  would  at 
any  good  spa.  But  don't  expect 
surveillance  by  the  health  police: 
On  the  inn  grounds  is  "Saddles," 
Sonoma's  only  steakhouse. 
(Try  the  caramelized  banana 
cheesecake  for  dessert.)  For 
reservations,  (800)  722-1866, 
www.macarthurplace.com. 

Scan  for  more  info 
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Soft  Targets 


The  NERF  Power  Clip,  left,  is 
ideal  for  the  lightning-fast  am- 
bush of  dozing  employees.  The  clip  holds  ten  foam  darts,  all  of  which 
can  be  sprayed  in  a  matter  of  seconds.  The  NERF  Fast  Blast,  right, 
is  better  suited  to  the  prolonged  battle.  Its  pump-action,  quick-load 
design  allows  you  to  squeeze  off  individual  shots,  thus  preserving 
precious  ammo.  Available  at  toy  stores  everywhere;  www.nerf.com. 


Knock  Your 
■Socks  Off 


THEY'RE  WOVEN  IN  ITALY  OF 
fine  Scottish  cotton.  They  have 
reinforced  heels  and  toes 
that  don't  feel  bulky,  and  just 
enough  elastic  in  their  tops 
to  make  sure  they  stay  up  all 


day.  They  look  solid-colored 
here,  but,  when  worn,  display 
hidden  stripes  of  color  between 
each  band  of  ribbing.  And 
they  sell  for  $35  a  pair.  Cotton 
socks  by  Gallo,  at  Marco 
Evani,  New  York;  Paris  Europo, 
Philadelphia;  and  Plain 
Clothes,  Birmingham,  AL. 


LA  MONT-RE  DES  MONTRES  •  LA  M'O  N  T  R  E  DES  MONTR  ES      MDM      LA  MONTRE  DES  MONTRES  •  LA  MONTRE  DES  MONTRES! 

GENEVE 


KARAT  PATCH 


J      h      W      E     L      R  Y 

901  Providence  Road,  Charlotte,  NC  28207 
Phone:  704-334-3 1 88  or  1-800-768-0457 

MDM  (>!•  America,  inc.,  www.hublot.ch 


Classic  Lines 

THE  HAVEN  12  V2  WAS  EASY 
to  miss  amid  all  the  gleaming 
nautical  gadgetry  and  bloated 
fiberglass  hulls  at  the  last  New 
York  National  Boat  Show. 
But  quality  always  finds  its  way, 
and  eventually  we  stumbled 
across  it:  a  wooden  day  sailer 
of  impeccable  craftsmanship, 
its  teak-floored  cockpit  and 
varnished  mahogany  trim 
so  inviting  that  we  just  wanted 
to  climb  aboard.  Designed  in 
the  1980s  by  the  late  Joel 
White,  an  M.l.T.-trained  naval 
architect  and  son  of  Katharine 
and  E.B.  White,  the  Haven  is 
modeled  after  the  N.G. 
Herreshoff  12  V2,  the  most 
popular — and  lamentably 
discontinued — day  sailer  in 
history.  Measuring  16  feet  from 
bow  to  stern  (the  12  V2  refers 
to  its  waterline  length),  the 
Haven  has  a  draft  of  18  inches 
with  the  centerboard  up, 
making  it  shipshape  for  trailering 
and  shoal-draft  sailing.  It  takes 
five  months  to  custom-build 
Havens  in  both  traditional  plank- 
on-frame  (shown)  or  "cold 
molded"  laminated  hulls  that 
are  watertight  and  ready  to  go. 

The  Maine  Coast  Boathouse, 
base  price  $29,900;  with  typi- 
cal add-ons  and  a  trailer,  figure 
around  $36,000;  (207)  338- 
0100,  www.havensailboats.com. 


Whatever  Happened  to  the 
Fine  Art  of  Letter  Opening? 

Long  ago,  Jimmy — before  the  Robot  Wars  of  2019,  back  when 
mass-scale  human  cloning  was  just  a  crazy  pipe  dream — men 
and  women  in  blue  suits  would  come  around  and  deliver  actual 
mail,  letters  and  bills  and  things  like  that,  enclosed  in  sealed  paper 
sheaths  called  envelopes.  Most  people  used  boring,  unstylish  metal 
openers  with  absolutely  no  character  to  rip  apart  these  envelopes  and 
remove  their  contents.  But  Forbes  FYI found  someone  who  handcrafted 
sleek,  gorgeous  letter  openers  with  handles  made  of  exotic  woods  from 
South  America,  like  zebrawood  and  tulipwood,  and  blades  plated  with 
ten-karat  gold.  These  letter  openers  were  stylish  additions  to  any  desk 
set,  and  througli  their  artistry  elevated  the  lowly  office  supply  to  a  thing 
of  beauty.  I  owned  one  myself,  Jimmy,  and  now  I'd  like  to  bequeath 
it  to  you — just  e-mail  me  your  address  and  I'll  teleport  it  right  over." 
Hand-turned,  gold-plated  letter  openers  with  exotic  wood  handles,  from 
We  Love  Wood,  $i8-$28  apiece;  (814)  943-7222,  www.welovewood.com. 
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He's  the  Real  McKoi 

mu  am  mm  illiam  C.  Matthews  is,  by  virtue  ol  his  skill  as  a 
\  /  (  /  paintei  <>t  watercolors  of  contemporary  American 
V_  \_  cowhovs,  the  country's  reigning  Frederic  Rem- 
ington. A  recent  show  of  his  at  New  York  City's  Spanier- 
man  Gallery  was  a  near  sellout,  the  larger  paintings  going 
for  $18,500.  By  now,  the  sharp-eyed  FYI  reader  will  have 
noticed  that  the  watercolor  featured  here  has  nothing  to  do 
with  ranch  hands.  It  is  of  a  pool  of  koi  fish  that  Matthews 
observed  in  a  Hawaii  hotel  lobby.  At  the  prodding  of  the 
editor  of  this  magazine,  Matthews  painted  the  fish,  with 
the  dazzling  result  as  shown.  He  has  decided  to  give  up  cow- 
boys and  horses  altogether  and  from  now  on  paint  only 
Japanese  fish.  The  editor  of  FYI  wholeheartedly  concurs  in 
this  career  change.  William  C.  Matthews  Gallery,  1617  Wazee 
St.,  Denver,  CO  80202;  (303)  334-1300.  Prices  start  at  $3,000. 


A  Bend  in  Time 

MANY  SWISS  WATCHMAKERS 
cling  tenaciously  to  tradition. 
Others,  however,  are  willing 
to  shake  things  up.  Vacheron 
Constantin's  new  Malte 
collection,  for  example,  features 
all  the  artisanal  skills  of 
one  of  the  world's  finest  watch- 
making companies  paired 
with  sleek,  modern  styling,  mean- 
ing that  you,  the  lucky  owner, 
can  enjoy  the  best  of  both 
worlds.  Men's  mechanical 
calendar  watch  in  white  gold, 
$11,900,  by  Vacheron 
Constantin;  (877)  862-7555. 


The  World, 
Frame  by  Frame 

EDWARD  STEICHEN  ACHIEVED  WORLD  RENOWN  CHIEFLY 
through  his  magazine  photographs — of  movie  stars,  artists  and  liter- 
ary lions  for  Vanity  Fair,  of  fashion  models  for  Vogue — but  in  Steichen's 
Legacy,  a  glorious  volume  spanning  more  than  three-quarters  of  a  cen- 
tury's worth  of  images,  we  get  to  see  the  whole  picture.  As  a  portraitist, 
he  was  unmatched.  But  Steichen,  who  died  in  1973,  was  truly  an  aes- 
thetic omnivore,  training  his  lens  on  buildings,  flora,  landscapes, 
nudes  and  all  manner  of  other  subjects.  His  close-ups  of  sunflowers 
recall  Vincent  van  Gogh  in  their  obsession  with  decoding  the  mys- 
terious components  of  the  plant.  His  nudes  betray  an  experimental 
streak  that  aligns  him  with  Man  Ray.  And  his  photos  of  early-20th- 
century  luminaries  like  Chaplin,  Garbo,  G.B.  Shaw  and  Carl  Sand- 
burg (Steichen's  brother-in-law)  stand  as  the  definitive  portraits  of 
these  subjects.  The  accompanving  text  by  Joanna  Steichen,  the  artist's 
last  wife,  is  informative  and  intelligent.  Steichen 's  Legacy:  Photographs, 
1895-197J;  edited  and  with  text  by  Joanna  Steichen;  Knopf;  $100. 


Chin-Chin 


OENOPHILE  ALERT:  THESE  GLASSES 

were  designed  specifically 
to  enhance  the  experience  of 
tasting  wine.  Their  crystal  is 
particulary  fine,  for  clarity;  their 
bowls  trap  aromas  and,  essen- 
tially, are  easier  to  twirl.  That 
said,  however,  they're  not  magic 


vessels — your  tasting  experience 
will  depend  entirely  upon 
the  wines  you  pour.  Tasting, 
Burgundy  and  Bordeaux  crystal 
wineglasses,  $90  for  sets  of 
two,  from  the  Vinea  collection 
by  Christofle;  (877)  PAVILLON, 
www.  christofle.  com. 


a 
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en  uou  cfo  ivnai 
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or  a  fioinj^ 


you  Iiaoe  /o  be picJzy. 

QRW 1999  "Winemaker  of  the  Year" 

Viemaker  Tom  Mackey  insists  on  handpicking  the  grapes  that  make 
XFrancis  wines.  For  nearly  twenty  years,  the  extraordinary  taste  of 
V  full-bodied  reds  —  Merlots,  Cabernets  and  Zinfandels  —  have 
\ended  on  this  hands-on  approach.  So,  to  celebrate  CT.rp/ljUr" |C 

close  of  a  deal  or  the  close  of  the  day,  select  a  O  vMeyaHl,  t^w^ry  ^ 
\tle  of  St.  Francis  and  make  it  a  choice  occasion.  r"t;  IK'"S1  ^'  RE"'S 
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MtBUJT 


Before  you  make  complex  financial  decisions, 
you'll  have  a  few  questions.  So  will  we. 


uJHurdo  ?Qo  daydream 


k  -rake 


Bank  of  America  Private  Bank 

Our  questions  have  one  purpose:  to  help  us  get  to 
know  you.  Not  just  on  a  financial  basis,  but  on  a  per- 
sonal one.  That's  the  only  way  to  truly  understand 
your  needs,  your  goals.  And  we  want  to  do  that  so  we 
can  come  up  with  ideas  that  are  exactly  right  for 


you.  Ideas  on  generating  and  maintaining  wealth 
that  you  might  not  get  from  other  banks  or  brokerage 
firms.  All  of  which  means  that  no  matter  where  you 
want  to  end  up.  a  conversation  with  Bank  of  America 
Private  Bank  is  the  place  to  start.  No  question  about  it. 


Call  1.800.863.9500  or  Visit  www.bankofamerica.com/privatebank 


Bank  of  America 


USA 

999 
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Your  Next  Data  Port  of  Ca 


THAT  YACHT  OF  YOURS  IS  A  FLOATING  FORTRESS  OF  PLEASURE,  BUT 
what  if  it  could  be  a  research  vessel  as  well?  For  a  minimum  donation 
of  $50,000,  the  International  Seakeepers  Society  will  install  an  unob- 
trusive set  of  cutting-edge  instruments  onto  your  vessel,  making  it  capable  of  col- 
lecting vital  oceanographic  data  as  you  cruise  through  the  oceans  and  harbors 
of  the  world.  Through  a  1.5-inch  hole  in  your  ship's  hull,  the  instruments  will 
read  the  water's  temperature,  salinity,  turbidity  and  its  levels  of  oxygen  and  phy- 
toplankton.  In  the  near  future,  the  gadget  will  also  gather  data  on  toxic  algae, 
heavy  metals  and  greenhouse  gases.  An  apparatus  on  your  mast  will  take  in 
wind  speed  and  direction,  atmospheric  pressure  and  relative  humidity.  All  of 


the  info  your  ship  collects  will  he  displayed  on  its  computer,  and  every  three  MmkMft 
hours  it  will  be  beamed  via  satellite  to  the  University  of  Miami's  Rosentiel  M 
School  of  Marine  and  Atmospheric  Science.  Data  will  be  shared  with  the 
National  Oceanic  and  Atmospheric  Administration,  NASA,  the  National 
Weather  Service  and  other  research  organizations,  www. sec. 


Hope  I 

Before  It  Gets 

Sold 


C'MON,  ADMIT  IT:  YOU  (AND 
thousands  of  other  teenagers) 
always  wondered  what  it 
would  be  like  to  smash  your 
guitar  like  Pete  Townshend  of 
The  Who.  Now,  three  decades 
and  considerable  hearing 
loss  later,  here's  your  chance: 
Gibson's  custom-guitar 
division  has  produced  approxi- 
mately 250  Pete  Townshend 
Signature  SGs,  for  the  aging 
adolescent  in  all  of  us.  $4,815; 
www.gibsoncustom.com. 

Scan  for  more  info 
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Call  Me  Fishmeal 

[icrosoft's  grammar-  and  spell-check  programs  are  quietly  taking  over. 

By  Dick  Teresi 

HEN  DAVA  SOBEL  FINISHED  AN  EARLY  CHAPTER  IN  HER  BEST-SELLING 

ok  Galileo's  Daughter,  she  dutifully  ran  it  through  the  Microsoft  Word  spell- 
ecking  program  on  her  computer.  A  good  thing,  too.  Microsoft  objected 
Sobel's  insistence  that  the  Galilei  clan  spent  so  much  time  in  Tuscany.  Word 
ygested  she  change  Tuscany  to  "Tucson." 

"I  think  Galileo  would  have  loved 
lcson,"  Sobel  said,  "but  that's  a  very  dif- 
■ent  book." 

Even  in  the  days  of  typewriters,  writers 
iew  that  their  word  choice  would  be 
:ond-guessed  by  editors,  reviewers  and 
e  like.  Now  we  must  face  the  additional 
trusion  of  our  computers,  which  critique 
before  we  can  even  print  out.  Microsoft 
drd,  introduced  in  1983,  is  the  best-selling 
>rd-processing  program  in  the  U.S.  I  have 
ed  it  for  many  years,  happily  unaware  that 
contained  spell-checking  and  grammar- 
ecking  subprograms.  I  discovered  this 
ily  recently  as  my  13-year-old's  school 
pers  had  progressed  from  an  ebullient, 
idable  style  to  the  kind  of  turbid  prose 
niniscent  of  the  lesser  academic  journals, 
te  was  writing  to  please  Microsoft  Word 
),  which  not  only  gave  him  dubious  advice 
1  grammar  and  spelling  (the  program 
ells  the  possessive  of  "it"  as  "it's"  rather 
an  "its"),  but  rated  his  papers  for  read- 
ility  and  grade  level.  Word  assured  him 
at  he  was  writing  like  a  college  senior. 

I,  on  the  other  hand,  needed  serious  help.  I  submitted  a  recent  New  York 
mes  Op-Ed  piece  I  had  written  to  the  scrutiny  of  Word's  grammar-check, 
was  unimpressed.  Microsoft,  of  all  entities,  criticized  me  for  using  the 
3rd  "interface,"  calling  it  "jargon."  Nice  job,  Word.  Other  advice  was 
1  helpful.  Halley's  Comet,  for  instance,  became  Haley's  Comet,  Word 
•viously  confusing  Bill  Haley's  1950s  rock  band  with  Edmund  Halley's 
tual  comet.  Again,  Microsoft  confused  it's  with  its,  and  suggested  I 
place  faux  with  fax.  I  declined.  I  was  referring  to  a  phony.  I  didn't  nec- 
sarily  wish  to  communicate  with  him  via  facsimile.  Word  had  a  terrible 
ne  with  subject/verb  agreement,  suggesting,  for  example,  "critics  is"  rather 
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than  my  original  "critics  are."  My 
article  was  judged  to  be  of  eighth- 
grade  quality.  Perhaps  because  of 
the  dearth  of  faxes. 

Other  writers  came  off  little  better. 
Wallace  Stevens  could  have  learned 
a  concupiscent  thing  or  two  from 
Microsoft.  "The  Emperor  of  Ice- 
Cream"  was  also  labeled  an  eighth- 
grade  effort.  The  syntax  of 

Call  the  roller  of  big  cigars, 

The  muscular  one,  and  bid  him  whip 

In  kitchen  cups  concupiscent  curds. 

mystified  my  grammar-check.  As 
for  the  final  lines  of  the  first  stanza, 
"Let  be  be  finale  of  seem.  /  The  only 
emperor  is  the  emperor  of  ice-cream," 
Word  took  issue  with  that  second  "be." 

Other  classics  have  fallen  before 
Word.  Patrick  Henry's  "Give  me 
liberty  or  give  me  death"  speech  is 
judged  to  have  overused  modifiers, 
passive  voice  and  poor  word  choice. 
(In  critiquing  "Is  life  so  dear,  or  peace 
so  sweet,  as  to  be  purchased  at  the 
price  of  chains  and  slavery?"  Word 
suggests,  "Consider  using  a  word  like 
'bought'  in  place  of 'purchased.'  ") 
The  Preamble  of  the  Constitution 
draws  this  criticism:  "Consider  revis- 


documents."  I  can  imagine  William's 
.reaction  to  this  advice:  "S'blood!" 

Oddly,  Word  found  little  problem 
with  Molly  Bloom's  monologue  at 
the  end  of  James  Joyce's  Ulysses, 
despite  the  rather  sexist  attitude, 
run-on  sentence  structure  and  lack  of 
punctuation.  To  wit: 

shall  I  wear  a  red  yes  and  how  he 
kissed  me  under  the  Moorish  wall 
and  I  thought  well  as  well  him  as 
another  and  then  I  asked  him 
with  my  eyes  to  ask  again  yes  and 
then  he  asked  me  would  I  yes  to 
say  yes  my  mountain  flower  and 
first  I put  my  arms  around  him  yes 
and  drew  him  down  to  me  so  he 
could feel  my  breasts  all  perfume 
yes  and  his  heart  was  going  like 
mad  and  yes  I  said  yes  I  will  Yes. 

Word's  only  comments  were  to 
"Consider  I  instead  of  me"  in  "he 
asked  me"  and  suggested  that  one 
of  the  "to"s  be  capitalized.  Both  are 
dumb  suggestions,  but  gentler  critic- 
ism than  Joyce  received  in  his  lifetime. 

The  public  relations  people  at 
Microsoft  initially  said  no  one  would 
talk  to  me  about  Word's  grammar- 
check.  It  was  a  good  first  instinct. 


We're  becoming  much  more  gram 
lar."  Granular?  Hallman  went  on 
talk  about  UIs,  or  ubiquitous  inte 
faces.  The  interpreter  didn't  say,  bi 
I  suspect  the  UIs  are  the  granulj 
parts.  "People  love  it,"  said  Hallma 
"Americans  love  the  grammar-chec 
The  Japanese  love  it.  The  Europeai 
love  it.  It's  going  to  be  a  much  mo) 
pervasive  thing  in  the  coming  years 
Evidently,  Microsoft  is  doing  for  tr 
world  what  it's  done  for  me,  Wallac 
Stevens  and  Abraham  Lincoln. 

This  reengineering  of  the  lar 
guage — all  languages — is  taking  pla<t 
in  Microsoft's  "usability  laboratories 
where  the  "science  of  writing"  is  bein 
upgraded  constantly.  I  asked 
Microsoft  employed  writers  to  cheo 
out  the  grammar-check.  This 
clearly  a  foolish  question,  and  I  wi 
asked,  "Why  would  we  want  To) 
Clancy?"  (Tom  Clancy,  evidentl" 
is  Microsoft's  idea  of  a  writer! 
Microsoft  instead  employs  "linguist 
engineers"  to  perfect  its  grammai 
checkers.  These  are  people  with  dui 
degrees  in  linguistics  and  compute 
science.  Who  needs  writers? 

When  Word  was  first  introduce 
in  the  early  1980s,  I  was  invited  toi 
press  workshop  during  which  w 
could  test  the  program.  I  recall  bein 
shown  how  easy  it  was  to  edit.  TU 
first  example  given  was  "Call  m 
Ishmael."  The  operator  quick! 
changed  this  to  "My  name  is  Fred 
We  all  laughed.  I  now  realiz 
Microsoft  wasn't  kidding.  The  seal 
part  is  this:  In  the  future,  grammai 
check  and  other  writing  subprogram 
are  likely  to  be  automatic.  The  pro 
grams  will  be  the  default.  They  wii 
flip  on  without  the  writer  knowin 
about  it,  and  rewrite  his  sentences ; 
soon  as  they  are  laid  down.  Lincol 
will  write  ". .  .all  individuals  are  create 
equal"  whether  he  knows  it  or  not.  A 
public-domain  literature  is  scanne 
into  computer  databanks,  will  it  b 
rewritten  automatically  by  digitize 
linguistic  engineers,  much  as  Te 
Turner  sought  to  colorize  all  movies 

Michael  Fiegel,  a  San  Mateo,  Cal 
fornia,  technical  writer,  has  launchd 


Hamlet's  "To  be  or  not  to  be"  soliloquy 
needs  revision,  according  to  Microsoft  Word. 
Besides  being  admonished  for  his  long 
sentences,  Shakespeare  is  told:  "Avoid  using 
contractions  like  wish'd  in  formal  documents." 


ing.  Very  long  sentences  can  be 
difficult  to  understand."  Lincoln's 
Gettsyburg  Address  runs  afoul  of 
Word  with  "...dedicated  to  the 
proposition  that  all  men  are  created 
equal."  Grammar-check  says  "men" 
is  a  "gender-specific  expression. 
Consider  replacing  with  person, 
human  being  or  individual."  Ham- 
let's "To  be  or  not  to  be"  soliloquy 
needs  revision  also.  Besides  being 
admonished  for  his  long  sentences, 
Shakespeare  is  told:  "Avoid  using 
contractions  like  wish'd  in  formal 


Eventually  they  relented,  and  I  spoke 
with  K.D.  Hallman,  national  product 
manager  and  head  of  the  "natural 
languages"  group.  The  public  rela- 
tions department  insisted  that  it 
be  a  conference  call,  with  one  of  its 
people  on  a  third  line  to  interpret  Ms. 
Hallman's  comments.  I  thought  it 
odd  that  the  "natural  languages"  chief 
needed  an  interpreter.  I  ended  up 
grateful  for  his  presence. 

"We're  making  people  better  writ- 
ers," Hallman  said.  "We  suggest  how 
to  make  the  sentences  more  powerful. 
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a  personal  crusade  against  Woa 
grammar-check.  Fiegel  is  forced 
his  job  to  use  Word  for  all  of  \ 
documentation,  so  he  must  strugg 
with  the  beast  on  a  daily  basis,  ai 
collects  special  cases  of  gramma 
check  abuse,  including  some  of  tl 
passages  above.  Fiegel's  best  revenj 
has  been  to  subject  Word  to  Won 
That  is,  he  asks  Word  gramma 
check  to  critique  Word  "Help"  file| 
such  as  "Microsoft  recognizes  th 
support  needs  vary  from  user  to  us\ 
the  Microsoft  Support  Network  a 
lows  you  to  choose  the  type  of  sui 
port  that  best  meets  your  needs..] 
To  which  grammar-check  retort 
"Wordy.  Rephrase  using  the  vei 
satisfy  and  an  object."  In  this  ca9 
not  bad  advice. 

The  question  is,  do  we  need  thi) 
Writers  of  English  were  turning  01 
good  work  long  before  universiti 
started  granting  degrees  in  linguist) 
engineering.  I  stopped  memoriziri 
rules  of  writing  back  in  high  schorj 
Mary  Lindskog,  my  tenth-gra<j 
journalism  teacher,  taught  us  thr^ 
things:  i)  "Consensus  of  opinion" 
a  redundancy;  2)  Don't  write  "; 
good  time  was  had  by  all"  unless  yo 
have  signed  affidavits  from  even'  a 
tendee;  3)  Never  use  the  adjectii 
"vivacious"  under  any  circumstance 

A  writer  can  go  a  long  way  wil 
just  those  three  rules.  • 


Just  Checkin 


Microsoft  Word  had  many  qualm; 
about  the  above  article,  among  othe 
things  suggesting  that  I  change  Daw 
Sobel  to  Dave  Sober  and  Wallace 
Stevens  to  the  possessive,  Walleyi 
Steven's.  Galileo  becomes  Galilee 
and,  of  course,  Tuscany  become 
Tucson.  Typewriters  becomes  type 
writers'  (with  an  inexplicable  apostro 
phe).  and  Ishmael  should  be  change; 
to  Fishmeal.  Word  grammar-cheel 
found  some  of  the  quotations  0 
Microsoft's  natural  languages  chief 
K.D.  Hallman,  to  be  ungrammatical 


Special  thanks  to  Forbes  FYI 


You  see  back  in  tke  '20's  and  '30's,  handsaws  and  sweat 
were  trie  only  way  to  do  it.  While  tkat  made  for  hard 
days,  it  also  made  for  long,  unique  trails  with  more  person- 
ali  ty  than  you'll  find  at  any  of  the  newer  cookie-cutter 

Call  1-800-253- 


mountains.  So  as  you  sit  in  a  cozy  restaurant 
somewhere  in  our  quaint  village  recalling  the  day's 
runs,  think  of  those  men  with  their  aching  backs 
and  sore  hands  and  have  a  cold  one  in  their  honor. 
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GOLF  BAG/ 


Wattery  Filth,  Animal 
>crapes  and  Loose 

Impediments 

The  Rules  Committee  once  again  decides  the  vital  disputes  in  golf. 

By  James  Y.  Bartlett 


ERV  FOUR  YEARS,  TWO  IMPORTANT  THINGS  HAPPEN.  The 

ional  media  decide  which  candidates  are  deserving  enough  for  the 
:torate  to  elevate  to  the  position  of  president  of  the  United  States, 
d  the  Rules  of  Golf  change. 

Dne  might  be  forgiven  for  thinking  that  issues  like  saving  Social 
urity  or  what  to  do  with  the  surplus  are  more  important  in  the 
rail  scheme  of  things.  But  I  wonder  if  there  isn't  a  greater  impact 
the  body  politic  when  golfers  can  no  longer  have  a  caddy  stand 
Lind  them  to  help  aim  a  shot  in  the  right  direction,  define  exactly 
at  the  nearest  "point  of  relief  "  is,  or  know  that  a  ball  which  comes 
est  in  a  bush  or  tree  that's  growing  in  an  area  marked  as  "ground 
ler  repair"  is  deemed  to  be  in  ground  under  repair,  even  though  the 
I  is  not  actually  on  the  ground.  Or  something  like  that. 
Forget  trying  to  drive  a  stake  through  the  heart  of  the  thousands 
)ages  of  IRS  regulations.  Try  mastering  the  34  simple  little  Rules 
jolf.  Our  outgoing  Commander  in  Chief  may  have  had  a  high  old 
e  parsing  the  definition  of  "sex"  and  "is"  in  his  contretemps  with 
impeachment  process.  But  golfers  have  been  debating  the  mean- 
of  "immovable  obstruction,"  "loose  impediment,"  "animal  scrapes" 
I  when,  exactly,  a  ball  is  deemed  "at  rest"  for  hundreds  of  years, 
rhe  quadrennial  adjustment  of  the  rules  is  in  part  to  provide 
wers  to  these  questions,  and  in  part  to  keep  up  with  the  changing 
le.  The  U.S.  Golf  Association,  which  administers  the  game  within 
tightly  guarded  borders,  and  the  Royal  &  Ancient  Golf  Club  of 
Andrews,  which  handles  the  rest  of  the  world,  each  appoints  a 
nmittee  to  liaise  with  the  other  over  the  four-year  period  between  changes, 
ese  groups  of  rules  geeks  usually  conduct  informal  meetings  at  places 
:  the  Masters,  and  schedule  formal  discussions  at  international  amateur 
npetitions,  such  as  the  Walker  Cup. 

Fhe  USGA  and  the  R&A  have  been  holding  these  bilateral  disarmament 
:s  since  1952,  when,  indeed,  the  rule  books  accepted  by  each  organization 
•e  quite  different.  That  was  the  year,  for  instance,  that  the  R&A  once  and 
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IT  EFFUSED 

FROM  THE  DEEPEST 

RECESSES  OF  CHILDHOOD 

MEMORY  THE  VOICE  OF  HIS  MOTHER 
bidding  him,  "never  to  leave  the 
house  without  clean  underwear". 
However,  he  didn't  remember  her 
saying  anything  about  forgetting 
his  shoes.  Meanwhile,  his  r-»i 
future  in-laws  sat  patiently  Jwv 
in  the  adjacent  room 
awaiting  his  arrival  jjL 
for  the  traditional  {3(Sk 
tea  ceremony.  And  he.  J  \y 
a  young  man  about  to 
take  the  first  step  towards 
marriage,  knew  full  well 
that  such  an  occasion  <^£^=^ 
demanded  not  only  the  "proper 
footwear",  but  footwear  full  stop. 
A  small  bead  of  sweat  began  to 
gather  momentum  and  snake  its 
way  over  the  worried  valleys  on 
his  forehead.  The  attentive  valet 
seemed  to  appear  from  nowhere 
to  wipe  it  away.  "Problem  sir?"  The 
befogged  groom  hung  his  head 
sorrowfully  and  offered  no  response. 
A  deep  breath,  a  small  prayer  and 
a  knee  bend  later,  he  found  himself 
presenting  a  porcelain  cup  of  sweet 
jasmine  to  his  very  appreciative 
mother-in-law.  His  beautiful  bride 
looked  lovingly  in  his  direction  and 
was  struck  by  something  rather 
unusual.  Her  love  was  wearing  a 
pair  of  ink  black  English  brogues  she 
had  never  set  eyes  on  before.  In  the 
bathroom,  the  valet,  vigilant  as  ever, 
stood  squeezing  silky  strands  of  plush 
Persian  carpet  between  his  toes. 
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for  all  agreed  to  get  rid  of  the  styn 
a  peculiar  situation  applicable  onl 
match  play.  Basically,  the  stymie  i 
dictated  that  if  my  ball  came  to 
on  the  green  between  your  ball  i 
the  hole,  well,  tough  cookies  fory 
You,  stymied,  would  have  to  p 
around  my  ball,  or  chip  over  it 
call  me  every  name  in  the  book  a 
concede.  The  U.S.  had  in  eff 
banned  the  stymie  in  1941,  but 
Brits  loved  the  thing  and  hung 
to  it  for  another  decade. 

There  have  been  other  discrep) 
cies  between  the  two  rule  boc 
though  they  have  been  slowly  wl 
tied  away  over  the  last  half  of 
20th  century.  Officials  now  maintl 
that  the  two  books  are  virtually 
same,  now  that  the  USGA's  d 
rules  permit  competition  comrrj 
tees  to  adopt  a  local  rule  classify! 
small  pebbles  in  bunkers  as  lo 
impediments  which  can  be  remov 
just  as  the  R&A's  rules  do.  (\ 
pebble  problem  was  one  of  the 
remaining  differences.) 

But  it  is  doubtful  if  it  will  be 
last  problem  in  what  turns  out 
have  been  several  hundred  yei 
worth  of  evolving  and  changi 
Rules  of  Golf.  Over  history,  as  ml 
and  more  people  took  up  the  gar 
more  and  more  strange  things  hj 
pened  during  their  rounds.  This 
to  questions  about  the  proper  pro 
dure,  which  led  to  august  comni 
tees  of  doddering  old  men  male) 
learned  decisions  on  the  rules,  whl 
led  to  the  pan-Atlantic  rules  corrJj 
ences,  which  has  helped  keep 
Scottish  spirits  business  growing 
ever-increasing  levels. 

The  fun  began  in  April  17 
when  the  Gentlemen  Golfers 
Leith  decided  to  hold  a  little  comi 
tition  on  their  five-hole  links 
outside  Edinburgh.  Because  enti 
were  accepted  from  outsiders, 
because  a  prize  of  a  silver  club  1 
been  approved  by  the  Edinbui 
Town  Council,  it  was  felt  thai 
would  be  a  good  idea  to  publ 
the  rules  of  play  commonly  accept 
by  the  Gentlemen  Golfers.  Th^ 
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articles  were  the  first  published  draft 
of  the  Rules  of  Golf. 

Many  of  them  are  still  in  force 
today.  Article  3,  "You  are  not  to 
change  the  Ball  which  you  Strike  off 
the  Tee,"  is  virtually  the  same  as 
today's  Rule  15-1:  "A  player  must  hole 
out  with  the  ball  plaved  from  the  tee- 
ing ground  unless  a  Rule  permits  him 
to  substitute  another  ball."  Article  5, 
"If  your  Ball  comes  among  Waiter,  or 
any  Wattery  Filth,  you  are  at  liberty 
to  take  out  your  Ball  &  bringing  it 
behind  the  hazard  and  Teeing  it,  you 
may  play  it  with  any  Club  and  allow 
your  Adversary  a  Stroke  for  so  get- 


And  tees  in  the  old  days  were  nofl 
ing  more  than  little  mounds  of  san 
often  scooped  out  of  the  hole  one  h 
just  completed.  (Today's  regulatu 
4 'A- inch  round  hole  was  not  sta 
dardized  until  1891.)  But  the  artiq 
at  least  defined  the  teeing  ground,! 
starting  point,  and  other  articles  tq 
on  the  issues  of  lost  balls,  stroke-ar| 
distance  penalties  and  what  happe 
if  the  ball  strikes  an  outside  agen^ 
They  even  covered  some  specific  loi 
conditions,  such  as  "stones,  bor) 
and  break-clubs." 

In  1754,  the  Society  of  St.  Andrei 
Golfers  adopted  the  13  articles  wi 


'He  whose  Ball  lyes  farthest  from  the  Hole 
s  obliged  to  play  first,"  has  defined 
he  order  of  play  for  more  than  250  years. 


ting  out  your  Ball,"  is  the  forerunner 
of  today's  procedures  on  water  haz- 
ards, better  known  as  "wattery  filth" 
to  those  of  us  who  make  a  practice 
of  hitting  our  balls  there.  Article  9, 
"No  man  at  Holing  his  Ball  is  to  be 
allowed  to  mark  his  way  to  the  Hole 
with  his  Club  or  any  other  thing 
else,"  clearly  prohibits  tapping  down 
spike  marks,  as  per  Rule  16-ia.  Article 
12,  "He  whose  Ball  lyes  farthest  from 
the  Hole  is  obliged  to  play  first,"  has 
defined  the  unchanged  order  of  play 
for  more  than  250  years. 

Some  of  the  other  articles  are  dis- 
tant echoes  from  a  different  era's  golf, 
yet  still  can  be  traced  through  the 
centuries  to  today's  game.  Articles  1 
and  2,  for  instance,  demand  that  the 
goiter  of  1744  tee  his  ball  at  least  one 
club  length  from  the  hole  and  that 
the  "tee  must  be  upon  the  ground."  It 
was  not  until  the  advent  of  mechani- 
cal mowing  devices  in  the  latter  part 
of  the  19th  centurv  that  anv  real  dis- 
tinction was  made  between  fairway 
and  putting  green:  The  entire  course 
in  the  early  days  was  fairly  rough 
terrain,  kept  clipped  mainly  by  the 
grazing  of  sheep  and  cows.  So  the 
idea  of  teeing  oft  immediately  adja- 
cent to  the  hole  didn't  sound  as  silly 
to  golfers  of  yore  as  it  sounds  to  us. 


but  one  minor  change:  After  pickil 
a  ball  out  of  the  wattery  filth,  t 
golfer  was  supposed  to  toss  it  at  lej 
six  yards  behind  the  hazard  befc 
playing  on.  In  1758,  the  Gentlemi 
Goiters — soon  to  become  the  Ho 
ourable  Company  of  Gentlem1 
Goiters — revised  their  code.  Ai 
over  the  next  several  decades,  as  off 
Scottish  and  English  clubs  were  org 
nized,  they  adopted  virtually  identi< 
versions  of  either  St.  Andrews's  or  t 
Honourable  Company's  rules,  save! 
amendments  due  to  local  conditioi 
The  Aberdeen  club  added  some  ori 
inal  ideas  on  golfing  etiquette  to  thi 
rules,  and  Roval  Perth,  which  h 
some  holes  that  played  alongside  t 
River  Tay  on  the  North  Inch,  hi 
to  deal  with  the  concept  of  a  lata 
water  hazard  that  golfers  at 
Andrews,  Musselburgh  and  Mu: 
field  didn't  encounter. 
.  St.  Andrews  came  to  be  regard 
as  the  repository  of  rule-makii 
authority.  The  Honourable  Compa 
ran  into  financial  problems  aroui 
1830  and  had  to  disband  for  a  ffi 
years  until  it  moved  to  Musselburj 
in  1836.  The  club  moved  again,  lat 
in  the  century,  to  Muirfield.  AS 
when  the  St.  Andrews  club  receiv 
its  imprimatur  of  "Roval  &  Ancieri 
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34)  its  importance  was  set. 
rolf's  first  boom  began  in  the 
nd  half  of  the  19th  century.  Be- 
n  1850  and  1880,  62  new  golf  clubs 
:  organized  in  Scotland.  In  the 
de  of  the  1880s,  80  new  clubs  were 
led,  and  in  the  following  ten  years, 
:her  366  clubs  were  chartered.  The 
vth  rates  in  England  were  similar, 
diese  new  golfers  were  playing  by 
tinal  "St.  Andrews  rules,"  but  each 
itained  some  local  quirks.  Indeed, 
n  the  British  Open  was  first  played 
restwick  in  i860,  it  was  contested 
zr  the  local  club's  own  rules.  And 
le  championship  eventually  began 
ing  around  the  country,  competi- 
had  to  make  sure  they  knew  the 
club's  rule  idiosyncrasies. 
Vhen  Royal  Wimbledon  was 
Wished  in  1882,  the  club  found 
"St.  Andrews  rules"  contained 
rences  to  the  Swilcan  Burn,  the 
:r  Eden  and  the  Station-Master's 
den,  all  found  only  on  the  Old 
irse.  So  Wimbledon  members 
rote  the  rules,  adding  a  few  new 
nitions,  and  then  immediately 
in  lobbying  efforts  to  have  the 
A.  draw  up  a  more  uniform  code 
:  all  clubs,  anywhere  in  the 
one,  could  follow.  It  took  several 
s  and  some  political  infighting, 
eventually  the  R&A  adopted  the 
>rt  of  its  Rules  of  Golf  Com- 
:ee  and  gave  the  world  its  first 
brm  set  of  new  rules  in  1899. 
mmediately,  of  course,  there  was 
troversy  and  conflict  with  the 
ig  whippersnappers  from  across 
pond  who  had  formalized  the 
ted  States  Golf  Association  in 
and  appointed  a  committee  to 
srpret  the  rules  of  golf"  While 
USGA  initially  genuflected  in  the 
ction  of  the  R&A,  it  reserved  for 
f  the  authority  to  append  "to  said 
is  the  rulings  of  the  USGA  based 
n  the  results  of  many  decisions  of 
imittees  or  experts." 
''hat  opened  the  door  for  trouble, 
iter  Travis,  a  three-time  winner  of 
U.S.  Amateur,  went  abroad  in 
j.  and  shocked  Great  Britain  by 
ning  the  British  Amateur  using 


his  trusty  Schenectady  putter,  a  cen- 
ter-shafted club.  The  Brits  formally 
banned  all  center-shafted  clubs  a 
few  years  later,  saying  they  were 
too  similar  to  croquet  mallets.  The 
USGA  rules  pooh-bahs  disagreed, 
and  the  two  sides  continued  to  main- 
tain separate  codes  on  the  issue  until 
the  Great  Rapprochement  of  1952, 
when  center  shafts  were  once  again 
allowed  into  the  kingdom. 

There  were  other  disagreements. 
The  British  played  a  smaller  golf  ball 
(1.62  inches  in  diameter)  than  the 
approved  size  in  the  U.S.  (1.68  inches) 
until  as  late  as  1990.  The  arguments 
over  whether  to  demand  a  penalty  of 
both  stroke  and  distance  for  lost  and 
out-of-bounds  balls  went  back  and 
forth  over  the  decades.  The  USGA 
took  the  lead  in  making  the  rules 
somewhat  uniform  for  both  medal 
and  match  play  and,  under  the  lead- 
ership of  William  J.  Williams,  Jr., 
reorganized  the  34  rules  in  1984  into 
a  more  understandable  format,  one 
that  logically  followed  the  game  it- 
self. Also  in  1984,  the  USGA  and  the 
R&A  began  publishing  joint  Decisions 
on  the  Rules  volumes.  While  there 
may  be  just  34  rules,  the  Decisions  run 
to  thousands  of  pages.  Questions  and 
situations  demanding  some  adjudica- 
tion are  submitted  to  either  organiza- 
tion by  clubs,  and,  after  thorough 
consideration  and  studied  contem- 
plation, a  decision  is  reached. 

"Player  A  yodels  on  the  backswing 
of  Player  B,  causing  him  to  pull  his 
shot  into  a  nearby  elm  where  the  ball 
comes  to  rest  in  a  bird's  nest  filled 
with  newborn  sparrows.  Does  the 
nest  constitute  an  animal  scrape, 
thereby  entitling  Player  B  to  relief?" 
Answer:  "Beats  the  hell  out  of  us." 

But  of  course,  such  is  never  the 
answer.  Not  while  there  are  still 
gallons  of  good  single  malt,  a  fire 
burning  in  the  hearth  and  a  joint  of 
something  roasting  in  the  kitchen. 
The  duly  appointed  rulesmakers  will 
take  their  good  sweet  time  mulling 
over  these  questions,  as  well  they 
should.  The  future  of  the  free  world 
may  depend  on  it.  • 
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by  Michael  Bociurkiwi 


Elderly  men  in  white  singlets  practice  Tai  Chi  as 
a  magical  sun  rises  over  bustling  Victoria  Harbor. 
Jet-propelled  hydrofoils  roar  up  to  the  docks  and  un- 
load their  cargo  of  commuters  from  outlying  islands. 


Just  up  the  road  from  the  harbor,  in  an 
area  referred  to  as  the  Mid-Levels, 
Gucci-clad  office  workers  stop  to  pur- 
chase Chinese  medicinal  herbs  from  a 
series  of  outdoor  stalls.  As  they  make 
their  way  toward  the  forest  of  gleam- 
ing skyscrapers  that  marks  the  com- 


The  Mai  Po  Marshes  —  located  just  40 
minutes  outside  of  Hong  Kong  —  are  home 
to  a  tremendous  variety  of  exotic  birds. 

mercial  hub  of  this  former  British 
colony,  they  pass  by  palm  trees  and 
concrete  lions  specially  plotted  to 


maximize  good  luck  and  profitability. 

This  is  Hong  Kong,  City  of  Life. 
Vibrant,  surprising  and  layered  with 
contradictions,  the  city  forms  a 
crossroad  where  150  years  of  colo- 
nial influence  meet  5,000  years  of 
Chinese  tradition. 

First-time  visitors  to  this  world-class 
location  can  be  forgiven  for  bypassing 
the  many  natural  wonders  that  await 
the  curious  traveler  beyond  the  sky- 
scrapers and  neon-lit  avenues  of  the 
metropolitan  Central  district.  Little  do 
they  know  that  a  30-minute  train  ride 
from  the  hustle  and  bustle  of  the  city 
center  will  transport  them  to  a  coun- 
tryside full  of  ancient  temples  and  tiny 
villages  set  against  a  backdrop  of  lus- 
cious green  hills  and  sandy  beaches. 
Fortuitous  explorers  might  happen 
upon  the  type  of  beachfront  Chinese 
seafood  restaurant  where  the  fish 
graces  your  plate  only  minutes  after 
having  been  plucked  from  the  sur- 
rounding waters.  Few  other  places  in 


the  world  can  provide  the  eclectic! 
taste  sensations  that  are  the  maim 
stay  of  Hong  Kong  cuisine. 

Frequent  visitors  to  Hong  Kong 
swear  there  is  no  better  place  in  the 
world  to  witness  the  seamless  blend 
of  East  and  West.  Nowhere  is  this  more 
clearly  demonstrated  than  in  Lantau 
(one  of  the  260  islands  that  con- 
stitute Hong  Kong),  where  the  ultra- 
modern expatriate  community  of  Di&l 
covery  Bay  is  located  just  over  the  hil 
from  traditional  fishing  communities. 

Incredibly,  nearly  70%  of  Hong  Kong's 
total  area  is  made  up  of  open  land 
40%  of  which  has  been  officially  con 
served  within  a  national  park  system 
The  Mai  Po  Marshes  —  located  just  4C 
minutes  outside  of  Hong  Kong  —  are 
filled  with  a  tremendous  variety  o 
exotic  birds  that  are  sure  to  mesmerize 
nature  lovers  from  all  over  the  world. 

Pack  Your  Hiking  Boots 
With  Your  Laptop 

Well-seasoned  travelers  would  likely 
advise  road  warriors  to  lay  down  theii 
Palm  Pilots  once  the  deals  are  closec 
and  spend  an  extra  two  or  three  days 
exploring  the  wonders  of  this  forme 


iritish  colony.  Despite  the  country's 
eputation  for  being  a  frenetic  busi- 
less  center,  the  area  surrounding 
■long  Kong  promotes  both  rejuvena- 
ion  and  cultural  enrichment.  Lucky 
lusiness  travelers  might  even  be  invit- 
>d  by  their  local  contacts  to  board  a 
Chinese-style  junk  —  a  perfect  way  to 
sscape  the  city  and  take  in  the  vast 
;xpanse  of  the  South  China  Sea. 

Those  curious  about  Chinese  tea 
;eremonies  can  trek  over  to  the 
amous  Peninsula  Hotel  and  partake 
n  special  lessons  for  visitors.  Travel- 
ers of  the  more  arduous  variety  can 
rade  in  their  Florsheim  shoes  for 
liking  boots  and  head  for  the  MacLe- 


rhe  world's  largest  outdoor  bronze 
Buddha  at  the  Po  Lin  Monastery 

lose  Trail,  located  a  mere  30  minutes 
rom  the  Central  district. 

In  addition  to  the  aforementioned 
Discovery  Bay,  nearby  Lantau  island  is 
lome  to  another  point  of  interest  for 
ourists,  the  Po  Lin  Monastery.  The 
monastery  features  one  of  the  top- 
anked  attractions  in  Hong  Kong,  the 
vorld's  largest  outdoor  seated  bronze 
Buddha.  Those  with  less  time  can  visit 
Hong  Kong  Park,  a  veritable  microcosm 
)f  the  ecological  wonders  of  the  sur- 


rounding countryside  conveniently  locat- 
ed in  the  heart  of  the  Central  district. 

Business  travelers  will  find  Hong 
Kong  to  be  an  extremely  safe  envi- 
ronment (locals  think  nothing  of  using 
remote  ATMs  into  the  wee  hours  of 
the  night)  highlighted  by  cheap  and 
efficient  transportation  and  a  great 
many  English  speakers.  A  plentiful 
supply  of  Internet  cafes,  excellent  cel- 
lular coverage  and  high-speed  Internet 
access  at  hotels  make  staying  in 
touch  with  the  office  a  cinch. 

Even  the  commute  from  the  new 
Hong  Kong  International  Airport  at 
Chek  Lap  Kok  —  a  tourist  attraction  in 
its  own  right  —  is  a  breeze,  as  the 
high-speed  railway  takes  passengers 
from  the  airport  to  the  city  center  in 
just  23  minutes. 

Since  Hong  Kong  is  the  City  of  Life, 
one  can  reasonably  expect  boundless 
energy  and  breathtaking  spectacles 
throughout  the  year.  Visitors  with 
good  timing  will  be  able  to  experience 
one  of  the  many  festivals  that  cram 
the  Chinese  calendar.  Of  particular 
merit  is  the  annual  Bun  Festival  held 
eight  miles  outside  of  Hong  Kong  on 
neighboring  Cheung  Chau  island.  In 
addition  to  colorful  costumes  and 
dancing  dragons,  celebrants  have  the 
opportunity  to  savor  the  region's 
sumptuous  steamed  buns. 

Frequent  visitors  rank  Hong  Kong  as 
an  excellent  hub  from  which  to 
explore  mainland  China  or  any  of  the 
other  countries  that  are  just  a  short 
flight  away,  including  Vietnam  and  the 
Philippines.  The  former  Portuguese 
colony  of  Macau  lies  a  convenient  60 
minutes  away  by  jetfoil. 
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The  annual  Bun  Festival  on  Cheung  Chau  island 

Colonial  Heritage  Lives  On 

While  the  Union  Jack  no  longer  flies 
over  government  buildings  and  all  of 
the  British  naval  ships  have  vanished, 
visitors  to  Britain's  former  colonial  out- 
post can  still  savor  its  rich  colonial 
past.  On  July  1,  1997,  Hong  Kong 
peacefully  reverted  to  Chinese  sover- 
eignty, but  not  without  retaining  certain 
traces  of  its  150  years  of  colonial  rule. 
A  large  community  of  expatriates  con- 
tinues to  help  fuel  Hong  Kong's  amaz- 
ing economic  engine.  Fish  and  chip 
restaurants,  as  well  as  some  of  the 
best  British  pubs  in  Asia,  are  plentiful. 
Colonial  rule  also  brought  an  amazing 
array  of  world-class  accommodations 
to  the  city.  Few  destinations  in  the 
world  offer  the  same  high  level  of  ser- 
vice that  has  made  Hong  Kong  an  irre- 
sistible stop  for  business  and  leisure 
travelers  alike.  Whether  it's  afternoon 
tea  in  the  lobby  of  the  Mandarin  Hotel, 
an  outdoor  Jacuzzi  overlooking  Victo- 
ria Harbor  at  the  Regent  Hotel  or  an 
evening  cocktail  in  the  rooftop  bar  of 
the  Peninsula  Hotel,  an  exciting  and 
glamorous  experience  can  easily  be 
had  in  any  of  these  luxury  resorts.  ■ 


HARBOUR  PLAZA  HONG  KONG 


20  Tak  Fung  Street,  Hung  Horn,  Kowloon,  Hong  Kong 
Tel:  (852)  2621  3188  Fax:  (852)  2621  3311  Web  Site:  www.harbour-plaza.com/hph 

Committed  to  providing  a  distinctive  blend  of  comfortable  elegance  and 
understated  luxury,  Harbour  Plaza  Hong  Kong  is  a  deluxe  hotel  located 
along  the  Kowloon  waterfront  with  breathtaking  views  of  Victoria  Har- 
bour. Facilities  include  416  luxurious  rooms  and  suites,  a  fitness  center, 
a  rooftop  pool,  eight  restaurants  and  two  executive  Harbour  Club  floors. 


HARBOUR 
PLAZA 


GRAND  STANFORD  INTER-CONTINENTAL  HONG  KONG 


70  Mody  Road,  Tsimshatsui  East,  Kowloon,  Hong  Kong 

Tel:  (852)  2721  5161  Fax:  (852)  2732  2233  Web  Site:  www.grandstanford.com 

With  breathtaking  views  of  Victoria  Harbor,  this  luxurious  five-star 
hotel  combines  the  highest  levels  of  individual  service  with  excellent 
business  and  leisure  facilities:  first-class  restaurants,  a  rooftop  swim- 
ming pool,  a  health  center,  a  private  spa  and  a  fully  equipped  busi- 
ness center.  All  579  exquisitely  decorated  rooms  and  suites  feature 
luxurious  facilities  and  amenities. 
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GRAND  STANFORD 

INTERCONTINENTAL 

HONG  KONG 


THE  PARK  LANE 


310  Gloucester  Road,  Hong  Kong 
Tel:  (852)  2293  8888  Fax:  (852)  2576  7853  Web  Site:  www.parklane.com.hk 

Conveniently  located  at  the  edge  of  Victoria  Park  in  Causeway  Bay 
and  overlooking  the  Hong  Kong  Harbor,  The  Park  Lane  is  at  the  hub 
of  Hong  Kong's  lively  entertainment  and  famous  24-hour  shopping. 
The  791  guest  rooms  are  spacious  (320  square  feet),  all  in  standard 
size  and  luxuriously  furnished  —  an  affordable  luxury  on  Hong  Kong 
Island  for  discerning  business  travelers. 


THt  Park  Lanf. 

HONG  KONG 
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HOTEL  MIRAMAR 


118-130  Nathan  Road,  Tsimshatsui,  Kowloon,  Hong  Kong 

Tel:  (852)  2368-1111  Fax:  (852)  2369-1788  Web  Site:  www.miramafhk.com 

Located  within  the  city  center  yet  surrounded  by  the  tranquility  of 
Kowloon  Park,  the  newly  renovated  Hotel  Miramar  features  525  spa- 
cious guest  rooms  and  suites,  a  splendid  ballroom  and  10  multi- 
function rooms  with  meeting  facilities  accommodating  from  12  to 
1,000  guests.  The  latest  high-tech  facilities,  which  include  high- 
speed in-room  Internet  access  and  conferencing  service,  definitely 
serves  discerning  business  travelers  with  impeccable  hospitality. 

HOTEL 

W  HONG  KONG 
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GREAT  EAGLE  HOTEL 


8  Peking  Road,  Tsimshatsui,  Kowloon,  Hong  Kong 

Tel:  (852)  2375  1133  Fax:  (852)  2375  6611  Web  Site:  www.gehotel.com 

The  Great  Eagle  Hotel,  superbly  located  in  the  heart  of  Tsimshatsui 
in  Kowloon,  is  Hong  Kong's  finest  independent  five-star  hotel  and  the 
choice  for  style-conscious  travelers  from  the  fashion  and  entertain- 
ment industries.  It  combines  European  "boutique"  style  and  elegance 
with  modern  facilities,  including  high-speed  in-room  Internet  access, 
a  rooftop  pool  and  some  of  Hong  Kong's  finest  restaurants. 


HONG  KONG 


REGAL  AIRPORT  HOTEL 


9  Cheong  Tat  Road,  Chek  Lap  Kok,  Hong  Kong 

Tel:  (852)  2286  8888  Fax:  (852)  2286  8686  Web  Site:  www.regalhotel.com 

The  Regal  Airport  Hotel  —  the  only  world-class  airport  hotel  at  the 
renowned  Hong  Kong  International  Airport. 

•  Covered  walkway  connected  directly  to  the  Passenger  Terminal 

•  1,103  rooms  and  suites,  eight  restaurants  and  bars 

•  Executive  floors  and  lounge  for  business  travelers 

•  First-class  health  spa  with  indoor  and  outdoor  pools;  day  room 
packages  available 

•  Grand  Ballroom  (capacity  —  1,500  guests)  and  17  function  rooms. 

m 

REGAL  AIRPORT  HOTEL 

 HONG  KONG  

A  REGAL  INTERNATIONAL  HOTEL 


When  we  think  of  Hong  Kong,  it's  old  Chinese  houses  nestled  between  shinin 
skyscrapers.  It's  all  the  contrasts.  One  day  we  went  to  Lantau  Island  and 
found  a  spectacular  temple  with  a  bright  pink  monastery  beside  it.  It  was  so 
peaceful  inside.  Just  the  sound  of  monks  offering  prayers  and 
sweeping  the  floors.  It  was  like  stepping  back  in  time. The  scent  of 
incense  was  unforgettable!  To  us,  Hong  Kong  is  also  the  old  colonial 
buildings.. ..The  beaches....  It's  the  chickens  hanging  up  in  restaurant 
windows....  And  all  the  fantastic  shopping.  The  opera  mask  we  bought 
(bargain!)  still  makes  us  laugh  every  time  we  look  at  it! 


The  City  of  Life.  What  will  it  be  for  you? 


www.  n  kta.  o  rg 


SIGNPOST/ 


3n  the  Road 

Burmese  breezes... A  Tucson  treasure,  hidden  in  plain 
rht...  London's  Dor  Chester...  Have  some  Madeira,  my  dear.... 


indalay,  Myanmar:  Stand  on  the  western  bank  of  the  Ayeyarwady  River, 
king  down  on  Myanmar's  longest  waterway,  and  time  seems  to  stand  still, 
hort  distance  up  the  river  lean,  bare-torsoed  dock  workers  shoulder  ioo-lb. 
;s  of  rice  along  a  gangplank.  Across  the  water,  a  steep  hill  is  studded  with 
;odas  where  the  monks,  nuns  and  common  folk  of  this  country  formerly 
>wn  as  Burma  have  come  to  worship  Buddha  for  almost  a  thousand  years. 
Directly  below  the  riverbank,  the  gleaming  white  hull  of  the  luxury 
:rboat  Road  to  Mandalay  is  moored.  The  330-foot  ship  will  serve  as  a 
iting  hotel  for  the  next  three 
•s  and  nights  on  our  way  to 
*an,  some  125  miles  to  the 
th.  From  its  spacious  state- 
ms  one  looks  out  upon  the 
:r  scene — passing  timber  rafts 
en  with  enormous  teak  logs; 
wded  double-decker  pas- 
ger  boats;  barges  transport- 
produce,  cement,  fertilizer 
1  glazed  pots.  Local  fisher- 
n  fling  nets  from  homemade 
oden  craft,  and  along  the 
;h  sandy  banks  of  the  river 
:ire  families  camp  in  tents; 
light  their  campfires  flicker 
the  dark.  In  the  daytime  the 
>ple  work  in  the  surrounding 
nfields,  peanut  plantations, 
;  paddies,  vegetable  patches 
fruit  orchards.  At  times  they 
lse  to  bathe  and  splash  about 
:he  shallow  edges  of  the  river, 
casionally  you  catch  a  glimpse  of  lumbering  oxen  and  the  saffron-robed 
mks  strolling  about  the  ubiquitous  pagodas. 

The  Road  to  Mandalay  used  to  float  on  Germany's  Rhine;  when  it  was 
rchased  several  years  ago  by  the  Orient-Express  organization  (who 
lovated  it  at  a  cost  of  around  $6  million)  it  was  put  into  service  on  the 
eyarwady.  Its  topmost  observation  deck  is  equipped  with  a  bar,  a  sizeable 
d,  sunbathing  chairs  and  a  canopied  lounge  area.  The  main  deck,  a  flight 
low,  provides  a  lounge,  piano  bar,  boutique  and  dining  room  where 
gnificent  buffet  luncheons  are  served  and  the  elegant  dinners  might  feature 


The  Country  Formerly  Known 
as  Burma,  whose  culture  was 
once  closed  off  from  the  rest 
of  the  world,  is  now  opening 
up.  The  Road  to  Mandalay 
cruise  down  the  Ayeyarwady 
is  the  best  way  to  see  it. 


FORBES  FYI  S5 


The  Universe  Is  Full  oF 
Mysteries.  UsingThe  NexStar  5 
Isn't  One  oFThem. 


The  joy  of  stargazing 
comes  from  observing 
the  wonders  of  the 
heavens,  not  calculating 
alignments  and  positioning. 
The  revolutionary  new 
Celestron  NexStar" 
line  of  telescopes 
does  all  that  for 
you  and  more. 
Simply  and  easily. 

NexStar"1  telescopes 
are  light  years  ahead 
of  other  computerized 
"Go-To"  telescopes.  The 
Auto  Align  feature  gets 
you  up  and  observing  immediately 
with  an  enormous  object  data- 
base that  includes  up  to  18,000 
celestial  sights. 

Our  StarPointer™  Finderscope 
lets  you  guickly  find  any 
object  in  the  sky,  while 
variable  slew 


speeds  provide  easy 
tracking  for  observation 
and  astro-photography. 
There's  even  a  communica- 
tion port  so  you  can  control 
the  NexStar'"  from  your 
personal  computer. 

NexStar™  telescopes 
are  designed  to  go  with 
you  anywhere  and 
perform  beautifully 
With  the  same  optical 
tube  selected  for  the 
Space  Shuttle,  each 
NexStar"givesyou 
unsurpassed  perform- 
ance. Advanced  models 
feature  the  legendary  Schmidt- 
Cassegrain  optical  system  plus 
Starbright"  multi-coatmgs  for 
superior  resolution  and  optical 
clarity.  Best  of  all,  our  Tour 
Function  automatically  seeks 
out  the  most  spectacular  objects 
in  a  given  month,  while  providing 
you  with  fascinating  facts 
through  the  Hand  Controller. 


OVaiLBBLe  9T 


natural , 

wonders 


With  the  most  advanced  and 
comprehensive  "Do-To"  telescope 
•line  available,  the  only  mystery 
is  which  NexStahlo  choose. 


www.naturalwonders.com  •  1-BO0-2-WDNDER 

Firm  out  more  aBouT  npxstsr,  our  oTHer  excepTionai.  TeLescopes,  ano  nearBY  oea^ 
[3  101328-9560  •  www.CELesTron.com 


?nut  soup  with  chicken,  herb-en- 
ted  escalope  of  sea  bass  with  chive 
ryon,  and  a  layered  meringue  with 
ersweet  chocolate. 
Shore  excursions  could  include  a 
t  to  the  former  Royal  Palace  in 
ndalay  (bombed  heavily  during 
rid  War  II  by  the  British  to  dis- 
^e  the  Japanese),  or  a  trek  along 

so-called  U  Bein's  bridge  in 
rby  Amarapura.  Supported  on 
cwood  stilts,  the  200-year-old  U 
n's  is  the  longest  teak  bridge  in 
world — three  quarters  of  a  mile 
ength.  Today  it's  a  busy  pedes- 
n  thoroughfare:  glorious  to  visit 
;unset,  silhouetted  against  the 
sing  red  sky.  During  an  early- 
rning  call  to  a  nearby  village,  one 

see  monks  lining  up  for  their 
ly  acceptance  of  alms.  Another 


made  by  pounding  bits  of  the  pre- 
cious metal  with  sledgehammers. 

After  a  day  of  smooth  cruising  the 
Road  to  Mandalay  reaches  Bagan, 
the  pagoda-filled  capital  of  the  first 
Burmese  empire  that  flourished  from 
the  nth  century  until  its  defeat  by 
the  armies  of  Kublai  Khan  in  1287. 
Dinner  on  the  ship  the  last  night  is  a 
festive  affair:  glazed  duck  breast  with 
roast  cardamom  and  carrot  oil  and  an 
elaborate  dessert — a  chocolate  chip 
parfait  with  a  raspberry  glaze.  It's  a 
splendid  finale  to  a  luxury  river  ad- 
venture that  goes  by  all  too  quickly. 
The  Road  to  Mandalay  sails  between 
August  and  May;  three-day  cruises 
begin  at  #2,590  per  person,  based  on 
double  occupancy.  Call  (800)  524-2420, 
or  visit  www.  orient-expresstrains.  com. 

—  Robert  Riche 


t  in  the  Malay:  The  far-flung  pleasures  of 

age  seems  almost  entirely  given 
:r  to  beautifully  rendered  sculp- 
es  of  Buddha  and  various  mythical 
atures  carved  from  limestone, 
arms  of  children  seem  absolutely 
:hanted  by  visits  from  foreigners; 
y  don't  beg,  but  they  are  playful, 
1  laugh  and  dance  about  as  visitors 
<e  along  lingering  at  various  craft 
>ps,  lacquer  shops,  wood-carving 
I  woven-cane  furniture  shops.  In 
all  cottage  factories,  gold  leaf  is 


Tanjong  Jara,  hard  by  the  South  China  Sea. 

Malaysia:  There's  remote,  and  then 
there's  really  remote.  Situated  on  the 
country's  less-traveled  northeast 
coast,  Tanjong  Jara  isn't  quite  as 
flamboyant  as  its  popular  west  coast 
sister  property,  Pangkor  Laut.  It's 
more  like  an  ultra  sophisticated  sum- 
mer camp  with  spacious,  minimalist 
rooms  done  up  in  dark  wood  and 
astonishing  views  of  the  pounding 
South  China  Sea.  If  the  18-hour 
flight  (with  a  break  in  Kuala  Lumpur) 


Carbon  p^py. 

The  Carbon  Fiber  Pen  from  Jbrg  Hysek. 
For  a  free  catalog:  800-608-7583. 


UOFtG  HYSEK 

Available  at  fine  pen  stores 


Manage  Your 
Portfolio  with 
Prudential 

Investment 
planning 

•  Protection 
strategies 

•  Real  estate 
solutions 

•  Tax 

strategies 

•  Estate 
planning 


The  world  economy  is  changing  at  an  unprecedented  rate.  But  do  you  know 
what  the  investment  implications  are  for  you?  At  Prudential,  we'll  help  you 
make  sense  of  the  changes  in  the  market — and  the  impact  those  changes 
can  have  on  your  portfolio  strategy  and  performance. 


Access  the  insights  of  our  award-winning 
research  team.  Our  analysts  cover  more  than 
800  of  the  most  dynamic  companies  in  all  of 
the  crucial  industry  sectors  around  the  world. 
Their  findings  are  published  in  a  series  of 
in-depth  reports  that  are  readily  available 
to  all  Prudential  Securities  clients. 

Listen  to  what  our  top  strategists  are  saying 
now.  Take  a  bullish  look  at  what  may  drive  the 
"mega  market"  of  the  next  decade  through  the 
eyes  of  Chief  Technical  Analyst  Ralph  Acampora. 
Or,  learn  which  sectors  Chief  Investment  Strategist 
Greg  Smith  says  growth  investors  should  focus 
on  in  his  major  new  theme,  The  Road  Ahead: 
The  Future  of  Investing.  To  learn  more,  visit 
PrudentialSecurities.com  for  daily  market 
commentary,  webcasts  and  more. 


Position  your  portfolio  for  new  opportunit 

Our  Financial  Advisors  can  help  you  re-evaUj 
your  portfolio,  and  determine  the  areas  where 
may  benefit  from  more — or  less — "new  econd 
exposure.  You'll  find  the  personal  advice  you) 
need  to  continue  investing  with  confidence. 

Learn  more  about  the  future  of  investing. 

Call  today  to  find  a  Prudential  Securities 
Financial  Advisor  near  you.  And  be  sure  to 
ask  for  your  free  copy  of  Investor  Weeklu. 
which  contains  the  latest  market  outlook 
from  our  research  team. 

1-800 -THE- ROCK,  ext. 8328 
www.prudential.com 


(Sh  Prudentia 


Securities  products  and  services  ore  offered  through  Prudentioi  Securities  Incorporated,  199  Woter  Street,  New  York,  NY  1 0292,  member  SIPC,  a  subsidiary  of  Prudential.  ©  2000  The  Prudential  Insurance 

Company  of  America,  Newark,  NJ.  Equal  Housing  Opportunity.  t=J 
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enough  to  make  you  feel  trans- 
ed,  the  sheer  isolation  of  this 
rience  will. 

nchoring  the  resort  is  a  dra- 
c,  open-air  front  lobby  punctu- 
by  elegant  fountains.  Tanjong 
cuts  a  narrow  swath  along  the 
n,  with  100  cottages  and  rooms 
fully  decorated  with  native  weav- 
and  paintings  and  sturdy,  cream- 
red  linens  and  rugs.  It's  small 
lgh  to  be  quiet,  but  large  enough 
lclude  a  cozy  gym  and  a  sprawl- 
Ipool  tiled  in  rich  blues.  Three 
lurants  serve  fine  examples  of 
mya  cuisine  (a  combination  of 
ay,  Chinese  and  Indian  accents 
melded  hundreds  of  years  ago 
ng  the  spice  trade)  and — for  those 
se  adventurousness  doesn't  nec- 
rily  extend  to  the  palate — high- 
Western  fare. 

Vater  sports  are  popular,  as  is 
ng  along  the  almost-desolate 
it.  The  less  athletically  inclined 
ht  prefer  a  pleasantly  disorient- 
traditional  Malay  massage  in  a 
s-enclosed,  air-conditioned  oasis, 
ou're  desperate  for  human  con- 
,  you  can  always  try  one  of  the 
jghtfully  organized  day  trips  to 
1  villages,  where  you'll  get  a  real 
e  of  getting  away  from  it  all, 
vivor-style.  The  Pimpin  River 
iri,  for  instance,  is  no  comfy  cruise 
l  wine  and  brie:  Our  group  of 
meandered  in  canoe-like  Malay 
ts  past  six-foot  monitor  lizards 
dng  lazily  in  the  sun. 
)n  Thursday  night — party  night 
his  Muslim  country — you  can 
t  the  Dungun  Night  Market, 
ch  offers  a  sensory-overloading 
lay  of  Malaysian  delicacies.  (You 

your  fellow  hotel  guests  will 
:he  only  foreigners  there.)  And 
:n  we  visited  the  secluded  village 
ranji  Alain,  our  attention  was 
t  between  local  women  weaving 
on-colored  sonkets  in  the  blazing 
t  and  the  dozens  of  giant  spiders 

spun  their  webs  between  nearby 
phone  poles.  Scary?  Maybe  in 
ther  context.  But  Tanjong  Jara 
le  me  feel  as  if  I'd  left  the  real 


spiders,  snakes  and  other  workplace 
predators  a  good  7,000  miles  or  so 
behind.  Tanjong  Jara  Resort,  Kuala 
Terengganu,  Malaysia;  (8yy)  757- 
5288,  fax  (618)  549-1438,  www. tan- 
jongjara.com.  Rooms  and  cottages  from 
$200  to  $268  per  night.  A  stopover  at 
the  Ritz-Carlton  or  the  JW  Marriott 
in  Kuala  Lumpur  helps  break  up  the 
trip:  $ioo-$2so  nightly,  based  on  double 
occupancy.  Ritz-Carlton,  (800)  241- 
3333'  JW  Marriott,  (800)  228-9290. 
Malaysia  Airlines  flies  from  Los  Angeles 
or  Newark  to  Kuala  Lumpur  and  on 
to  Kuala  Terengganu;  (2x2)  69J-8894, 
www.  malaysiaairlines.  com. 

— David  Belcher 

Tucson:  The  elegant  and  historic 
Arizona  Inn  is  so  private  that  it's 
almost  hard  to  find — and  that's  just 
fine  with  its  loyal,  privacy-seeking 
clientele.  John  D.  Rockefeller,  Jr. 
was  a  guest  at  the  Inn  when  he  died 
in  Tucson  in  i960.  Linda  Ronstadt 
and  Emmylou  Harris  holed  up  at 
the  Inn  for  a  month  last  year  while 
recording  their  CD  Western  Wall: 
The  Tucson  Sessions.  The  Inn  has 
been  popular  with  vacationing  film 
stars  since  Clark  Gable  and  Gary 
Cooper  used  to  hang  out  there;  more 
recent  escapees  from  the  klieg  lights 
include  Faye  Dunaway,  Johnny  Depp, 
and  Kevin  Costner,  who's  practically 
a  regular. 

Snooping  journalists  have  their 
own  ways  of  figuring  out  who's  on 
the  register,  but  don't  ask  at  the  front 
desk.  Inn  staffers  are  as  obsessive 
about  privacy  as  some  of  their  fam- 
ous guests.  It's  been  that  way  since 
Isabella  Greenway — a  well-connected 
New  York  debutante,  a  bridesmaid 
in  the  wedding  of  Eleanor  and 
Franklin  Roosevelt  and  Arizona's 
first  congresswomen — opened  the 
upscale  hostelry  in  1930.  Her  son  Jack 
Greenway  (a  chum  of  President 
George  Bush's  from  their  days  at 
prep  school  and  Yale)  installed  air 
conditioning  in  1973;  before  thai, 
the  family  simply  closed  the  place 
every  summer.  The  Inn  is  still  owned 
by  the  Greenway  family  and  run  by 


Pen  and J2^pefr 


The  black  lacquer  interchangeable 
roller/ballpoint  pen,  with  black  leather  holder, 
from  Jbrg  Hysek.  For  a  free  catalog: 
800-608-7583. 


Available  ai  fine  pen  stores. 


Two  Internet 

ready  phones    Iwnaaii  I**5ns! 

starting  at 


$ 


89  U 


i'500p/i 


I'lOOOp/as 


With  the  Nextel  Twin  Pack,  you  get  the  most  ways  to  communicate  with  the  person  closest  to  you. 
Twin  Pack  phones  have  features  like  digital  cellular.  Nextel  OnlineSM  Wireless  Internet  Set 
including  Two-Way  Messaging  and  Nextel  Direct  Connect'  digital,  two-way  radio.  And  tt 
activated  right  in  the  store,  so  you'll  be  able  to  keep  in  close  contact  with  that  special  someone  right 

Nothing  brings  people  together  like  the  Nextel  Twin  Pack.  NEXT! 


Monthly  shared-minute  $^Li^Y 
rate  plans  starting  at         Q /, 


CIRCUIT  CITY 


Purchase  a  Nextel  Twin  Pack,  select  a  shared-minute  rate  plan  by  December  31  and  choose  one  of  these  free  optic 
FREE  basic  wireless  Internet  services  •  1,000  FREE  night  and  weekend  minutes  •  FREE  long  distance 


LET'S  TALK" 


Office  JDJEJPOT 


fSlRiTZ  CAMtRA 


TSRWire 


Promo:  NEX100-125 

Available  at  participating  locations  only.  This  offer  is  for  new  activations  prior  to  December  31,  2000.  Promotion  agreement  and  credit  approval  req 
Equipment  offers  cannot  be  combined  with  any  other  offers.  Both  phones  must  choose  the  same  free  option.  Free  option  valid  as  long  as  you  are 
shared-minute  rate  plan.  Additional  phones  may  not  be  added  to  these  plans.  Nights  and  weekends  are  from  8:00  pm  through  7:00  am  Monday  th 
Thursday  and  8:00  pm  Friday  through  7:00  am  Monday;  1,000  minutes  per  month.  Basic  wireless  Internet  services  and  Web  browsing  may  n 
combined.  Other  restrictions  may  apply.  ©  2000  Nextel  Communications,  Inc.  All  rights  reserved.  Nextel,  the  Nextel  logo,  Nextel  Direct  Connec 
Nextel  Online  are  trademarks  and/or  service  marks  of  Nextel  Communications,  Inc.  MOTOROLA,  The  Stylized  M  logo  and  all  other  trademarks  indi 
as  such  herein  are  trademarks  of  Motorola,  Inc.  Reg.  U.S.  Pat.  &  Tm.  Off.  All  other  product  names  and  services  are  the  property  of  their  respective  o\ 


:ty  Doar,  Isabella's  granddaughter. 
Hidden  behind  pink  adobe  walls 
a  quiet  residential  neighborhood 
tr  the  University  of  Arizona  cam- 
the  Inn  comprises  86  guestrooms 
1  suites  and  three  private  houses, 
my  rooms  feature  private  patios  and 
ws  of  the  Catalina  Mountains;  a 
r  have  fireplaces.  Flagstone  paths 
id  through  14  acres  of  manicured 
ns,  Alleppo  pines,  oleanders,  palms 
1  bougainvillea,  making  their  way 
the  heated,  60-foot  pool  and  the 
y  tennis  courts.  While  it  doesn't 
re,  its  own  golf  course,  the  con- 
rge  can  guarantee  you  a  tee  time 
my  of  Tucson's  top  courses  any 
inth  of  the  year. 

On  bright  winter  days,  the  aroma 
burning  mesquite  drifts  from  a 
:place  in  the  library  where  tea  is 
ved  ever}'  afternoon  during  season, 
ere's  a  pleasant  verandah  where 


as  the  hand-colored  George  Catlin 
lithographs  of  Native  Americans  in 
a  dining  room.  In  most  guestrooms 
you'll  find  unique  writing  tables, 
sleigh  beds  and  other  pieces  made 
at  the  Arizona  Hut,  a  long-defunct 
furniture  factory  financed  by  Isabella 
to  employ  disabled  WWI  veterans. 

If  Doar  has  an  obsession  besides 
the  privacy  of  her  guests,  it's  detail. 
She's  carefully  updated  every  guest- 
room and  house  on  the  property. 
Last  year,  when  she  couldn't  find 
Mexican  tiles  to  match  originals  at 
the  poolside  grill,  she  imported  some 
from  Spain.  She's  also  added  an  exer- 
cise room  and  wired  the  guestrooms 
for  computer  dataports,  and  these 
days  you're  almost  as  likely  to  bump 
into  participants  in  a  small  corporate 
retreat  as  you  are  an  incognito  movie 
star.  Best  to  leave  them  all  alone.  The 
Arizona  Inn,  2200  East  Elm  Street, 


»  Grill  Room  at  London's  Dorchester:  Mind  the  decorative  poles,  there,  Gov'nuh. 


1  can  order  breakfast,  lunch  or  one 
the  Inn's  trademark  Gibsons.  The 
l's  dining  room,  arguably  Tucson's 
>t,  is  under  the  direction  of  award- 
nning  chef  Odell  Baskerville, 
lo's  constantly  adding  to  a  menu  of 
itinental  and  Southwestern  favor- 
s.  Antiques  from  Greenway  family 
mes  in  New  York  and  Isabella's 
ps  abroad  complement  the  clubby, 
ditional  Southwestern  decor,  such 


Tucson,  AZ;  (800)  pjj-iopj,fax  (po) 
J20-2182,  www.arizonainn.com. 
Doubles  from  s/95  and  up,  in  season. 
—  Robert  C.  Wurmstedt 

London:  Cool  Britannia?  Maybe. 
Like  much  of  Greenwich  Village 
and  the  Left  Bank,  Kings  Road  has 
long  since  devolved  into  a  miles- 
long  cultural  dead  zone:  homogenous 
clothing  and  home  furnishings  stores 


J 

f 


Fountain  of  ^ea#rr 


The  new  carbon  fiber  fountain  pen 
from  Jorg  Hysek.  For  a  free  catalog: 
800-608-7583. 


UOFRG  h-IVSEK 


Available  at  fine  pen  stores 


The  Forbes  Collection™ 

Harry  N.  Abrams 

Books 
(800)  345-1359 

Artoria  Limoges 

Limoges  Boxes 
(800)  416-0900 

Austin  Horn  Collection 

Luxury  Bedding,  Pillows  &  Tabletop 
(800)  832-5015 

Bettis  Brooke 

Decorative  Mirrors 
(601)  638-0769 

Broughton  International 

Exhibition:  Faberge 
(800)  292-3797 

Castle  Forbes  Collection 

Fragrances,  Bath  &  Body  Products 
(800)  685-4385 

Chelsea  House 

Decorative  Accessories,  Lighting,  Pillows 
(800)  258-3144 

COURISTAN 

Rugs  &  Carpets 
(800)  223-6186 

Design  Basics 

Home  Plan  Designs 
(800)  947-7526 

DVB  Alva 

Reproduction  Jewelry 
(800)  382-9300 

ELMS  Puzzles 

Hand  Cut  Jigsaw  Puzzles 
(800)  353-3567 

Harden  Furniture 

Furniture  for  the  Home  &  Office 
(315)  245-1000 

Hugh  Lauter  Levin  Associates 

Catalogue  Ra'tsonne  of  Forbes  Faberge 
(203)  254-7733 

International  Rarities 

Precious  Metal  Coins  &  Medallions 
(909)  307-6687 

Kantor  Brothers  Neckwear 

Men  s  Neckwear 
(954)  426-8030 

The  Metropolitan  Museum  of  Art 

Reproduction  Jewelry 
(800)  662-3397 

The  Noble  Collection 

Collectibles 
(800)  866-2538 

O'Brien  Ironworks 

Outdoor  Metal  Garden  Furniture 
(800)  239-8713 

PaperHouse  Productions 

Greeting  Cards 
(800)  255-7316 

Paragon  Picture  Gallery 

Framed  Prints 
(800)  547-7746 

Silverstone  Imports 

Christmas  Ornaments 
(888)  884-XMAS 

Vivian  Alexander 

Evening  Bags,  &  Objets  de  Luxe 
(800)  898-0803 

Warren  Industries 

Jigsaw  Puzzles 
(800)  447-2151 


Beautiful,  Elegant,  Sophisticated 

The  Forbes  Collection'"  fine  licensed  products  combine 
consummate  style  with  the  highly  recognized  Forbes 
brand,  taking  inspiration  from  the  luxurious  Forbes 
estates  and  signature  art  collections,  including  the 
opulent  jeweled  objects  by  Peter  Carl  Faberge.    .  . 

I'hoto:  l  in  bes  Old  liiitti  isea  House,  Luuhn,  BigUmt 


Fq'ra  complete  list  »f  Tlie loilns  Collection1"  licensed  companies, 
phase  contact:  J.G.  Stanley     Co.,  Inc..  271  Madison  Avenue, 
Suite 70*.  Nov  York,  NY  I00K.  Tel:  212-679^0079 
l  ;ix:  212  -(>79  029$  l-m.iil:  jgstanJeyCjgjSlanley.com 


wrestling  for  position  with  ca: 
featuring  wrap  sandwiches, 
much  for  the  global  village.  Wh 
there  are  signs  of  economic  rebii 
(lots  of  scaffolding,  expensive  c: 
behind  locked  gates  in  Notting  H 
and  a  pop-culture  renaissance  (ify 
overlook  Oasis),  there's  somcthi 
about  this  new  London  Town  tha 
a  little  forced.  But  some  things  abc 
England  remain  charmingly  co 
stant,  among  them  The  Dorchest 
in  Mayfair. 

Word  has  it  that  Mick  Jagd 
holed  up  at  the  Dorchester  whene\ 
Jerry  Hall  got  sick  of  his  philandtj 
ing  ways.  We  had  no  sightings | 
any  other  has-been  rock  stars  duri; 
a  recent  visit,  but  I'm  now  convinq 
that  he  must  stay  there  on  occasicj 
The  entire  feel  of  the  hotel,  frcj 
its  silent  hallways  to  the  averted  ej) 
of  its  staff,  whispers  discretion. 

Opened  in  1931  on  the  site 
one  of  London's  most  prominei 
mansions,  the  Dorchester  har 
back  to  a  time  when  Great  Brita 
was  more  than  a  declining  empii 
Its  Oriental  restaurant  boasts  t 
only  Michelin  star  awarded  to) 
Cantonese  establishment  in  Europ 
the  swooningly  fragrant  Orch) 
Room  is  one  of  the  nicest  specia 
events  spaces  anywhere;  the  Gp 
Room  is  simply  an  old-fashioni 
delight.  The  accommodations  (ove 
stuffed  sitting  chairs,  huge  marq 
bathrooms  with  showers,  king-sii 
beds)  are  truly  luxurious  by  Eun 
pean  standards.  But  it's  the  quie 
the  stillness,  that's  most  striking 
the  Dorchester:  no  screaming  ch: 
dren,  no  randy  tourists,  no  MPs 
fishnets  and  bustiers  scurrvii 
down  the  corridor.  Down  the  h; 
from  us,  a  large  press  junket  was  ta 
ing  place  for  a  Hugh  Grant  movi 
but  so  civilized  were  the  proceedin 
that  we'd  have  never  known  had 
not  been  for  a  stray  boom  mil 
peeking  out  of  an  open  doorwa 
The  spell  was  broken  onlv  once,  b) 
morning  visit  to  the  exercise  roor 
where  MTV  Europe  blasted  at  ea 
numbing  decibels.  (Kudos  to  tl 


Dorchester  for  taking  the  time  to 
design  the  truly  lovely — and  serene — 
spa  space  next  door  to  the  exercise 
room,  with  an  extensive  service  menu 
that  holds  its  own.) 

London  spent  many  quid  market- 
ing itself  as  the  Millennial  City,  so 
we  decided  to  take  in  one  of  its  most 
ballyhooed  projects,  the  British  Air- 
ways London  Eye.  (But  don't  call  it 
that;  the  cabbies  won't  know  what 
you're  talking  about.  Ask  them  to 
take  you  to  "the  wheel"  instead.)  The 
world's  largest  Ferris  wheel,  the  £55- 
million  Eye  was  not  deemed  ready  for 
the  Y2K  celebration,  but  it's  now  op- 
erating and  worth  checking  out.  For 
about  half  an  hour,  we  were  enclosed 
in  a  windowed  capsule  that  could 
comfortably  accommodate  about 
20  people.  Slowly  we  inched  our  way 
148  yards  above  the  Thames.  It's  a 
perfectly  pleasant  way  to  pass  the 
time,  although  once  you're  up  there 
you're  forced  to  realize  just  how  much 
modern  skyscraper  architecture  is  the 
currency  by  which  we  judge  a  city's 
beauty — and  by  those  standards, 
remarkably,  the  most  historically 
significant  city  of  modern  times 
possesses  little.  Fortunately,  St.  Paul's 
Cathedral,  Big  Ben  and  Westminster 
Abbey  aren't  too  hard  on  the  eyes. 
The  Dorchester,  Park  Lane,  London 
WiA,  2HJ  England;  (800)  J2J-9820, 
www.  dorchesterhotel.  com.  Double 
rooms  $445-485;  suites  from  $665.  British 
Airways  London  Eye;  tube  to  Charing 
Cross,  Embankment  or  Waterloo 
stations;  011-44-870-500-0600, 
www.britishairways.  com/londoneye. 
$ij  adults,  $7.50  children. 

—  Lorraine  Korman 

Shanghai:  China's  first  public 
museum  devoted  to  sexuality  opened 
recently  on  the  top  floor  of  Shang- 
hai's heartwarmingly-named  Sincere 
department  store,  just  above  the  lay- 
away  section  (no  jokes,  please).  The 
long,  dimly-lit  room  houses  more 
than  a  thousand  ancient  totems,  fig- 
urines, objets  d'art  and  other  eroti- 
cally-themed  paraphernalia,  all  of 
which  has  been  amassed  by  retired 


Shanghai  University  Professor  Liu 
Da  Lin  since  the  1980s.  To  avoid  any 
hint  of  pornography-peddling,  the 
good  professor  has  given'his  col- 
lection a  decidedly  unarousing  name: 
The  Exhibition  for  Chinese  Ancient 
Sex  Culture.  But  any  display  that 
features  a  giant,  gray,  3,000-year- 
old  stone  phallus  is  a  risky  business 
in  this  country. 

The  subject  of  sex  has  long  been 
taboo  in  China,  and  the  opening 
of  the  museum  is  just  one  sign  of 
the  government's  growing,  if  still 
overcautious,  tolerance  for  cultural 
openness.  Sex-education  classes  in 
Shanghai's  middle  schools  are 
another.  So  are  family-planning  cen- 
ters and  sex  shops  (often  one  and  the 
same)  springing  up  around  the  city. 
This  is  heartening  for  Liu,  who 
believes  that  discussion  of  sexuality 
is  perfectly  healthy. 

Don't  come  looking  for  Debby 
Does  Shanghai:  This  collection  has 
a  sober,  markedly  academic  air.  The 
objects,  divided  into  sections,  are 
arranged  in  glass  cases,  on  shelves 
or  tables.  A  descriptive  heading  for 
each  section — "Religious  Worship 
of  Sex,"  "The  Cultural  Evolution 
of  Sex" — is  typically  followed  by 
a  dense,  scholarly  text.  Sometimes 
it's  hard  to  tell  the  sections  apart. 
Expressionless  porcelain  figurines  in 
the  sections  on  Marriage,  Worship, 
Evolution,  Education,  Health  and 
Literature — everywhere,  basically — 
can  be  found  coupling  in  awkward 
but  revealing  ways.  Female  genitalia 
decorate  bowls  and  plates.  Lusty 
men  and  women  painted  on  silk 
scrolls  perform  with  Zen-like  calm. 
Pious  Buddhas  turn  erotic,  and  scat- 
tered throughout  are  heroic  phalli 
of  wood,  pottery,  porcelain  or  metal. 

The  soft-spoken  Professor  Liu, 
67,  who  organized,  funded  and 
wrote  the  Chinese  equivalent  of  the 
Kinsey  Report,  understands  that  in 
China,  how  you  say  something  is  as 
important  as  what  you  say.  Which 
doesn't  mean  that  the  English  trans- 
lations are  always  a  breeze  to  parse: 
Section  5,  "Sensual  Pleasure  in 


Human  Life,"  for  example,  explaiij 
the  instruction  of  sex  techniques,  J 
found  in  ancient  scrolls  and  docu 
ments,  thusly: 

Among  these  [old  documents]  ti 
nine  methods  in  "Sunujing,"  the  nil 
principles  of  shallowness  and  one princ 
pie  of  deepness  and  the  thirty  methods  1 
"Donxuanzi"  were  studied  of  sex  tec), 
niques  and  the  seven  losses  and  eigi 
benefits  in  "Tianxia  Zhidao  Tan" gh 
instruction  on  sex  health. 

Professor  Liu's  collection  won  th 
Magnus  Hirschfeld  Medal  for  il 
noble  contribution  to  the  field  of  sa 
research,  not  for  its  popularity.  Anq 
sad  to  say,  it's  probably  no  financia 
bonanza,  either:  Spicy  subject  man 
ter  aside,  the  place  is  usually  prettl 
empty — though  admission  costs  le^ 
than  one  American  dollar.  Still,  il 
a  fascinating  departure  from  mos 
museum  experiences.  The  Exhibitio\ 
for  Chinese  Ancient  Sex  Culture,  4% 
Nanjing  Road  #8F,  Shanghai. 

— Kit  Snedakk 

Madeira:  Awash  in  the  warm,  blu 
waters  of  the  Adantic,  some  400  mile 
off  the  coast  of  Morocco,  this  auto 
nomous  region  of  Portugal  has  fo 
almost  five  centuries  been  an  exclu 
sive  holiday  destination  for  wealth) 
savvy  Europeans.  The  lure  of  th 
i4-by~34  mile  island  is  its  natura 
beauty.  Picture  towering  green  peak 
(often  snow-capped)  of  volcanic  rocl 
descending  through  terraces  of  ricl 
farmland  and  lush  vineyards  befor 
reaching  a  rocky  coastline  radian 
with  blooming  bougainvillea,  hibis 
cus  and  poinsettia. 

At  the  beginning  of  the  20th  cen 
tury,  Madeira's  proximity  to  conti 
nental  Europe  made  it  a  popula 
port-of-call  for  steamships,  resultin: 
in  the  construction  of  one  of  th 
world's  premier  resort  hotels,  the  leg 
endary  Reid's  Palace:  an  island  0 
luxury  within  an  island  of  rusticity.  Il 
more  recent  times,  travel  to  the  islam 
has  been  almost  exclusively  by  ai 
(Lisbon  is  little  more  than  an  hou 
away),  though  it  remains  on  th 
itineraries  of  many  cruise  lines.  Th 
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COMES  SECOND. 

pioneeretectronics  com 

For  some  people,  the  only  home  furnishing  that  matters  is  their  TV.  They're  the  ones 
who'll  have  to  have  our  HDTV  plasma  monitor.  At  50"  its  screen  is  the  largest  available 
and  at  less  than  4" deep,  it's  also  the  thinnest.  Our  PureCinema™  technology  creates  the 
brightest,  clearest,  most  film-like  picture  ever.  It's  a  display  for  fanatics,  by  fanatics. 


50-4-36.  These  are  the  kind  of 
measurements  that  turns  a  true  video 
fanatic  on.  Of  course  these  are  also  the 
measurements  that  make  the  Pioneer 
plasma  the  largest  and  thinnest  flat 
screen  anywhere. 


Its  picture  is  perfect; 

its  illumination  is  perfect;  its 
focus  is  perfect  across  the 
entire  screen.  Good  thing 
it's  just  a  monitor  or  it  would 
have  one  hell  of  an  ego. 


An  exclusive  Encased 

Cell  Structure  makes  sure 
light  can't  leak  from  cell  to  cell. 
Call  it  stingy,  but  to  offer  you  the 
brightest  picture  possible  the 
Pioneer  plasma  won't  part  with 
a  single  ray  of  light. 


Its  black  stripe  coating 

produces  deep  solid  blacks  by 
absorbing  external  light  and 
reducing  reflection.  This  makes 
the  whites  whiter,  the  blacks 
blacker  and  every  single  color 
in  between  stunning. 


Its  160  degree  viewing  angle 

range  means  you  can  watch  crisp,  distortion- 
free  images  from  anywhere  in  the  room,  unless, 
of  course,  you  decide  to  stand  behind  it. 


It's  HDTV  ready  and 

offers  5  times  the  resolution 
of  regular  TVs.  So  when  the 
future  of  television  arrives, 
you'll  be  ready  for  it. 


3.85' 


An  Automatic  Format 

Converter  analyzes  the  OTSl 
signals  and  boosts  them  by8tk\ 
Which  means  everything  from  L 
to  videotapes  to  your  satellite  A 
will  look  better  than  ever. 


Its  PureCinema  " 

technology  re-creates  each 
still  frame  in  a  movie  so  none 
of  the  film  quality  is  lost.  Hooray 
for  Hollywood! 


No  more  letterboxes. 

Thanks  to  5  different  screen  mode 
you'll  never  miss  half  the  action 
because  it's  cropped  out  of  the  sc 
The  Pioneer  plasma  has  a  16:9  asf 
ratio  so  you  can  watch  movies  the 
way  people  see  them  in  the  theate 
The  only  things  missing  are  the  sta 
popcorn  and  sticky  floors. 


Not  only  is  it  a  high- 
performance  video  monit 

it's  a  suped  up  computer  monitor  fa  I 
So  in  addition  to  watching  the  latest 
DVDs  and  Laserdiscs  you  can  do  re& 
important  things.  Like  play  video 
games  on  the  Net. 


There  are  more  than  200 

patents  pending  on  its  plasma 
display  panel  technology.  That's  200 
more  than  are  pending  on  you. 


How  something  less  than  four  inches  deep  can  fill  a  room. 


Ever  wonder  what  TVs  will  look  like  in  2010?  Now  you  know.  The  Pioneer  plasma 
screen  is  so  versatile  you  can  hang  it  on  your  wall.  Of  course,  it  isn't  just  a  whole 
new  way  of  watching  television,  it's  our  vision  for  the  future  as  well.  See,  at  Pioneer 
we're  committed  to  staying  1  step  ahead  of  our  competition.  Make  that  9  or  10  steps. 


ideira:  A  well-trod  pathway  tracing  a  levada,  or  waterway,  left;  Reid's  Hotel,  hands-down  the  island's  most  luxurious  resort  hotel,  right. 


airport,  however,  with  its  too- 
t  runway  wedged  between  a 
ntain  on  one  end  and  the  ocean 
he  other,  had  always  prevented 
arrival  and  departure  of  trans- 
itic  flights.  A  just- completed 
;thening  of  the  runway  now 
vs  for  direct  flights  from  the  con- 
ntal  U.S.,  which  take  just  over 
hours. 

oday,  Madeira  beckons  to  the 
.  traveler  as  an  intriguing  old- 
d  alternative  to  Bermuda,  with  a 
lar  year-round  mean  temperature 
8  degrees  Fahrenheit.  And  like 
British  oasis  in  the  mid- Atlantic, 
s  are  championship  golf  courses, 
ltless  shopping  opportunities,  a 
of  five-star  hotels  (though  none 
e  anywhere  near  matching  the 
llence  of  Reid's),  superb  dining 
ans  and  great  offshore  sport  fish- 
There  are  also  the  welcoming 
Is,  most  of  whom  speak  Eng- 
— especially  in  Funchal,  the 
id's  capital  and  only  major  city, 
of  course  there  are  the  renowned 
leira  wines:  Local  vineyards  host 
ngs  galore  and  offer  visitors  the 
ice  to  buy  the  stuff  at  the  source. 
Mike  Bermuda,  however,  Mad- 
is  veritably  beachless,  with  almost 
if  its  coast  (save  for  the  harbor 
anchal)  made  up  of  sheer  vertical 


rock  cliffs.  Mountainous,  with  a  broad 
central  plateau,  it's  almost  like  a  tiny, 
sub-tropical  Switzerland  adrift  in  the 
ocean.  And  while  there's  no  Alpine 
skiing,  there's  year-round  "toboggan- 
ing" in  the  village  of  Monte,  a  suburb 
high  above  Funchal.  The  toboggans 
are  actually  called  carros  de  cesto, 
and  resemble  large  wicker  baskets 
mounted  on  wood-and-metal  run- 
ners. Built  to  hold  two  passengers, 
they're  guided  by  a  pair  of  debonair 
drivers  who  push  and  pull  using 
guide  ropes,  braking  with  heavy  rub- 
ber-soled boots,  as  the  contraptions 
careen  down  the  steep,  narrow  streets, 
barely  averting  the  high  stone  walls, 
cars,  trucks  and  pedestrians.  The 
experience,  which  covers  about  two 
and  a  half  miles  and  lasts  about  20 
minutes,  is  not  for  the  faint  of  heart. 

Arguably  the  best  way  to  enjoy  the 
beauty  of  Madeira  is  to  walk  or  hike 
along  one  of  its  levadas,  which  are 
part  of  the  island's  irrigation  system 
and  peculiar  to  the  island.  These  nar- 
row canals  are  carved  into  the  earth  to 
carry  water  long  distances  to  banana 
groves,  vineyards  and  market  gardens. 
Madeira's  levada  system  stretches 
for  1,300  miles;  some  of  the  canals 
date  back  to  the  1500s.  Maintenance 
paths  run  alongside  the  channels, 
providing  a  network  of  trails  reaching 


into  remote  parts  of  the  island  that 
are  inaccessible  by  road.  Many  cut 
through  woodlands,  others  across  the 
high  plateau;  still  others  have  been 
carved  out  of  narrow  ledges  thou- 
sands of  feet  above  the  valley  floor 
or  along  the  coastline.  Hikers  from 
around  the  world  know  that  they  are 
the  best  way  to  see  Madeira  and  take 
in  its  virginal  splendor. 

For  information  on  Madeira  contact 
the  Portuguese  National  Tourist  Of- 
fice, 590  Fifth  Avenue,  New  York,  NY 
10036;  (212)  354-4403,  fax  (212)  J64- 
613J,  or  visit  www.  madeiratourism.  org. 
For  information  on  or  reservations 
at  Reid's  Palace  Hotel,  call  (800)  628- 
8929,  or  visit  www.reidspalace.com. 
—  Stanley  H.  Murray 

Cyberspace:  As  even  the  most  min- 
or-league traveler  knows,  the  tricky 
part  of  trip-planning  isn't  "Where  do 
we  want  to  go?"  It's  "What  are  we 
gonna  do  when  we  get  there?"  Unless 
you  buy  into  a  prepackaged  or  group- 
travel  extravaganza,  the  labyrinthine 
task  of  plodding  through  a  Fodor's 
or  a  Lonely  Planet  may  leave  you 
contemplating  a  vacation  at  home.  To 
help  relieve  today's  super-busy-types 
of  that  chore — not  to  mention  a 
bit  of  their  cash — 12degrees.com 
now  connects  travelers  directly  with 
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CJi  a  s  i  u  n  a  s  e  m 

GALLERY 


AND  ART  ADVISORY  SERVICES 


Located  at  Worth  Avenue  and  Hibiscus,  in  the  heart  of  Palm  Beach's 
prestigious  shopping  district.  Gasiunasen  Gallery  features  works  of  art 
by  Modem  and  Contemporary  Masters.  For  26  years,  art  dealer  Ari 
Gasiunasen  has  been  satisfying  art  enthusiasts*  particular  needs,  finding  the 
perfect  match,  thus  creating  the  ultimate  union  in  taste,  appreciation  and 
format. 

Outside  of  the  gallery  venue.  Ari  Gasiunasen  has  a  strong  art  advisory  divi- 
sion educating  new  art  collectors  in  the  value  of  buying  art  -  whether  it  at 
auction  in  Geneva  or  from  a  private  estate  in  Philadelphia.  For  the  astute 
connoisseur,  services  range  from  upgrading  collections  to  researching  and 
authenticating  works  of  art.  All  services  have  competitive  rates,  allowing 
buyers  to  acquire  what  they  love  at  the  correct  price. 

The  Gasiunasen  Gallery  itself  boasts  a  wide  range  of  international  artists, 
such  as  Picasso.  Magritte.  Chagall.  Giacometti.  Flanagan.  Dubuffet. 
Moore,  Matisse,  and  Van  Dongen.  as  well  as  American  Masters  such  as 
Hopper.  Glackens.  Avery.  Louis.  Hofmann.  Frankenthaler.  Calder.  Warhol, 
and  Marsh.  Having  hosted  one-rnan  shows  of  works  by  Jim  Dine.  George 
Segal.  Louise  Nevelson.  Karel  Appel.  Fernando  Botero  and  Robert 
Mapplethorpe.  Gasiunasen  Gallery  has  become  a  showcase  of  the  best  and 
brightest  artists,  and  has  taken  its  place  as  a  premier  focus  for  outstanding 
art  forms,  such  as  paintings,  works  on  paper,  sculpture  and  statuary. 

415  Hibiscus  Avenue,  at  Worth  Avenue 
Palm  Beach,  Florida  33480 
Tel:  561.820.8920  Fax:  561.820.8918 


travel  specialists  who  really  knowl 
globe,  including  authors  of  some 
those  very  same  guides.  Each  mor 
the  site  features  suggested  itineraij 
for  a  handful  of  come-hither  des 
nations.  A  recently  posted  two-wd 
sample  jaunt  through  Spain's 
Camino  de  Santiago  region 
Pamela  Barrus,  author  of  Dre\ 
Sleeps:  Castle  and  Palace  Hotels 
Europe,  includes  stops  at  the  Gu 
genheim  Museum  of  Contempt 
ary  Art  in  Bilbao;  short  artic 
elucidating  tapas  and  Rioja  win 
a  drive  through  the  Continer) 
largest  national  park,  Picos  de  Ei 
opa;  and  a  two-day  stopover  in  i 
medieval  town  of  Santillana  del  M 
including  hotel-room  recommer 

[  ations  (#222  at  the  Parador,  witl 
large  terrace  overlooking  the  to 
and  countryside). 

If  you  want  to  go  deeper  and  del 
mind  spending  for  the  convenient 
you  can  connect  by  phone  or  e-rr 
directly  with  guidebook  authil 
and  "destination  specialists"  w 
employ  their  best  inside  informat 
to  customize  a  trip  especially  I 
you.  Authors  recently  listed  inclu 
J.D.  Brown  (Frommer's  China);  Pi 
Hellander  {Lonely  Planet  Greece),  Jcl 
Mock  and  Kim  O'Neil  {Trekk\ 
in  the  Karakoram  &  Hinduku\ 
Specialists  include  Dudley  Parkin:  I 
(a  Peace  Corps  volunteer  with  scl 
years'  experience  in  Africa);  Hill  I 
Bean  (U.S.  representative  of  I 
Society  for  the  Protection  of  Natl 
in  Israel);  and  Kemberlee  Lil 
(whose  biography  was  still  "in  de\  • 
opment,"  but  who  apparently  kncl 

i  a  thing  or  two  about  Ireland).  C  p 
for  a  consultation:  $75-5100  per  he  \ 
typically  running  one  to  three  hoi  ( 
And  of  course,  once  your  itinerar  l 
set  in  stone,  the  specialist  will  hap]  j 
book  the  whole  thing  for  you.  Si 
beats  folding  back  pages  in  a  gui  I 
book,  www.12degrees.com;  (888)3% 
1919.  •  — Stephanie  TurreI 

Scan  for  more  on  12degrees.ee  I 
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aying  the 
/elcome 
lat 

jth  Africa  has 
bitious  plans 
welcome  more 
ericans  to 
shores. 

/lartin  Schneider 


South  Africa's 
"Welcome" 
logo,  based 
on  the  design 
of  its  flag. 


Welcome 


%  outh   Africa   is  courting 

> American  vacationers  with  growing 
ardor  these  days.  Confident  that 
country  has  more  to  offer  them  than 
r  long-haul  destinations,  South  African 
sm  (Satour)  recently  staged  the  first 
th  African  TravelMart  in  Atlanta, 
gia,  as  part  of  an  ambitious  marketing 
paign  to  almost  double  the  annual 
ber  of  American  tourists  who  visit 
I  Africa  within  three  years, 
le  TravelMart,  scheduled  to  become  an 
lal  event,  gave  South  Africa's  tourism 
stry  a  firsthand  opportunity  to  present 
ountry's  attractions  to  more  than  300 
travel  industry  representatives. 
Ve  want  South  Africa  to  become  the 
erred  long-haul  destination  for 
iricans,"  explains  Satour  Chief 
<eting  Officer  Owen  Leed.  "Research 
ates  there  are  7  million  Americans 
enjoy  visiting  long-haul  destinations, 
we  believe  more  of  them  would  want  to 
South  Africa  if  they  knew  more  about 
extraordinarily  diverse  range  of  attrac- 


tions and  activities  we  have  to  offer." 

By  vigorously  marketing  South  Africa's 
rich  natural  and  cultural  diversity,  Satour 
aims  to  attract  more  than  300,000 
Americans  to  the  country  by 
2003,  a  substantial  increase 
compared  with  the  166,000 
who  visited  last 
year. 

South  Africa's 
campaign  to  at- 
tract more  for- 
eign vacationers 
is  part  of  a  na- 
tional strategy  to  create  new 
jobs  and  investment  oppor- 
tunities in  an  economy  that 
has  grown  too  dependent  on  the  metals, 
minerals  and  related  industries.  The  coun- 
try sees  tourism  becoming  its  leading  eco- 
nomic sector  with  every  eight  new  tourists 
creating  one  new  job  opportunity,  according 
to  the  World  Travel  and  Tourism  Council. 

The  campaign  is  being  driven  by  a 
national  Tourism  Action  Plan  in  which  gov- 
ernment and  the  private  sector  have 
joined  forces  to  turn  the  country  into  "a 
world-class  tourist  destination,"  according 
to  Minister  of  Environmental  Affairs  and 
Tourism  Mohammed  Valli  Moosa.  By 
increasing  the  number  of  overseas  visi- 
tors from  1.4  million  in  1998  to  2.1  mil- 
lion by  2002,  the  campaign  aims  to  cre- 
ate upwards  of  100,000  new  jobs  a  year 
within  three  years. 

As  an  integral  part  of  the  strategy, 
South  Africans  are  being  encouraged 
through  advertising  and  outreach  cam- 
paigns to  "treat  tourists  as  you  would 
treat  a  friend  in  your  home,"  says  Leed. 

Satour  research  indicates  that  most 
tourists  are  attracted  by  South  Africa's 


wildlife  wildernesses  and  its  scenic  beau- 
ty, but  Leed  says  the  country  offers 
"almost  everything  anyone  could  wish 
for."  In  many  ways,  says  Leed,  South 
Africa  is  a  "mirror  image"  of  the  U.S. 
"Like  America,"  he  says,  "South  Africa  is 
a  vast  melting  pot  of  different  cultures 
with  11  official  languages  reflecting  our 
remarkable  diversity." 

While  many  of  South  Africa's  world- 
renowned  game  parks  are  being  extended 
into  neighboring  countries  to  create  even 
greater  wilderness  areas,  says  Leed,  visi- 
tors also  are  attracted  by  its  historic  vine- 
yards, floral  kingdoms  and  exclusive 
mountain  and  coastal  resorts. 

The  country  also  satisfies  the  needs 
of  niche  tourists  with  such  attractions  as 
its  unique  palaeoanthropological  sites. 
Accommodation  ranges  from  the  most 
exclusive  resorts  to  grass  huts  in  tradi- 
tional African  villages. 

Moreover,  says  Leed,  South  Africa  has 
a  sophisticated  infrastructure  fully  capa- 
ble of  meeting  tourists'  needs. 

The  choice  of  Atlanta  as  the  host  city  of 
South  Africa's  ongoing  campaign  to  woo 
Americans  is  particularly  appropriate. 
Former  Atlanta  Mayor  Andrew  Young  forged 
close  ties  with  South  Africa  during  the  years 
when  it  was  grappling  with  its  inevitable 
transition  from  apartheid  to  democracy. 
South  African  Airways  operates  seven  week- 
ly flights  between  Atlanta  and  South  Africa. 

Mayor  Bill  Campbell  has  declared 
September  14  —  the  opening  day  of  the 
TravelMart  —  as  "South  Africa  Day." 

Satour  also  believes  that  the  Atlanta 
connection  will  bring  African-Americans 
closer  to  South  Africa.  "Many  African- 
Americans  have  a  strong  desire  to  experi- 
ence Africa,"  says  Leed.  ■ 


Visiting  South  Africa? 


Click  on 


iner5club.co.za 


for  a  comprehensive  </V 

directory  of  Southern  African  restaurants,  accommodation  and  golf  courses. 
You'll  find  that  Diners  Club  is  the  most  widely  accepted  charge  card  in  the  country. 


REAWAKEN 

your  soul. 


AF  fecA 

CCAFRICA  SAFMU  DESTINATIONS 


South  Africa  •  Namibia  •  Botswana 
Zimbabwe  •  Kenya  •  Tanzania 

www . ccairica . com 


A  BETTER 

American 
Connection 

Now  it's  easier  for  Americans  to 
visit  South  Africa. 


ejuvenated  under  the 

leadership  of  an  American  airline 
turnaround    specialist,  South 


African  Airways  (SAA)  has  forged  a  new 
alliance  with  Delta  Airlines,  making  South 
Africa  more  accessible  to  U.S.  travelers. 

The  alliance  sees  SAA  moving  one  of  its 
U.S.  gateways  from  Miami  to  Delta  Airlines' 
hub  airport  in  Atlanta.  SAA  now  operates 
seven  weekly  flights  between  Atlanta  and 
South  Africa,  three  of  which  connect  the 
American  city  with  Johannesburg,  Cape 
Town  and  Fort  Lauderdale.  Four  weekly  SAA 
flights  connect  Atlanta  and  Johannesburg. 
These  are  complemented  by  seven  weekly 
flights  between  New  York  and  Johannes- 
burg. The  new  connections  are  expected  to 
draw  26,000  additional  passengers  to 
South  Africa.  "Atlanta  is  hands  down  the 


most  important  connecting  hub  in  i 
world,"  says  SAA  Chief  Executive  a 
President  Coleman  Andrews.  "Operating 
Atlanta  instead  of  Miami  will  make  Sol 
Africa  a  much  more  easily  reachable  del 
nation  because  of  the  overwhelms 
greater  city  and  flight  combinations." 

The  Delta  partnership  is  the  last  ma 
element  of  an  alliance  strategy  that,  si 
Andrews,  "has  boosted  the  number  of  nj 
stop/one-stop  markets  served  by  SAA  a 
its  partners  to  503  cities  versus  just 
before  this  strategy  was  undertaken." 

Andrews  was  a  partner  in  a  U.S.  cons 
ing  firm  with  extensive  experience  in  airli 
turnarounds  before  taking  over  at  SAA  v. 
a  brief  to  revive  the  state-owned  airline's  1 
tunes  and  prepare  it  for  privatization. 

Under  his  leadership,  SAA's  top  mana; 
ment  has  been  restructured,  a  profital 
international  network  has  been  introduce 
the  airline's  fleet  has  been  upgraded,  a 
its  international  alliances  have  been  bra; 
ened.  SAA  says  it  has  improved  custon 
service  and  "is  now  setting  the  world  sti 
dard  for  on-time  departure  performance.' 


Safaris  With  Soul 


Orking  With  local  African 
communities  to  develop  pre- 
cious   natural  resources, 


CCAfrica  has  pioneered  ecotourism  on  the 
continent.  CCAfrica's  developments  of 
game  reserves  and  luxury  lodges  in  six 
African  countries  have  anticipated  a  trend  in 
which  today's  safari  travelers  are  interested 
in  more  than  a  world-class  bush  experi- 
ence. Increasingly,  they  are  raising  ques- 
tions about  the  values  of  the  company  from 
which  they  are  buying  their  safaris. 


CCAfrica  meets  their  expectations 
basing  its  developments  on  a  strong  co 
mitment  to  wildlife  conservation,  lai 
restoration  and  the  uplift  of  local  Afric 
communities  who  benefit  from  new  opp 
tunities  created  by  ecotourism. 

CCAfrica's  approach  is  exemplified  by 
world-renowned  Londolozi  Game  Reserve 
South  Africa,  described  by  former  Preside 
Nelson  Mandela  as  "the  model  I  cherish 
the  future  of  nature  preservation."  Md 
recently,  CCAfrica's  Phinda  Game  Resen 
development  in  South  Africa  has  seen  t 
restoration  of  41,990  acres  of  degrad 
farmland  to  its  natural  state. 


The  Card  is  key... 

When  visiting  South  Africa,  you  will  be  in  good  hands. 
You'll  find  that  Diners  Club  is  the  most  widely  accepted 
charge  card  in  the  country. 
You  wouldn't  want  to  be  without  one. 


FIND  YOURSELF  HOPING 
YOU  NEVER  REACH  YOUR  DESTINATION 


visit  to  South  Africa  is  a  journey  for  the  senses. 


From  the  majesty  of  Table  Mountain  to  the  mag- 


ound  of  elephants  trumpeting,  from  endless  savannas 


t  forests. 


i  the  cost  of  all  this  splendor?  With  the  current  exchange 


hink  you'll  be  pleasantly  surprised.  You'll  be  able  to  do 


less.  Enjoy  game  drives  from  luxury  safari  camps,  taste 


le  and  play  golf  on  some  of  the  most  picturesque  courses 


•Id. 


Tie,  meet  the  many  lands  and  people  that  make  up  our 


\nd  exchange  a  few  dollars  for  memories  of  pure  gold. 


more  information  call  (212)  750-2929. 


SOUTH  AFRICA 

The  wonder  lies  waiting 


f    r    i    c    a  net 


MS.  SISYPHUS I 


My  Hurricane 

i 1 


>t  all  candlelit  dinners  are  the  stuff  of  romance. 


By  Lorraine  Korman 


.  Barthelemy  is  known  for  its  (French)  food,  its  Southern 
lifornia-like  topography  and  its  status  as  a  rich  man's  playground.  Casinos 
1  high-rise  resorts  can't  breed  here;  nor,  for  the  most  part,  can  hordes  of 
vcr  Bullet-guzzling,  bodysurfing  yahoos.  Gazing  from  the  window  of  a 
ipellor  plane  at  the  Spanish-tile  roofs  of  retreats  that  dot  the  island's  lush 
[s,  one  could  easily  be  forgiven  for  thinking  St.  Bart's  the  jewel  of  the 
ribbean.  But  its  enviable  status  means  nothing  to  Mother  Nature,  who  oc- 
ionally  finds  her  own  way  of  sharing  the  bounty,  especially  in  the  tropics. 

esday 

an  you  believe  all  the  Jeeps?"  asks  my  husband  Ken,  and  indeed,  they 
ninate  the  parking  lot  at  St.  Bart's  tiny  airstrip.  While  waiting  for  our 
sp)  shuttle  to  take  us  to  the  northeastern  part  of  the  island  for  a  five-day 
y  at  the  Hotel  Guanahani,  I  note  that  St.  Bart's  may  be  the  only  Carib- 
in  island  with  a  shopping  center  and  a  real  beach  a  couple  of  hundred  yards 
m  its  airport  runway. 
November  seems  an  op- 
'tune  time  for  our  half- 
rking,  half-vacation 
it — on  the  heels  of  the 
rmy  season  and  before 
i  holiday  crush.  The 
midity  and  the  stillness 
mic  the  heaviness  of  a 
y  day  in  New  York,  and 
:  overcast  sky  doesn't  give 
a  moment's  pause. 
Having  deposited  our 
ssessions  in  a  suite  over- 
iking  a  cove  and  private 
ich,  we  chat  with  other 
ssts  and  the  hotel's  man- 
ix.  I  had  heard  reports 
a  hurricane  prior  to  our 
parture,  but  hurricanes 
:  erratic  creatures,  and 
:  storm  had  been  moving 
m  west  to  east — terrifi- 
ly  unusual  and,  I  heard  a 
atherman  say,  not  likely 


to  last.  That  night  at  dinner,  however, 
there's  some  talk  of  the  storm  moving 
closer  to  our  area  than  first  thought — 
hitting  Puerto  Rico,  in  fact.  What's 
likely  to  happen,  we're  told,  is  that  it 
will  rain  all  day  tomorrow. 

Wednesday 

The  day  dawns  overcast  and  windy,  as 
the  hotel  manager  had  predicted.  Our 
first  official  acknowledgment  of  trou- 
ble in  paradise  comes  in  the  form  of 
a  bilingual  note  slid  under  our  door: 

Dear  Guests, 

As  you  must  have  already  heard,  we 
are  about  to  be  influenced  by  a  hurricane 
named  Lenny. 

"I  guess  this  means  no  tennis 
today,"  I  tell  my  husband  dryly. 

Our  note  informs  us  that  the  hotel 
will  continue  to  feed  the  guests  in 
their  suites  or  rooms,  weather  per- 


mitting, and  that  while  we  are  wel- 
come to  walk  along  the  beach  for  the 
next  few  hours,  we'll  have  to  stay  in 
our  rooms  after  2  p.m.  Shortly  there- 
after, a  pair  of  giggly  teenagers  drop 
off  a  six-pack  of  bottled  water,  sand- 
wiches and  fruit — dejeuner  et  diner. 
I  check  the  second  bag  they've  left. 
It  contains  candles  and  matches. 

"Should  we  be  worried?"  my  hus- 
band asks. 

Meantime,  up  the  hill  trom  our 
hotel,  Jill  and  Tom  Rosen  are  awak- 
ened in  their  hilltop  villa  by  a  group 
of  men,  one  of  whom  carries  an  ax, 
and  ordered  to  abandon  the  house 
at  once.  (Their  rental-management 
firm  had  apparendy  decided  its  clients 
would  be  safer  in  one  of  the  island's 
larger  and  sturdier  hotels.  They  did 
not  mention  the  additional  costs  of 
refugee  status,  thankfully  covered  by 
travel  insurance.) 

As  the  hours  pass,  the  sky  grows 
darker,  the  winds  louder — and  the 


mini-bar  more  barren.  I  read  my 
book,  occasionally  breaking  for  a 
game  of  Scrabble.  My  husband  plays 
his  travel  guitar.  We  watch 'as  white- 
caps  break  over  the  rocks  a  half-mile 
offshore.  And  wait. 

Thursday 

Hundred-mile-an-hour-plus  winds 
whip  against  every  part  of  our  build- 
ing, it  seems,  making  sleep  impossi- 
ble. I  finish  my  first  book  and  become 
absorbed  in  the  room-service  menu 
and  the  hotel's  promotional  materials. 
Strange  things  bang  up  against  the 
sliding-glass  door  next  to  our  bed, 
and  the  combination  of  that  and  the 
uncertainty  of  the  dark  prevents  sleep. 
As  daylight  breaks,  I  doze. 

"Breakfast!"  A  young  woman 
pounds  on  the  door.  Cereal,  fruit, 
bread  and,  blessed  be,  coffee.  It's  not 
raining  as  hard.  "Maybe  it's  moving 
through,"  Ken  says  hopefully. 


On  the  other  side  of  the  Guan- 
ahani  complex,  the  contents  of  a 
nearby  plunge  pool  are  soaking  the 
floors  of  Jill  and  Tom  Rosen's  room. 
Seeking  high,  dry  ground,  Jill  lays 
back  on  her  bed  and  watches  as 
the  ceiling  fan,  devoid  of  power, 
is  nonetheless  accelerated  by  the 
wind  shaking  the  foundation  of  her 
room.  She  watches  as  the  blades 
whip  around  above  her.  Enough,  she 
thinks,  and  calls  the  front  desk.  'What 
can  you  tell  me?  How  much  longer?" 
she  queries  the  voice  on  the  other  end. 

"Non,  madame.  The  hurricane 
hasn't  come  yet.  It  won't  be  here  until 
seven  o'clock,  and  the  eye  will  be 
about  twelve  hours  after  that." 

Uncertainty  gnaws  at  us  all.  Just 
how  powerful  is  this  thing?  Don't 
hurricanes  usually,  uh,  leave  after  a 
while?  Will  we  get  food  sometime 
today?  (The  answer  to  the  last  ques- 
tion, much  to  Guanahani's  credit,  is 
always  yes.) 


Meanwhile,  my  husband  ha 
received  two  job  offers  Wednesdj 
morning,  but  we'd  lost  phone  servi< 
before  he  could  return  the  prosper 
tive  employers'  calls.  Some  m iglji 
interpret  that  as  a  lack  of  interegl 
The  sheer  impotence  is  beginning] 
drive  us  crazy. 

Friday 

Sleep?  Did  someone  say  sleep?  It| 
been  days  since  I've  slept.  Ken  an 
I  have  chocolate-chip  cookies  i\ 
dinner.  He's  had  a  few  drinks  art 
is  sound  asleep  on  the  bed,  unawa) 
of  the  growing  frenzy  outside.  Tfl 
winds  and  rains  are  worsening.  Tr 
candles  have  long  since  burned  dowl 
We're  left  with  two  Itty-Bitty  Boo 
Lights  and  a  couple  of  spare  AA  bai 
teries  between  us.  An  already  slo\l 
moving  biography  of  country-ro<j 
godfather  Gram  Parsons  is  puncti' 
ated  by  sound  effects: 

Just  off  the  main  road,  they  unloadi 
the  hearse,  and  Phil  opened  the  cask\ 
to  be  sure  he  had  stolen  the  rigi 
body. . .  (Smack.). . .  Phil  then  placed 
can  of  beer  into  the  box,  doused  ti 
body  with  gasoline,  and  lit  a  match.., 
(Crash.)  "Gram  would've  sure  dug 
if  he'd  known  he  was  gonna  be  th 
hot  after  he  died. "  (Drip,  drip.) 

Finally  daylight  comes,  bringin 
with  it  decreasing  rain  and  wind  an 
dim  sunshine.  Cautiously,  gues1 
begin  emerging  from  their  bungalov 
to  survey  the  damage.  The  chain-lin 
fence  surrounding  the  tennis  court 
now  a  gnarled  heap.  Tree  branche 
lay  everywhere,  and  the  foliag 
throughout  the  island  is  a  strange  rui 
color — looking,  ironically  enough, 
if  it  has  endured  a  long  drought.  U 
the  hill,  at  the  hotel's  lobby,  we  gathi 
with  other  guests  to  gossip  and  t 
compare  notes  that  sound  like 
blank-verse  poem:  Did  you  hear  th 
last  night"? /I  heard  it  was  category  5/ 
heard  it's  coming  back/ 1  heard  th 
airport's  wrecked/I  heard  the  stree\ 
are  blocked. . . 

At  the  front  desk,  guests  trade  hoi 
ror  stories  about  their  isolation  whi 
hotel  workers  scurry  about,  changin 


Tree  branches  lay  everywhere,  and  the  foliage 
s  a  strange  rust  color — looking,  ironically 
enough,  as  if  it  has  endured  a  long  drought. 
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DROP  THE  FLOPPY 


The  6  Megapixel* 
JVC  GC-QX3  Digital  Camera. 
The  better  alternative. 

Don't  miss  the  shot  of  a  lifetime  while  you're  fumbling  for  a 
floppy  disk  for  your  digital  camera.  JVC  has  a  better  way. 

The  JVC  GC-QX3  lets  you  capture  rich,  detailed  images  on  a 
high-capacity  removable  SmartMedia  card!"*  And  because  of  it's 
amazing  6  Megapixel*  Pro-Still  capability,  your  shots  will  rival 
those  of  the  finest  film  cameras.  But  that's  only  the  beginning. 

A  powerful  2.3x  zoom  lens  takes  you  from 
wide  angle  to  super  close-up  at  the  touch 
of  a  button  and  a  full  range  of  creative 
functions  lets  you  choose  between  fully 
automatic  or  complete  control  of  every 
shot.  The  GC-QX3  connects  easily  to 
your  computer  with  the  included  USB 
cable  and  you  can  even  capture  20 
seconds  of  moving  pictures. 

But  what  really  sets  the  GC-QX3  apart  is  the 
combination  of  unprecedented  resolution  and 
exposure  modes  that  decrease  noise  while 
increasing  the  dynamic  range  of  your 
pictures.  In  plain  English,  that 
means  digital  images  that  will  simply 
blow  you  away...  even  when  cropped 
or  enlarged. 

The  camera  of  the  future  is  here.  And  it 
just  might  make  film — and  floppies- 
things  of  the  past. 

^    For  your  nearest  authorized  JVC 
dealer  or  product  information, 
call  1-800-252-5722. 


JVC 


www.JVC.com 


'Derived  from  3.3  megapixel  CCD  using  Pixel  Shifting  Technology. 
"Optional  floppy  adapter  for  use  with  SmartMedia  is  available. 


Need  to  get  through  supplier  bids  fast?  With  Bid. Com  you  can  run  your  entire  tendering  process  on  the 
No  longer  will  you  have  to  meet  every  sales  person  from  Miami  to  Munich,  and  you'll  get  better  bids  at  a  iowen 
And  Bid. Com  is  just  as  helpful  with  your  surplus  inventory  by  enabling  you  to  run  online  auctions  from  your 
Reach  us  at  www.bid.com  or  1-888-287-7467  ext.  277.  Bid. Com  -  You're  buying,  you're  selling,  you're  making  mone\) 


©  2000  Bid. Com  International  Inc.  BID. COM™  is  a  trademark  of  Bid. Com  International  Inc 


and  gathering  up  days'  worth 
h  and  tableware  and  cheerfully 
iing  us  to  return  to  our  rooms, 
storm  is  coming  back  again. 
>u  have  got  to  be  kidding,"  I  say 
>ne  in  particular, 
my  does  return  for  a  goodbye  kiss 
Lat  day,  and  spends  the  night.  He 
loves  out  to  sea,  for  good. 

day 

dy  morning  becomes  gorgeous, 
nd  calm,  a  perfect  beach  day, 

for  the  sewage  in  the  water 
nders  it  unsafe  for  swimming, 
le  area,  near  the  airport,  the 
even  sme//s  bad.)  The  airport 
;d,  so  we  borrow  a  four-wheel 
ind  spend  the  day  waiting  in 
i  use  one  of  the  two  working 

phones  on  the  island.  Most 
rants  remain  shuttered,  and 
ihani  is  serving  a  meal,  but  we 
Dear  the  thought  of  another 
tuna-tomato  trifecta.  Finally, 
d  a  cheaper  outdoor  place  serv- 
-so  seafood.  The  seats  are  wet. 


Sunday 

It's  become  clear  we'll  need  luck  to  get 
home  anytime  soon.  That,  and  some 
cash.  St.  Maarten's  airport  is  closed; 
those  with  connecting  flights  through 
it  (most  of  us)  are  out  of  luck,  and 
Windward  Airways  is  grounded  until 
further  notice.  Chartering  a  plane  has 
become  a  nearly  reasonable  option; 
the  first  flights  out  of  St.  Bart's  are 
hired  by  groups  of  travelers  who 
couldn't  wait.  So,  okay:  For  about 
$1,500  apiece,  Jill,  Tom,  Ken  and  I  can 
hop  a  charter  to  San  Juan,  civilization 
and  hopefully  a  hotel  room.  Either 
that,  or  we  bully  our  way  onto  a  possi- 
ble Air  Guadeloupe  flight  tomorrow. 
We  decide  to  gamble,  and  when  we 
return  to  Guanahani,  we're  told  that 
we  have  until  Tuesday  to  find  other 
accommodations;  the  hotel  needs  to 
make  repairs  before  the  high  season. 
So  do  other  hotels.  Where  will  we 
sleep  Tuesday  night  if  we're  still  here? 

Monday 

About  6.a.m,  the  line  forms  at  the 


airport,  and  within  a  few  hours,  Air 
Guadeloupe  announces  that  it  will 
begin  flying  to  St.  Maarten  (cash 
only,  please).  The  four  of  us,  plus  a 
mysterious  doctor  who  drinks  vodka 
from  a  thermos,  are  among  the  dozen 
or  so  who  leave  Monday  and  make  it 
back  to  the  States  the  same  day — just 
in  time  for  Thanksgiving  dinner. 

A  Long,  Strange  Trip 

Although  the  chances  of  encountering 
a  hurricane  are  small — especially  a 
category  4  like  "Wrong-Way  Lenny" — 
you  might  want  to  think  about  travel 
insurance  during  the  Atlantic  storm 
season  (June  1  through  November  30). 
Coverage  can  guarantee  that  you'll  get 
your  money  back  if  you  need  to  cancel 
a  nonrefundable  vacation  due  to  se- 
vere weather,  and  will  also  cover  extra 
costs  incurred  due  to  missed  flights, 
evacuation  and  the  like.  Purchase  it 
through  your  travel  agent,  or  try  sites 
such  as  www.accessamerica.com  or 
www.worldtravelcenter.com.  • 


Something  different. 
Something  special... 
j  natural  extension  of  you. 


One  look  at  the  LEICA  CI  tells  you  it's  something  special.  The  sleek  aluminum  alloy  body  and 
clean,  functional  styling  are  like  no  other  fully  automatic  personal  camera  on  the  market.  Pick  it  up 
and  you'll  immediately  feel  the  difference...  the  quality...  the  perfect  balance...  the  comfortable  way 
it  fits  in  your  hand...  how  effortlessly  it  comes  to  eye.  And  then  of  course,  there's  optical  quality. 
The  C1  's  superb  Leica  zoom  lens  produces  laser-sharp  images  that  can  easily  be  enlarged  to  16  x  20 
inches!  The  LEICA  C1.  Something  different.  Something  special...  like  you.  Available  where  fine 
cameras  and  accessories  are  sold.  Call  1-800-222-0118  or  visit  www.leica-camera.com  for  details. 


LEICA  CI:  35mm  autofocus, 
autoexposure,  autoflash  camera  with 
38-105mm  LEICA  Vario-Elmar  zoom  lens. 


my  point  of  view 
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OF  BONES 


There  is  simply  no  better 
bonefishing  in  the  world  than 
in  the  Seychelles  FMancis. 
By  Charles  Gaines 

Photographs  by  Tom  Montgomery 


Around  12:30 

the  fishing  shut  down 
on  the  full  high  tide  as 
if  someone  had  thrown 
a  switch.  Photographer 
Tom  Montgomery  and 
I  and  our  guide,  Donald 
Loze, waded  the  huge 
flat  back  to  the  skiff 
that  took  us  out  to  our 
anchored  mothership, 
the  Tarn  Tarn,  for  lunch. 

It  had  been  quite  a  morning,  this  first  one  of  the  trip. 
An  hour  or  so  earlier  I  had  cast  a  bonefish  fly  at  the  head 
of  a  ridiculously  long  shape  cruising  the  edge  of  the 
flat.  It  turned  out  to  be  a  70-  to  80-pound  barracuda  that 
gobbled  the  fly,  screamed  around  behind  my  legs  and 
jumped  between  Tom  and  me,  no  more  than  20  feet  away, 
its  murderous  mouth  agape  and  flailing.  Then  the  thing 
had  run  for  open  water,  taking  all  but  four  or  five  wraps 
of  300  yards  of  line  and  backing  with  it  by  the  time 
Donald  could  bring  the  skiff  up  to  follow.  I  had  fought  the 
barracuda  for  15  minutes — with  growing  anxiety  about 
what  we  would  do  if  I  won — before  one  of  the  myriad 
little  knives  in  its  mouth  cut  my  leader. 

Until  this  frenzied  final  scene,  I  had  enjoyed  nothing 
less  than  the  best  morning  of  bonefishing  of  my  life 
(a  rather  long  life,  it  must  be  said,  so  much  of  which  has 
been  given  over  to  chasing  bonefish  that  my  wife  has 
argued  for  a  12-step  program).  Early  in  the  morning  the 
bones  had  been  stacked  up  along  the  edges  of  the  flat, 
waiting  for  enough  water  to  bring  them  onto  it  to  feed. 
The  fish  reminded  me  of  milling  diners  lined  up  outside 
Galatoire's  in  New  Orleans,  and  for  several  hours  we 
caught  them  as  readily  as  if  we  had  been  standing  inside 
that  noble  restaurant  tossing  out  onto  the  sidewalk  little 
pompanos  en  papillate  on  hooks. 

"Great  morning,"  I  said  to  Donald  as  we  tied  up  to  the 
mothership.  "Unbelievable." 


"Actually  it  was  a  little  slow,"  he  said.  "But  maybei 
will  pick  up  this  afternoon." 

A  fellow  fisherman,  a  fanatic  Frenchman  named  Claud 
was  already  on  board  the  Tarn  Tarn  and  bolting  his  lun« 
in  order  to  get  back  out  to  the  flats.  I  asked  him  whe 
he  had  fished.  "In  the  surf  near  the  wreck,  "  he  sait 
pushing  food  into  his  mouth  as  he  talked.  His  ey 
widened  with  Gallic  emphasis.  "Many,  many  beegbon 
feesh.  Whaaa!  Huge  bonefeesh.  You  come  back  with  n 
now."  He  grabbed  his  fly  rods  with  one  hand  and  a  pie 
of  cake  with  the  other. 

"After  lunch,"  I  said,  looking  at  the  lavish  spread 
pasta  with  mussels,  cold  chicken,  smoked  sailfish  ar 
other  goodies  that  Martin  Lewis  had  laid  out  in  the  Ta 
Tarns  cabin.  Off  our  stern,  Donald  and  the  other  tv 
guides,  Jude  Morel  and  Paul  Bamboche,  were  throwii 
cold  cuts  and  pieces  of  bread  and  fruit  to  a  boiling  he 
of  giant  trevally,  each  between  20  and  60  pounds  larg 
and  watching  that  made  me  ravenous.  I  started  heapii 
up  a  plate. 

"Do  you  ever  try  to  catch  those  trevally?"  I  asked  Marti 
"Lots  of  people  have  tried.  The  buggers  are  too  sma 

and  too  well  fed  to  take  a  fly." 

Aha!  I  thought,  settling  back  onto  a  divan  with  n 

lunch  and  a  beer,  I  knew  it! — mooching,  non-fly  eatii 

trevally  just  off  the  stern.  There  had  to  be  something  le 

than  perfect  about  this  place. 
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e;  A  star  pupil  from  the  best  school  of  bonef ishing 
here;  Martin  Lewis's  Tarn  Tarn  cruising  cat:  a  1,000- 
plus  range  and  a  skipper  who  knows  where  to  go. 

:asy-pickings  plenitude  has  always  been 
jor  selling  point  for  the  Seychelles.  In  1609, 
Jourdain,  a  member  of  the  English  East  India 
lpany  expedition  that  first  charted  the  islands, 
rded  in  his  journal  that  their  crew  brought  onboard 
nany  tortells  as  they  could  carrie.  The  tortells  were 
I  meate,  as  good  as  fresh  beefe."  More  than  100  years 
the  waters  were  still  fecund.  A  French  captain  named 
ire  Picault  christened  Mahe,  the  largest  island  of  the 
iland  archipelago,  "He  d'Abondance"  after  provision- 
lis  boat  with  300  giant  tortoises  and  600  coconuts. 
:attered  over  517,000  square  miles  of  the  Indian 
in,  1,000  miles  east  of  the  Kenyan  coast  and  4  degrees 
ti  of  the  equator,  the  Seychelles  must  be  one  of  the 
:t's  most  beautiful  places — a  complex  combination  of 
forests,  mountains,  beaches  and  lagoons.  Eighty-five 
e  115  islands  are  uninhabited  and  46%  of  the  total  area 
e  archipelago  has  been  designated  as  nature  reserves 
arks,  demonstrating  the  Seychelles  government's 
mendable  goal  to  preserve  its  abondance. 
was  a  profusion  of  big  game  fish  that  drew  Martin 
is,  a  retired  British  civil  servant,  and  his  wife,  Anna,  to 
Seychelles  in  1988.  Martin  handbuilt  the  Tarn  Tarn 


from  materials  he  had  shipped  in  from  England,  and 
started  selling  day  charters  for  sailfish,  marlin  and  yellowfin 
tuna.  A  well-made  40-foot-by-20-foot,  twin-diesel-pow- 
ered,  fiberglass  cruising  cat,  the  Tarn  Tarn  was  built  to  have 
a  range  of  1,000  miles  plus,  so  when  the  fishing  around 
Mahe  began  getting  crowded,  Martin  lengthened  his 
charters  to  long  weekends,  then  weeks,  going  further  afield 
in  the  archipelago.  The  problem  was  that  there  weren't 
enough  customers  for  the  fishing  to  pay  the  bills.  Martin 
was  closing  in  on  60.  He  was  where  he  wanted  to  be,  but 
it  seemed  impossible  to  make  a  living  there. 

Then  in  January  1988  he  took  a  group  of  South  Africans 
on  a  two-month-long  exploratory  charter  some  two  hun- 
dred and  fifty  miles  southwest  of  Mahe  to  a  cluster  of 
three  islands  at  the  southern  tip  of  the  Amirantes  chain 
of  the  archipelago.  Anchored  up  at  nights  in  the  lovely 
seven-mile-by-four-mile  lagoon  of  one  of  the  three 
islands  (an  uninhabited  one  called  St.  Francois),  Martin 
and  his  South  Africans  started  noticing  huge  schools  of 
bonefish  prowling  the  hard  white  sand  flats  of  tbe  lagoon. 
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They  waded  out  and  caught  a  few  on  fly  rods  and  realized 
that  they  could  literally  catch  as  many  as  they  wanted. 
Martin  is  no  dummy;  he  knew  what  people  would  pay  for 
good  bonefishing. 

Within  six  weeks  he  was  deluged  with  requests  for 
bonefish  trips  to  St.  Francois.  He  took  four  anglers  at  a 
time  for  Saturday-to-Saturday  live-aboard  charters  on  the 
Tarn  Tarn,  and  found  himself  working  eighteen  hours  a 
day,  seven  days  a  week.  It  wasn't  long,  of  course,  before 
others  started  to  horn  in  on  his  business,  and  out  of  a 
legitimate  concern  for  the  ecology  of  the  fishery  as  well 
as  a  bit  of  self-interest,  Martin  helped  persuade  the 
Seychelles  government  to  declare  the  lagoon  a  sort  of 
national  marine  park  in  which  only  12  rods  at  a  time  would 
be  allowed  to  fish  and  all  bonefish  caught  had  to  be 
released.  To  further  help  his  situation,  a  luxury  resort  hotel 
opened  in  January  2000  on  nearby  Alphonse  Island, 
providing  his  anglers  with  deluxe  digs. 

During  our  week  at  Alphonse  Island  Resort,  my  wife, 
Patricia,  and  I  were  made  extremely  comfortable  in  one  of 
the  25  lagoon-side  bungalows.  We  dined  elegantly  and 
took  walks  over  deserted  beaches  and  into  the  lush,  steamy 
interior  of  the  little  island  to  visit  an  old  copra  plantation. 
We  bird-watched  and  biked,  played  billiards  after  dinner, 
and  browsed  the  sumptuous  French  coffee-table  books 
laid  out  in  the  open-air  lobby.  I  also  kayaked;  made  a  spec- 
tacular wall  dive  amid  turtles,  Napoleon  fish  and  morays; 
and  caught  sailfish,  yellowfm  tuna  and  wahoo  onboard 


the  resort's  big-game  boat.  All  this  made  for  a  splencj 
week,  but  not  necessarily  one  for  which  I  would  fly  sol 
22  hours  across  ten  time  zones  from  my  home  in  Alaban 
Nowadays,  I  do  that  only  in  chase  of  sporting  superlativt 
one-of-a-kind  best  of  breeds — and  often  as  not,  thfl 
chases  end  in  disappointment. 

The  steam  over  to  St.  Francois,  past  tiny,  perfe) 
Bijoutier,  the  third  island  in  the  Alphonse  group,  tal) 
around  30  minutes.  That's  just  enough  time  to  tie  on  n 
leaders,  transfer  more  bonefish  flies  into  your  wadi) 
fanny-pack  to  replace  the  ones  you  lost  the  day  before) 
coral  heads  or  less-than-perfect  knots,  and  to  listen  to  1 1 
angling-mad  Frenchman  describe  (with  much  body  lai 
guage)  three  or  maybe  four  of  the  fish  he  caught  the  c 
before.  When  the  Tarn  Tarn  was  anchored  in  the  lagoc 
Tom  and  I  loaded  the  gear  onto  one  of  the  18-foot  S 
Ark  skiffs,  and  Jude  and  Paul,  our  guides  for  the  dl 
threaded  us  through  connecting  channels  to  one  oft 
eight  or  ten  enormous  flats  that  lie  all  around  St.  France 
It  was  8:30  on  our  last  day  of  fishing  when  we  stepp 
out  of  the  skiff  into  ankle-high  water,  an  hour  and  a  h 
after  dead  low.  Tom  and  Paul  elected  to  stay  along  t 
edge  of  the  channel  until  the  rising  tide  brought  fish  or 
the  flat.  Jude  and  I  started  walking  east  across  the  flat 
the  open-water  surf  about  a  mile  away,  where  bonefi 
pile  up  on  an  early  rising  tide.  The  morning  was  fres 
flawless  and  crowded  with  frigate  birds  and  terns,  boob| 
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n  left:  busy  season  on  the  flats  around  St.  Francois;  a 
on-side  bungalow  comfortably  close  to  the  action — or 
thereof — at  the  Aiphonse  Island  Resort;  the  author,  far 
t,  with  his  guide  and  an  unexpected  catch,  a  large  trevally. 

gulls,  and  a  few  motionless  herons  fishing  the  flat, 
ch  itself  was  thick  with  life:  milkfish,  box  fish,  rays, 
ks,  barracuda,  mullet,  crabs,  sea  cucumbers. .  .a  school 
onefish?  The  tide  seemed  too  low  for  them  to  be  that 
lp  on  the  flat,  and  to  me  the  acre  or  two  of  flashing 
:  and  dorsal  fins  we  were  looking  at  seemed  way  too 
e  a  congregation  to  be  bonefish.  But  as  we  got  closer 
iaw  that  it  was  indeed  a  school  of  bones,  a  university  of 
es,  thrashing,  feeding  and  wriggling  forward  up  the 
towards  us  in  water  not  yet  deep  enough  to  cover  their 
cs,  their  tails  and  fins  glinting  in  the  sun  like  a  moving 
let  of  dimes.  Jude  and  I  just  stared  as  they  approached, 
I,  for  one,  was  happy  that  bonefish  have  no  teeth. 

read  years  ago  that  legendary  angler/chef  A.J. 
Clane  had  figured  out  a  method  for  catching  the 
tom-feeding  bonefish  on  dry  flies — a  feat  that  I 
ned  to  replicate.  This  seemed  the  perfect  opportunity, 
1  thousands  of  bones  in  front  of  me  in  such  shallow 
sr  that  they  could  not  help  but  see  a  fly  on  the  surface. 
Watch  this,"  I  said  confidently  to  Jude,  who  was 
ching  me  with  some  amusement  as  I  tied  on  a  big 
sistible.  "You  are  about  to  learn  something  new  and 
able,  my  friend."  I  then  proceeded,  of  course,  to  catch 
e  after  bone  on  mayflies  and  caddis  patterns,  a  grass- 
per,  a  tiny  Green  Drake,  a  marshmallow.... 
^ot  really.  I  never  even  got  a  look  in  50  casts.  Jude  lost 
rest  in  the  experiment  and  began  catching  . 
efish  right  and  left  on  a  carpet-crab  fly  I  had 
:n  him.  After  finally  concluding  that  A.J. 

either  been  a  fibber  or  knew  something 
ould  never  know,  I  tied  one  on  too.  After 
lile,  Tom  and  Paul  waded  up.  The  bonefish 
e  still  feeding  and  thrashing  out  in  front  of 
1  water  less  than  a  foot  deep  and,  while  Tom 
tographed,  Jude  and  Paul  and  I  slayed  them 
ibout  an  hour  and  a  half — hooking  a  fish  on 
ost  every  cast  without  moving  more  than 


30  yards  until  the  tide  came  up  high  enough  to  disperse 
the  school.  The  fish  we  caught  averaged  an  honest  five  to 
six  pounds,  and  more  than  a  few  were  close  to  ten.  It  was 
a  tidy  little  metaphor  for  a  happy  life:  The  fish  were  there 
better  than  anyone  could  possibly  hope  for;  then  the  tide 
came  up  and  they  were  gone. 

Some  clouds  came  in  and  covered  the  sun  on  our  walk 
back  towards  the  skiff,  but  it  didn't  matter.  We  came  to  a 
place  on  the  flat  where  bones  were  streaming  in  school 
after  school  along  the  same  route,  and  again  we  stood 
more  or  less  in  one  location — spotting  them  at  only  20 
to  30  feet  away,  when  they  appeared  suddenly  but  whole, 
and  hooking  them  on  almost  every  cast  for  another  hour 
and  a  half. 

I  can't  tell  you  how  many  bonefish  I  released  that 
morning.  It  seemed  sort  of  dumb  to  try  to  keep  count. 
Neither  did  I  count  any  of  the  more  technical  and  diffi- 
cult fish  I  caught  later  on  an  outgoing  tide,  some  of  them 
the  biggest  of  the  week.  What  was  the  point?  Counting 
only  one  fish  that  last  day  on  St.  Francois  was  all  it  took 
to  make  it  one  of  the  two  or  three  most  satisfying  fish  - 
ing days  of  my  life. 

Back  on  the  Tarn  Tarn,  watching  Jude  and  Paul  throw 
fruit,  bread  and  chicken  bones  to  the  ravening  giant  trevally 
after  lunch,  I  had  a  sudden,  brilliant  inspiration.  I  tied  a 
chunky,  bright-red  streamer  onto  a  ten-weight  outfit  and 
timed  it  so  that  my  fly  hit  the  water  just  as  Jude  threw  in 
a  handful  of  watermelon.  The  rest,  as  they  say,  is  history.  • 


Hooki  ng  M^u  rBooki  ng 

The  35-week  bonefish  season  runs  from  early  September  to  early  June.  The  cost 
of  a  one-week  fishing  package,  based  on  double  occupancy  of  a  standard  bun- 
galow and  a  shared  guide  and  skiff,  is  $4,995  per  person  for  seven  nights  and 
six  days  of  fishing,  including  round-trip  air  charter  from  Mahe  (not  including 
various  extras).  Because  Martin  Lewis  can  only  book  six  rods  a  week,  and 
because  of  increasing  popularity,  reservations  must  be  made  well  in  advance. 

For  more  information,  or  to  book,  contact  Frontiers  International  Travel; 
(800)  245-1950,  www.frontierstrvl.com 
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alpine  resort  admiring  the  scenery  that  it  tickled  the  travel 
neurons  to  be  up  in  the  scenery  admiring  a  resort.  We 
were  in  the  Canadian  Rockies,  standing  near  the  top  of 
North  America's  vastest  ski  resort  and  marveling  at  the 
sharp  peaks  of  that  rambunctious  range  when,  lo,  we 
spied  in  a  distant  valley  the  unmistakable  lake,  a  snow- 
covered  teardrop  surrounded  by  sheer  upthrusted  moun- 
tains, and  the  resolute  old  hotel,  Chateau  Lake  Louise. 


Here  was  a  fresh  perspective  on  the  remoteness  of  til 
storied  spot — Lake  Louise  lies  within  Banff  Natioql 
Park — and  also  the  hotel's  civility,  especially  striking  na  | 
in  contrast  to  11,000-foot,  glacier-draped  Mt.  Victor 
across  the  lake,  which  the  green-roofed  outpost  seerrM 
haughtily  to  taunt,  being  out  of  reach  of  the  crashing  ic 
It  was  early  spring,  the  temperature  pleasant  at  8,000  fe« 
Warm  yellow  light  hugged  the  late- afternoon  shadov 
bluing  the  snow.  As  my  wife  and  I  paused  atop  our  ski 
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ake  stock  of  a  day  through  which  she  cruised  and  I 
ibled,  the  happy  sight  of  the  Chateau  prompted  us  to 
>lve  that  our  next  step  would  definitely  involve  fondue. 
<fo  feeling  is  quite  like  ski-hunger,  that  paradoxical 
s  alloyed  of  expensive  fatigue  and  primitive  appetite, 
i  in  keeping  with  the  vogue  for  retro  indulgences  from 
re  swinging  times — cigars,  plywood  chairs,  Jacqueline 
ann,  disco — our  fondness  for  the  molten  cheese  served 
:he  Chateau's  convincingly  Swiss  wine  bar  began 


as  an  ironic  gesture.  Having  lived  several  years  in  the 
Smugsville  section  of  Los  Angeles,  we  were  rather  too 
pleased,  I  now  realize,  to  find  a  restaurant  that  served 
sincerely  a  groovy  dish  last  heard  from  in  the  70s.  But 
the  fondue  was  delicious,  accompanied  by  an  admirably 
restrained  Gewurztraminer,  and  thus  we  decided  the  next 
day  on  the  slopes  to  go  for  it  again,  this  time  in  earnest, 
down  to  the  same  wine  and  superb  smoked  trout  salad. 
The  only  good  thing  about  the  end  of  a  holiday  is  that 
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Everybody  was  fondue-biting:  ( 


revious  pages;  the  town  of  Banff  awaits  skiers  at  Sunshine  V 


by  then  you  know  your  way  around,  and  we  were  closing 
out  a  week  at  two  commendable  resorts  in  Canada's  old- 
est national  park.  After  flying  into  Calgary  and  renting  an 
SUV,  we  drove  100  miles  north  to  the  town  of  Banff  and 
the  Banff  Springs  Hotel,  a  massive  Scottish-castle-style 
property  set  gemlike  in  a  valley  just  over  the  park's  south- 
ern boundary,  and  skied  at  Sunshine  Village.  Both  the 
Banff  Springs  Hotel  and  Chateau  Lake  Louise  are  part  of 
the  Canadian  Pacific  chain  and  hail  from  the  late  1800s, 
originating  as  luxe  stop-offs  along  the  company's  then- 
new  transcontinental  railroad.  And  both  resorts  strive 
to  attract  winter  visitors  with  ski  packages,  among  other 
off-season  enticements. 

It  must  be  lightly  said  of  our  splendid  adventure  that 
the  good  people  of  Canada  were  then  out  of  sorts,  still 
staggering  from  the  worldwide  telecast  of  the  Academy 
Awards  show,  whose  most  notable  production  was  the 
song  "Blame  Canada,"  from  the  appalling  movie  South 
Park:  Bigger,  Longer  £sf  Uncut.  A  gent  from  Calgary  with 
whom  I  shared  a  chair  lift  mentioned  the  song  and  only 
half-mockingly  apologized  for  the  nation's  failures — as 
the  heavenly,  sun-washed  and  snow-covered  Rockies 
glided  by  in  the  background.  So  downtrodden  were  our 
gentle  northern  neighbors  that  a  front-page  Oscar  article 


in  The  Globe  and  Mail  reassuringly  explained  that  tl 
song's  "satirical  barbs  are  aimed  not  at  any  real-life  Canac 
but  at  the  insular  culture  of  the  United  States."  A  CanadiJ 
official  was  quoted  as  saying  that  the  song  at  least  migj 
get  people  to  "ask  questions  about  the  country." 

This  puzzled  me,  because  as  a  willing  victim  of  t| 
overcongested,  overfast,  overfabulous  U.S.  way  of  lrj 
I  had  always  thought  Canada  was  the  answer. 

In  any  event,  like  most  legal  aliens  venturing  to  Canai 
in  snow  season,  we  were  looking  for  open  spaces,  pin) 
refreshment,  uncrowded  ski  trails — and  a  bargain.  At  tl 
time,  $i  U.S.  equaled  $1.45  Canadian.  With  the  favorah 
exchange  rate  and  our  hotel-package  discount,  the  alreai 
cheap  lift  ticket  cost  us  only  about  U.S.  $30  a  day — ret 
where  it  matters. 

The  770-room  Banff  Springs  Hotel  could  hardly  1 
better  situated.  The  glacier-fed  Bow  River  curves  by.  E 
browse  along  its  banks.  The  main  building  is  fortresslil^ 
a  turreted  structure  sheathed  in  brown  limestone  th| 
could  repel  waves  of  Huns.  Its  most  impressive  pub! 
room  is  15th-century  Gothic.  We  took  a  small  suite  on  tl 
backside  of  the  newer  Highland  wing  offering  wonde 
fill  river,  forest  and  mountain  views.  (Next  time,  I  wouj 
go  for  a  renovated  room  on  the  backside  of  the  fourth  1 
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itinental 


h  floor  of  the  main  building;  what  those  rooms  lack 
quare  footage  they  gain  in  charm  and  panorama.)  For 
wife,  J.,  the  spa  alone  was  worth  the  trip.  Added  on 
[995,  it  is  a  first-class  refuge  with  wisely  conceived 
ssing  rooms  and  lounges,  body  treatments  aplenty, 
;e  waterfall-fed  soaking  tubs  and  an  outdoor  tub  over- 
king  extraordinary  countryside.  The  mineral  pool, 
ler  an  expansive  glass  turreted  ceiling,  is  equipped  with 
lerwater  stereo  speakers  that  let  you  feel  and  hear 
ereal  music  while  you  are  submerged  or  floating  on 
r  back,  a  joy  even  to  a  non-New  Ager. 
sunshine  Village  is  one  of  the  few  major  ski  resorts 
ng  au  naturel — it  has  such  reliable  snow  it  does  not 
her  to  make  the  stuff.  The  mountain  sports  3,168  ski- 
s  acres  (47%  of  them  black-diamond  grade),  above- 
-tree-line  bowls  and  precipitous  out-of-bounds 
jortunities.  Riding  a  mile-long  chair  lift  to  just  below 
8,954-foot  summit  of  the  aptly  named  Lookout 
(untain,  you  traverse  the  Continental  Divide,  mean- 
Lie  leaving  Alberta  and  entering  British  Columbia.  The 
-degree  prospect  amazes — all  mountain  wilderness,  no 
t  of  human  incursion. 

Purity  comes  at  a  cost,  however;  getting  onto  Sunshine 
ot  half  the  pleasure.  The  base  is  at  7,082  feet,  and  one 
es  a  half-hour  gondola  ride  from  the  parking  lot  to 
:h  it.  Spring-break  crowds  extended  our  gondola  wait- 
line  to  nearly  an  hour.  And  though  the  Banff  Springs 
tel  is  only  ten  miles  away,  the  touted  free  shuttle  ser- 
i  lamely  spent  20  long  minutes  picking  up  passengers 
•ther  lodgings  before  embarking  on  the  20-minute  ride 
the  gondola.  One  day,  more  than  two  hours  passed 
m  the  time  I  boarded  the  bus  at  the  hotel  to  when  I 
illy  put  on  my  skis.  Sunshine  feels  underserviced,  with 
mped  base  lodges,  for  the  same  reason  that  access  to 
;  restricted:  Environmental  regulations,  the  company 
s,  have  limited  the  resort's  growth.  Still,  underdevel- 
nent  translates  into  prime  getting-away  skiing. 
After  our  weeklong  compare-and-contrast  exercise, 
concluded  that  the  edge,  skiingwise,  went  to  Chateau 
ke  Louise,  an  easy  ten  minutes  from  the  base  of 
.  Louise.  Spread  across  five  mountain  faces,  the  ski 
ility  has  4,200  acres  of  skiable  terrain,  a  contender 
North  America's  largest  single  resort.  (Whistler- 
ickcomb,  in  British  Columbia,  is  often  cited  as  the 
^est,  with  7,071  acres,  but  consists  of  two  separate 
orts.)  Louise's  expanses,  peaking  at  8,650  feet,  hold 
astonishing  variety  of  terrain,  from  extreme  bush- 
acking  on  down.  Each  chair  leads  to  at  least  one 
ier,  green-marked  trail — a  welcome  egalitarianism. 
some  meteorological  quirk,  the  snow  at  Louise  is 
riper  and  less  abundant  than  at  Sunshine,  only  about 


30  miles  away,  but  snow-making  helps  compensate. 

J.,  under  the  spell  of  an  Aussie  ski  instructor  known  to 
us  as  Dr.  Mesmer  for  his  rugged  good  looks,  graduated 
from  wedging  to  almost  carving.  I  went  to  a  "clinic," 
which  is  a  group  lesson  for  snobs.  I  studied  bumps,  and 
made  my  debut  on  a  monstrously  moguled  black  diamond 
run  that  my  instructor  called  the  Comedy  Bowl  because 
of  the  pratfalls  it  induces.  I  killed. 

Ski  Louise,  which  has  four  on-mountain  lodges,  retains 
a  frontier  touch — Europeans  I  met  said  its  rambling 
nature  reminded  them  of  resorts  in  the  Alps — and  thus 
feels  different  from  swank  U.S.  ski  resorts,  which  risk 
taking  pampering  too  far.  Low  cost,  good  snow,  bright 
weather,  worlds  of  terrain,  exotic  and  yet  accessible,  Ski 
Louise  was  a  spring  revelation. 

And  then  there's  the  Chateau,  a  onetime  alpinist's 
cabin  that  has  evolved  into  a  488-room  Swiss-style  hotel. 
Oh,  it  has  some  underfurnished  rooms  with  horrid  vin- 
tage-'8os  dusty  rose  color  schemes,  an  antiquated  swim- 
ming pool,  a  lobby  adazzle  with  gift  shops  that  detract 
sadly  from  the  mountain  serenity.  But  the  man-made  and 
natural  qualities  overcome.  The  service  staff  was  excep- 
tional, the  food  excellent  in  the  formal  Edelweiss  room 
(whose  high  windows  face  the  lake  and  mountains)  and 
in  the  cozy  library-like  wine  bar,  site  of  our  cheesy  break- 
through. Our  room  faced  the  lake,  whose  shore  is  just  a 
hundred  or  so  yards  away,  and  the  surrounding  moun- 
tains felt  dangerously,  wonderfully  close,  they  rose  so 
abruptly.  From  a  spa  tub  in  the  bedroom  one  could  gaze 
out  the  windows  at  moody,  cloud-topped  Mt.  Victoria, 
one  of  North  America's  most  captivating  peaks,  with  its 
wrap  of  blue  glacial  snow  and  ice.  Ease  into  the  steamy 
tub.  Crack  open  a  cold  Kokanee,  a  local  brew.  Take  it  all 
in.  The  most  awesome  place  you  can  be  that  has  room 
service — and  skiing.  Blame  Canada. 

The  White  Stuff  If  you're  going  to  the  Banff  Springs 
Hotel  or  Chateau  Lake  Louise,  call  the  hotel's  reservations  people 
directly,  not  the  chain's  800  number,  which  connects  you  to 
operators  in  Halifax.  Ski  packages  at  the  Banff  Springs,  in  Banff, 
start  at  $606;  (403)  762-6866.  The  Chateau's  packages 
start  at  $592;  (403)  522-1866.  Both  packages  are  bargains  if 
you're  going  to  ski  most  days  and  rent 
equipment.  Consider  the  Chateau's 
"Rockies  Experience"  package  if 
you're  going  to  be  hungry — it  also  in- 
cludes three  meals  a  day.  Speaking  of 
food,  in  Banff  check  out  the  Pines 
restaurant  for  venison  carpaccio, 
smoked  goose  breast,  civet  of  caribou 
and  other  local  game  delicacies.  • 
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POWDER 

uOH!  You're  on  the  ski  team!"  she  purred.  "Isn't  that  dangerous? 
Urn. ..sure!  I  wasn't  going  to  be  the  one  to  tell  her  that  you're  30  time 
more  likely  to  die  doing  the  backstroke.  What's  more,  a  recent  poll  four 
skiers— skiers!— sexier  than  any  other  athletes.  Maybe  that's  becau 
there's  no  such  thing  as  apres  golf.  More  likely  it's  the  gear— the  way 
makes  you  look,  and  the  fact  that  the  best  of  it  can  improve  your  skiing 
a  matter  of  turns.  Below,  the  best  of  the  best 


BY  PAUL  HOCHMA 


Helmets  represent  the 
fastest-growing  segment 
of  the  ski  business,  for 
two  reasons:  First,  the 
sleek  new  stylings  have 
rectified  the  dork  factor. 
Second,  the  overheating 
problem  has  been 
solved — some  helmets 
are  now  vented.  But 
no  helmet  matches 
the  safety/comfort/style 
combination  of  the 
new  Leedom  helmet, 
which  is  one  of  only 
three  Snell  Memorial 
Foundation-approved 


ski  helmets  in  the 
world.  The  15-ounce 
Leedom  has  a  slidinf 
tab  on  the  top  that 
lets  you  adjust  air  floj 
Memory  foam  inside 
instantly  customizes 
the  fit,  and  the  helme 
impact-absorbing 
interior  ribs  are  visib 
through  the  clear 
blue  shell.  $155.  (80C 
536-6695. 

Photographs 
by  Ron  Reeves 


88  FORBES  FYI 


ate  of  lower  leg 
es  in  skiing  has 
)ed  more  than  90% 
e  last  25  years 
quantum  leaps  in 
luality  of  binding 
fiology.  But  knees 
lin  at  risk.  The 
rior  cruciate 
nent  (ACL)  injury, 
common  in 
ts  like  basketball, 
>all  and  baseball, 
e  main  culprit. 
;e's  ingenious  new 
>oot  can  reduce  the 


risk  of  ACL  injury  thanks 
to  its  Rear  Release 
System  hinge  on  the 
back  of  the  boot.  If  you 
lean  back  too  hard 
(which  is  how  many  ACL 
injuries  begin),  the 
hinge  bends,  taking  the 
strain  off  your  knee. 
The  hinge  then  pops 
back  into  place  when 
you  recover,  so  you 
can  keep  on  skiing. 
$575.  (800)  992-3962. 


» 


Let  us  now  praise  the 
smoothest  high-speed, 
groomed-snow  cruising 
ski  on  the  market,  the 
Dynastar  Autodrive 
Carve.  For  most  skiers, 
the  toughest  part  of  the 
turn  is  the  first  part, 
and  the  Carve  has  new 
technology  that  makes 
turn  initiation  feel 
automatic.  Just  lay  the 
ski  on  its  edge,  add 
pressure  and  voila: 
instant  arcs.  A  cap 
(basically  an  upside- 
down  fiberglass  "U")  in 
the  ski's  forebody 
makes  the  shapely  tip 
supple  and  therefore 
easy  to  bend.  But  a 
unique  Titanal  plate  on 
the  ski's  midsection 
connects  that  soft  cap 
to  a  firm,  traditional, 
rectangular  middle  and 
tail,  yielding  a  turbo- 
like boost  in  the  belly 
of  the  turn.  It's  a 
miraculous  blend  of 
ease  and  power.  $765. 
(800)  992-3962. 
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v  For  some,  skiing  is 
as  much  about  bragging 
rights  as  it  is  about 
the  pure  pursuit  of 
performance.  Oh,  okay, 
it's  mainly  about  brag- 
ging rights.  But  as  with 
fishing  and  dating,  it 
has  always  been  hard 
to  prove  prowess. 
Until  now — the  Swiss 
Army  Startech  Altimeter 
Watch  records  and 
displays  altitude 

■ 


readings  from  4,000 
feet  below  sea  level  to 
30,000  feet  above,  in 
5-foot  increments.  That 
means  you  can  show 
your  skeptical  friends 
you  did  the  20,000 
feet  of  vertical  you 
say  you  did.  Plus,  it's 
adjustable  for 
atmospheric  pressure 
changes  (which 
often  throw  off  accurate 
readings)  and  has 
stopwatch,  alarm, 
thermometer  and  even 
barometric  pressure 
readings.  "There's  a 
front  moving  in,  baby — 
time  for  toddies." 
$250.  (800)  442-2706. 


» 


Behold  perhaps  the 
best  deep-powder  ski 
ever  made:  the  Atomic 
10. ex  (pronounced 
"Ten-X").  It  has  the 
astonishing  ability  to 
master  opposing 
skills — a  bulldozer's 
power  for  the 
chopped-up,  sticky  wet 
cement  of  the  Sierra 
Nevadas  and  a  dancer's 
exactitude  for  the 
cloud-light  powder  of 
the  Bugaboos.  The  key: 
Two  elastomer  "beta" 
lobes  run  the  length  of 
the  wide-ish  10. ex 
and  act  as  dampeners, 
making  sudden  changes 
in  snow  density  seem 
like  faint  ripples, 
and  sudden  changes  in 
direction  effortless. 
Note:  This  is  a  limited- 
edition  masterpiece. 
$765.  (800)  258-5020. 
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When  Claudette  Colbert 
and  Clark  Gable  showed 
up  at  the  opening  of 
Averell  Harriman's 
Sun  Valley  ski  resort  in 

1936,  skiwear  was 
^    the  sleek,  sophisti- 
cated uniform  of 
movie  stars  and 
moguls.  James 
Bond  followed  with 
exotic  but  dynamic 
outerwear  for  jet-set- 
ters. Then  came  the 
1980s.  My  God,  man: 
Day-Glo,  epaulets, 
embroidery — "ski  fash- 
ion" as  oxymoron.  The 
antidote?  The  modern, 


elegant  Italian  throw- 
back, Postcard.  Postcard 
has  become  famous 
for  its  classic,  crossover 
style — technically 
up-to-date  on  the  hill, 
but  still  appropriate 
for  the  streets  of  Aspen 
and  Deer  Valley.  This 
fleece-lined  ski  jacket 
is  made  of  Teflon- 
coated  cotton.  Works 
with  jeans  as  easily  as 
with  the  available 
matching,  fleece-lined 
warm-ups.  Jacket, 
$468.  Zip-neck  sweater, 
$224.  Sempre  Sci, 
Inc.;  (303)  663-7353. 


No  way  around  it:  The 
shrill  trill  of  a  cell 
phone  is  not  always  a 
welcome  addition  to  the 
gondola  ambiance. 
Unless  you're  in  Aspen, 
of  course,  in  which 
case  it's  considered  a 
mating  call.  Either 
way,  subtler  is  better 
when  you're  staying  in 
touch  on  the  mountain, 
and  there's  nothing 
subtler  than  the  world's 
lightest,  smallest  Web- 
enabled  cell  phone, 
the  Motorola  V8160.  At 
three  ounces  and  about 


three  inches,  the 
titanium-clad,  CDMA- 
formatted  phone  (known 
inside  Motorola  as  the 
"Vader")  fits  in  a  closed 
hand  and  surfs  the 
Web  at  the  same  time. 
$399.  (800)  331-6456, 
www.  motorola,  com. 
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WALKING 
THE  WESTERN 

MID-MORNING  IN  SEPTEMBER  ^%  9 

and  the  BK     BlHr    I      S   fl^Btl  $1 

could  have  been  lifted  from  a  painter's         M  fl  If 

sketchbook.  Wide,  cultivated  fields —         ■*  ■    ^»  ^j^r     ■     ^  if 

mostly  of  potatoes  and  turnips — small 

farmhouses,  thin  rural  roads,  a  few  tree  lines  as  well  as  the  occasional  larger 
woods  and,  in  the  distance,  a  small,  tidy  village  where  the  church  steeple  rises 
cleanly  above  the  roof  line.  And,  also,  the  cemeteries.  You  see  them  every- 
where you  look.  It  doesn't  seem  possible  that  there  could  be  another  place 
in  the  world  where  there  are  so  many.  *  They  are  military  cemeteries.  The 
stones  are  lined  up  with  precision  and  the  grounds  neatly  groomed.  The  effect 
is  soothing  and,  actually,  pleasing  to  the  eye.  But  the  columns  of  stone  stimu- 
late the  imagination,  and  you  try  to  picture  what  this  ground  must  have  looked 

By  Geoffrey  Norman  photographs  by  noel  Sutherland 
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like  when  Robert  Graves  passed  this  way  with  the  Royal 
Welsh  Fusiliers  in  July  1916. 

"Wounded  and  prisoners  came  streaming  past  in  the 
half-light,"  Graves  wrote.  "The  number  of  dead  horses 
and  mules  shocked  me.  Human  corpses  were  all  very  well, 
but  it  seemed  wrong  for  animals  to  be  dragged  into  the 
war  like  this."  The  horses  were  casualties  of  a  recent  cav- 
alry charge,  a  poignantly  futile  little  episode  in  that  vast 
epic  of  futility  known  as  the  Battle  of  the  Somme.  A  few 
days  later,  and  not  much  further  up  the  road  (ground  was 
gained  exceedingly  slowly  and  at  hideous  cost),  an  artillery 
round  exploded  a  few  paces  behind  Graves.  His  colonel 
wrote  to  his  mother:  "I  very  much  regret  to  have  to  write 
and  tell  you  your  son  has  died  of  wounds.  He  was  very 
gallant,  and  was  doing  so  well  and  is  a  great  loss."  Graves, 
as  it  turned  out,  survived  his  wounds.  On  his  return  to 
England,  he  placed  this  classified  in  the  Times: 


Captain  Robert  Graves, 
daily  reported  died  of  wow 
wishes  to  inform  his  friends 
he  is  recovering  from  his  wou 
at  Queen  Alexandra's  Hosp\ 
Highgate,  N. 

So  Graves — and  the  worL 
survived  the  Great  War  and 
Battle  of  the  Somme,  thoi 
just  barely.  Like  the  woi 
Graves  emerged  from 
experience  profoundly  : 
permanently  disenchanted 
disillusioned.  He  called 
memoir  of  the  war  Good- 
to  All  That.  And  he  me 
it.  Graves  left  England 
Majorca,  where  he  wrc 
among  other  things,  I,  Clam 

You  cannot  understand 
modern  world  without  f 
understanding  the  catastro 
that  was  the  First  World  V\ 
So,  after  years  of  reading 
books — especially  Paul  Fussi 
masterpiece,  The  Great  War 
Modern  Memory — and  wat 
ing  films  like  Jean  Reno 
Grand  Illusion  again  and  ag; 
I  made  the  trip  in  the  1 
autumn  of  the  century  that 
been  wrecked  by  that  waril 
seemed  the  appropriate  tim< 


I  STARTED  IN  LONDON, 

the  Imperial  War  Museil 
with  its  mock  trench  and  1 
ous  exhibits  of  weapons,  u 
forms  and  World  War  I  "innovations"  such  as  ad 
bombardment,  the  machine  gun  and  poison  gas.  Nea 
went  to  Westminster  and  looked  down  at  the  stone 
Poet's  Corner  that  is  inscribed  with  Robert  Grav 
name.  In  another  part  of  the  Abbey  there  is  a  tablet  plai 
over  the  remains  of  a  man  dug  up  from  the  battlefiei 
one  of  400,000  "unknowns."  The  face  of  the  stone  be 
the  words:  "They  buried  him  among  the  Kings  beca 
he  had  done  good  toward  God  and  toward  His  houi 
After  Westminster,  I  caught  a  train  from  Victc 
Station  to  Dover  and  then  a  slow,  ungainly  ferry  for  a  t\ 
hour  ride  across  the  Channel  to  Calais,  trying  to  apprc 
mate  the  experience  of  the  men  who  crossed  over  to  Fran 
They  could  often  hear  the  guns  before  they  left  Engla 
There  were  not  more  than  another  two  dozen  passenj 
on  my  ship,  all  of  them  aboard  to  buy  cigarettes  in  bi 
I  sat  on  the  fantail  and  watched  the  sunset  and 
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ding  white  line  of  the  English  coast,  trying  to  imag- 
how  poignant  that  view  would  be  if  you  had  just 
e  from  lunch  at  your  club,  carried  a  nice  box  of  treats 
l  Fortnum  and  Mason's  in  your  kit  and  were  headed 
:  up  to  the  Salient. 

MY  MAP,  THE  TOWN  SHOWED  AS  IEPER,  NOT 
is,  the  name  by  which  millions  of  British  soldiers 
v  it,  though  they  commonly  pronounced  it  "Wipers." 
>  little  medieval  trading  city  summed  up  for  the 
sh,  as  Verdun  did  for  the  French,  all  the  horror  of  that 
When  it  was  over,  Churchill  said  to  the  War  Graves 
imission,  "I  should  like  us  to  acquire  the  whole  of  the 
5  of  Ypres...A  more  sacred  place  for  the  British  race 
not  exist  in  the  whole  world." 

!hurchill  served  here  for  a  while  and  was,  clearly, 
>ly  influenced  by  the  experience.  But  then  so  did  Adolf 
er,  who  even  painted  some  watercolors  of  ruined 
iings  at  the  front. 

visited  a  small  museum  called  In  Flanders  Fields  with 
•active  exhibits  that,  for  example,  attempt  to  capture 
eality  of  a  gas  attack  or  a  trip  across  no-man's-land  (a 
se  that  is  unalterably  associated  with  the  First  World 
).  After  picking  up  some  maps  I  walked  to  the  town 
re  to  find  a  place  for  lunch  before  I  went  out  to  tour 
ictual  battlefields. 

sat  outside  and  ordered  an  omelette  and  a  glass  of  the 
iy  Belgian  wheat  beer.  Three  British  ladies  took  the 
I  next  to  mine.  They  were  in  their  sixties,  wore  their 
in  tight  curls  and  were  dressed  in  cardigans  and  sensi- 
hoes.  We  smiled  and  exchanged  the  usual  pleasantries. 
y  reminded  me  of  my  English  grandmother,  who  had 
two  brothers  on  the  Western  Front.  The  ladies  were 
eating  lunch  when  I  left  for  the  Menin  Gate, 
"here  was  actually  no  gate  here  during  the  war,  though 
e  had  been  once.  British  soldiers  who  passed  here 


was  deadly.  On  days  when  there  was  no  major  offensive 
underway,  an  average  of  7,000  men  were  killed  or 
wounded  on  the  Western  Front.  The  term  for  this  was 
"wastage."  The  ground  inside  the  Salient  was  the  prime 
location  for  wastage.  After  the  war,  an  arch  was  built  on 
this  site.  It  was  designed  to  be  imposing  and  it  succeeds  at 
that.  There  are  54,900  names  carved  into  its  walls,  the 
dead  whose  bodies  were  never  recovered.  Additional 
names,  some  34,888,  are  carved  into  a  marble  wall  at  Tyne 
Cot  cemetery  out  on  the  battlefield. 

Cars  and  trucks  move  through  the  streets  around 
the  Menin  Gate  but,  somehow,  you  do  not  seem  to  hear 
engines  revving  or  gears  grinding  or  horns  blowing.  A 
ponderous  hush  seems  to  hang  over  all  that  stone  and  all 
those  names.  People  leave  artificial  poppies,  the  symbolic 
flower  of  the  Great  War  ("In  Flanders  fields  the  poppies 
blow/Between  the  crosses,  row  on  row")  and  other  little 
mementos — scraps  of  verse,  old  photos  of  young  soldiers, 
pebbles  and  seashells — along  the  walls. 

The  ladies  I  had  met  at  lunch  were  there,  studying  the 
walls  and  looking,  I  assumed,  for  names  that  meant  some- 
thing to  them.  Grandfathers,  great-uncles. 

One  of  them  smiled  when  she  saw  me  and  said, 
"Hello,  again." 


I  DROVE  ON  OUT  FROM 
the  gate  and  spent  the  after- 
noon following  the  map  to 
places  I  had  marked.  First, 
Hill  60,  which  was  a  slag 
heap  of  ground  just  high 
enough  to  have  been  vital  and 
worth  fighting  over.  Sheep 
grazed  on  the  grass  that  grew 
out  of  old  shell  holes.  Con- 
crete bunkers  bulged  up  here 


heir  way  to  the  front  liked  to  say,  "Tell  the  last  man 
ugh  to  remember  to  bolt  the  Menin  Gate,"  which 
Is  Vietnam  and  the  line  about  reminding  the  last  man 
|ng  to  turn  out  the  light  at  the  end  of  the  tunnel, 
[eyond  the  Menin  Gate  lay  the  Salient.  This  is  mil- 
be  for  a  bulge  in  the  line;  in  this  case,  one  about  ten 
is  deep  and  three  or  four  across, 
'he  positions  inside  the  Salient  were  vulnerable  to  fire 
|i  three  sides,  and  the  ground  beyond  the  Menin  Gate 


and  there,  their  firing  slits  resembling  the  sockets  in  a  skull. 

At  Sanctuary  Wood  (so  named  because,  for  a  brief 
period,  stragglers  were  given  protection  here  until  they 
could  rejoin  their  units)  I  visited  the  last  few  yards  of 
trench  lines  in  the  Salient  that  still  look  the  way  they  did 
when  men  lived  and  fought  in  them — that  is,  damp  and 
fetid  at  best,  but  typically  muddy  or  full  of  standing  water. 
During  the  offensive  of  1917 — Third  Ypres,  or  Passchen- 
daele,  in  the  military  histories — hundreds,  even  thousands 
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of  wounded  men  drowned  in  water-filled  shell  holes.  One 
of  the  most  famous,  and  pithiest,  anecdotes  of  the  war  con- 
cerns the  British  staff  officer  who  had  come  from  the  rear 
on  an  inspection  tour.  He  surveyed  the  battlefield  as  his 
vehicle  proceeded  toward  the  front  until,  finally,  he  could 
^^^^^^^^^^^^^^^^^     stand  it  no  longer  and 

broke  into  tears.  "Good 
God,  did  we  really  send 
men  to  fight  in  that?" 

"It's  worse  further  up," 
his  escort  answered. 

From  Sanctuary  Wood, 
I  followed  various  roads 
around  the  perimeter  of 
the  Salient.  Everywhere 
you  looked  there  were 
British  graveyards,  main- 
tained by  the  Common- 
wealth Graves  Commis- 
sion. Tyne  Cot  is  the 
largest  of  these,  indeed 


Almost  45,000  men  are  buried  here,  25,000  of  them 
single,  mass  grave.  Some  of  them  were  students,  rec 
and  feverishly  patriotic  volunteers  who,  accordin] 
legend,  assaulted  British  positions  in  1914  (First  Y] 
while  singing  "Deutschland  Uber  Alles."  Known 
Der  Kindermord  bei  Ypern  (Massacre  of  the  Innocent! 
Ypres),  this  became  one  of  the  more  resonant  elements 
the  Nazi  myth  of  the  Great  War. 

Langemark  is  beyond  propaganda,  though  it 
clearly  a  German  oasis.  The  stones  marking  comrrj 
graves  are  heavy  and  dark.  The  trees  are  all  oaks,  tra| 
planted  from  Germany.  Blockhouses  from  the  v 
squat  ominously  in  one  corner  of  the  cemetery  and  f<| 
brooding,  sculpted  figures  stand  among  some  shru 
ceaselessly  mourning. 

In  the  half-hour  or  so  that  I  was  there,  no  other  visit] 
appeared.  Then,  on  my  way  out,  a  Fiat  pulled  in  on  i 
cemetery's  service  road.  A  young  man  got  out,  did  soj 
stretching  and  began  jogging  around  the  perimeter.  ] 
wore  a  red  sweat  suit  and  headphones.  I  wondered  w| 
music  he  listened  to. 


the  largest  Commonwealth  military  cemetery  anywhere 
in  the  world. 

There  I  saw  the  English  ladies  again.  One  of  them  stood 
in  front  of  a  stone,  weeping.  I  nodded  to  the  other  two  as 
they  walked,  arm  in  arm,  down  a  row  of  markers.  There 
were  about  200  people  visiting  Tyne  Cot;  many  with  tour 
groups.  I  saw  a  van  with  "Salient  Tours"  painted  on  its  side. 

From  Tyne  Cot,  I  went  on  to  Passchendaele,  which 
was  the  objective  of  the  1917  offensive.  The  town  itself  was 
nothing  much,  but  you  could  see,  as  you  looked  back 
down  long,  sloping  terrain,  all  the  way  to  leper,  why  both 
armies  wanted  it.The  British  had  taken  300,000  casual- 
ties to  secure  this  position.  About  35  men  for  every  meter 
of  ground  gained. 

It  was  now  late  in  the  day,  but  there  was  one  last  place 
I  wanted  to  visit  before  sunset.  The  German  cemetery  at 
Langemark,  where  I  was  the  only  visitor.  There  were  no 
signs  or  plaques  in  English,  but  you  didn't  need  words  to 
comprehend  this  place. 

When  it  came  to  giving  up  their  land  for  war  burials, 
the  Belgians  were  not,  understandably,  as  generous  with 
the  Germans  as  they  were  with  the  British. 

Langemark  is  the  only  German  cemetery  within  the 
Salient  and  it  is  less  than  half  the  size  of  Tyne  Cot. 


IN  THE  MORNING,  I  CROSSED  INTO  FRAN! 

almost  without  realizing  it.  Europe,  it  seems,  has  Ij 
enough  of  frontiers.  I  drove  to  Vimy  Ridge,  240  acres) 
Canadian  soil  deeded  over  by  the  French  in  gratituj 
Various  conifers  native  to  Canada,  more  than  11,000) 
them,  are  planted  here.  One  for  every  unknown  Canadl 
dead.  The  ground  under  the  trees  is  still  pocked  with  slj 
holes,  like  the  mogul  trails  at  a  ski  mountain,  and  lai 
areas  are  sealed  off.  Signs  warn  of  unexploded  munitioi 

The  main  attraction  at  Vimy,  however,  is  not  abc 
ground.  Here,  trench  warfare  descended  into  tunnel  w| 
fare.  To  avoid  the  miles  of  open  ground  under  easy  obs 
vation  of  the  Germans  at  the  crest  of  Vimy,  the  Canadis 
went  to  war  underground,  using  an  intricate  system! 
tunnels  to  move  fresh  men  and  ammunition  up,  a 
wounded  and  dead  men  back.  The  tunnels  were  suppli 
with  electricity  and  provided  with  good  ventilation,  whj 
would  cause  problems  during  a  gas  attack.  The  mere  1 
of  being  a  hundred  feet  underground,  wearing  a  gas  ma 
was  sufficient  to  set  off  all  my  claustrophobic  alarms,  a 
my  pulse  increased  30  beats. 

An  unquenchable  urge  to  get  out  of  those  tunnels  rri 
explain  in  part  why  when  the  Canadians  attacked  t 
heretofore  impregnable  ridge  in  April  1917,  they  carried 


:  cost  of  less  than  4,000  men  killed.  It  was  one  of  the 
invarnished  victories  of  the  war.  But,  with  almost 
ct  irony,  there  were  no  reserves  to  exploit  the  hole 
:  German  line  and  move  into  the  flat,  open  country 
id  the  ridge  where  maneuver  was  possible.  In  that 
;ven  the  good  news  broke  your  heart, 
y  guide  through  the  labyrinth  of  tunnels  was  a  young 
dian  whose  great-grandfather  had  been  killed  here 
/hose  body  had  never  been  recovered. 

M  VIMY,  I  DROVE  TO  CAMBRAI,  WHICH 

le  scene  of  history's  first  mass  tank  battle.  It  was,  like 
a  Pyrrhic  Allied  victory.  For  the  first  time  since 

eginning  of  the  war,  bells  rang  out  for  victory  in 

and,  but  ten  days  after  the  initial  success,  German 

terattacks  retook  most  of  the  four  miles  of  ground 

red  during  the  initial  assault  and  the  front  returned 

t  condition  that  by  this  time,  late  1917,  was  begin- 
to  seem  ordained  and  permanent — stalemate. 

lere  wasn't  much  to  see  around  Cambrai — monu- 

s  and  graveyards,  which  be- 
almost  as  routine  as  road 

and  farm  fields  in  this  part  of 

vorld — but  I  had  been  told 

!  a  place  called  Le  Chateau  de 

y,  not  far  from  town,  where  I 

1  stay  in  comfort,  eat  very  well 

3e  less  than  an  hour's  drive 

my  next  destination. 

elt  vaguely  uncomfortable  at 

about  staying  there.  I  imag- 

it  as  a  headquarters  where 

lels  quarreled  over  who-got- 

i-room  and  who-sat-where  at 

while  junior  officers,  like  Guy 

)man,  colored  maps  in  seven 

"ent  colors  of  ink.  Chapman's 

,  A  Passionate  Prodigality,  is 

of  the  great  Western  Front 

oirs.  I  learned  about  it  from  a 

I  know  who  spent  more  than 

/ears  in  a  North  Vietnamese 

n  camp  where  he  had  some- 
come  into  possession  of  a 

ge  from  that  book.  The  words 
passed  around,  surrepti- 

;ly,  among  the  POWs  and 

were,  oddly,  morale  builders. 

mr  life  and  your  death  are  noth- 

1  these  fields — nothing,  no  more 

it  is  to  the  man  planning  the 

attack  at  G.H.Q.  You  are  not 

a  pawn.  Your  death  will  not 

vnt  future  wars,  will  not  make 

>orld  safe for  your  children.  Your 


death  means  no  more  than  if  you  had  died  in  your  bed,  full  of 
years  and  respectability,  having  begotten  a  tribe  of  young.  Yet 
by  your  courage  in  tribulation,  by  your  cheerfulness  before  the 
dirty  devices  of  this  world,  you  have  won  the  love  of  those  who 
have  watched  you.  All  we  remember  is  your  living  face,  and 
that  we  loved  you  for  being  of  our  clay  and  our  spirit. 

As  I  enjoyed  (somewhat  guiltily)  my  foie  gras,  duck 
and  St.-Estephe,  I  recalled  those  words.  They  seemed 
appropriate  to  a  visit  to  the  Somme,  site  of  the  war's 
greatest  debacle. 

THE  NUMBERS  ARE  WELL-KNOWN.  ONE 

hundred  thousand  soldiers  went  "over  the  top"  (another 
enduring  phrase  from  that  war)  early  in  the  morning  of 
July  1,  1916.  It  was  a  beautiful,  cloudless  summer  day. 
Twenty  thousand  were  killed,  another  40,000  wounded. 
They  gained  almost  no  ground. 

I  left  the  Chateau  early  so  I  saw  the  first  of  many  ceme- 
teries in  the  soft  yellow  light  that  burns  away  just  after 
dawn.  It  was  cool  and  there  was  frost  on  the  grass  and  the 


Opposite:  The  Tyne 
Cot  cemetery;  this  page:  a 
worm's-eye  view  of  the 
rpnrhp*;  at  Sanctuarv  Wood 


plantings.  The  cross  of  sacrifice  seemed,  almost,  to  glow. 
Mounds  of  freshly  dug,  still  steaming  potatoes  lay  next  to 
the  small  granite  monuments  and  the  trim  kttle  graveyards. 

I  drove,  first,  to  the  great  monument  at  Thiepval. 
An  arch,  like  the  Menin  Gate,  it  was  constructed  with 
walls  to  accommodate  the  names  of  soldiers  who  died 
in  the  battle  and  have  no  known  grave — 73,000  names 
in  all,  which  required  large  walls.  From  the  arch,  you 
can  scan  the  gently  undulating  ground  that  was  the 
battlefield  and  imagine  just  how  exposed  a  man  walking 
across  it  felt — the  British  plan  called  for  an  orderly  attack, 
no  running  or  dashing  about — and  what  it  must  have  felt 
like,  carrying  a  60-pound  pack. 

From  Thiepval,  it  was  just  a  short  drive  to  Beaumont- 
Hamel  and  the  Newfoundland  Memorial  Park,  which 
might  be  the  most  beautiful  and,  hence,  haunting 
spot  on  the  entire  length  of  the  old  Western  Front.  The 
Newfoundland  Regiment  attacked  here  on  the  first  day 
of  the  offensive  and  was  annihilated.  Only  68  men  of  the 
801  who  went  in  came  out  of  the  battle  alive  and  not 
wounded.  This  was  the  highest  casualty  rate  of  any  unit 
on  that  battlefield. 


The  unit's  chaplain  made  it  his  mission  to  preso 
the  killing  ground  without  manicuring  it.  Using  mo 
collected  by  the  churchwomen  of  Newfoundland 
managed  to  create  a  park  in  which  the  old  trenq 
remain,  though  they  are  grown  over  with  grass.  Aj 
Langemark  and  Vimy,  there  are  trees  from  home.  Fir  j 
maple,  in  this  case.  Then  there  is  the  focal  point  of 
park,  a  memorial.  Not  the  ubiquitous  stone  obelisk, 
a  magnificent  bronze  of  a  caribou  striking  a  pose  of  al; 
and  calling  out,  plainly  in  distress. 

I  walked  the  entire  park  and  spent  most  of  the  morn 
there,  then  drove  back  to  the  main  highway  and  on  i 
Albert  to  pick  up  a  few  things  for  a  picnic  lunch  back 
in  the  country.  I  visited  the  South  African  memorial 
Delville  Wood  and  also  the  striking  Welsh  dragon  rj 
Mametz  Wood.  And  at  High  Wood,  near  where  Rol  1 
Graves  was  wounded,  I  saw  one  of  the  most  affect) 
memorials  of  my  tour,  a  cairn  memorializing  the  Glasg 
Highlanders.  The  cairn  is  made  of  192  stones  brought  fij 
Culloden,  one  for  each  man  killed  here.  It  is  five  feet,  sej 
inches  tall,  which  was  the  minimum  height  requil 
of  recruits  for  the  battalion.  The  inscription  on  the  c^ 
reads:  "Just  here,  Children  of  the  Gael  went  down  shd 
der  to  shoulder  on  15  July  1916."  The  only  words  { 
matched  those  were  on  a  stone  plaque  outside  the  Dev| 
shire  Cemetery  near  Mametz.  They  read:  "The  Devi 
shires  held  this  trench,  the  Devonshires  hold  it  still." 

I  ate  at  the  foot  of  a  wooden  cross  that  marked  the  { 
where  Charles  Dickens's  grandson  was  killed.  The 
did  not  discriminate;  it  killed  men  from  all  classe) 
society.  Rudyard  Kipling  lost  a  son  to  it,  as  did  Oi 
Wilde.  I  used  my  map  for  a  tablecloth  and  spread  01 
baguette,  some  sausage,  cheese  and  pate  and  open^  I 
bottle  of  cheap  black  wine  called  Cahors.  Major  Cei  l 
Charles  Dickens  was  killed  in  September,  after 
battle  had  been  going  for  two  months.  It  had  eight  m  } 
weeks  to  run.  By  the  time  it  was  over,  casualties — Brit  I 
French,  German — totaled  more  than  1.2  million. 

I  DRANK  MY  WINE  AND  LISTENED  TO  T 

birds,  enjoyed  the  warm  afternoon  sun.  As  I  was  cleaii 
up,  my  eyes  were  drawn  to  a  fence  post  at  the  edge 
turnip  field  a  few  feet  away.  An  artillery  round  rested 
the  top  of  the  fence  post,  brown  with  rust  and  corrosi 
An  evil-looking  thing,  it  was  part  of  the  routine  han  i 
of  iron.  People  are  still  killed  and  maimed,  ever)'  yeai  | 
munitions  left  over  from  that  war.  Corpses  are  still  tut 
up  by  the  plow  to  be  reburied  by  the  Commonwealth^ 
Graves  Commission  at  designated  cemeteries  where  1 
still  take  new  admissions. 

There  was  more  to  see.  You  could  spend  a  lifet 
studying  these  fields,  and  some  have.  But  there  com 
point  at  which  you  must  stop,  and  for  me  it  was  the  ju 
position  of  the  cross  and  that  artillery  round.  After  a  w 
you  have  had  enough,  and  it  is  time  to  drive  to  Par 
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By  Tom  Congdon 

why  do  you 

:eep  saying 

'RIGHTO? 

anto  has  been  a  holiday  custom 
in  Britain  for  300  years.  Its  traditions  have 

;pired  every  comic  act  from  Benny 
Hill  to  The  Rocky  Horror  Picture  Show. 

When  my  wife  and  I  decided  to  visit  England  just  after  Christmas,  to  catch  up  on 

old  friendships,  I  e-mailed  Gerald,  a  London  journalist  we  know.  If  he'd  get  four  tickets  to  a  play, 
I  said,  whichever  he  and  his  wife,  Philippa,  fancied,  I'd  pay.  Gerald  is  a  theater  buff  from  a 
theatrical  family,  which  led  me  to  expect  maybe  the  Royal  Shakespeare  or  something  new  and 
brilliant  on  the  boards  in  the  West  End.  •  The  tickets  were  for  our  first  night  in  town.  "What 
are  we  seeing?"  I  asked  when  the  four  of  us  met  for  a  pretheater  drink.  •  "We're  seeing  panto," 
Gerald  announced.  "You  can't  understand  the  British  if  you  don't  know  panto.  It's  a  nationwide 
formative  experience."  •  Panto.  It  sounded  like  something  to  do  with  dogs.  The  English  and  their 
dogs,  I  said  to  myself.  Now  they're  writing  plays  about  them.  •  Gerald  explained  that  "panto"  was 
short  for  "pantomime,"  a  form  of  traditional  British  theater  involving  standard  story  lines, 
slapstick,  risque  humor,  music,  dance  and  spectacular  costumes  and  stage  effects.  Some  of  the 


The  dame  is  a  man  dressed  outlandishl 
and  unsuccessfully — as  a  « 
middle-aged  woman.  "She's  not  a  | 

transvestite.  She's  a  bloke  doing 
fairly  bad  job  of  passing  as  a  woman." 


characters  and  situations  in  pantos  you  see  today,  he 
said,  trace  back  to  the  commedia  dell'arte,  a  Renaissance 
entertainment  with  roots  in  the  Roman  theater. 

"The  Victorians,"  he  went  on,  "felt  panto  was  too 
raunchy,  so  they  shifted  the  subjects  to  fairy  tales — Babes 
in  the  Woods,  Jack  and  the  Beanstalk,  Mother  Goose, 
Aladdin  and  His  Magic  Lamp,  Dick  Whittington  and  His 
Cat,  Snow  White,  Cinderella,  that  sort  of  thing.  These 
basic  stories  are  still  the  repertoire.  They're  always  the 
same,  with  the  same  characters,  same  plot  lines.  But  each 
age  adapts  its  pantos  to  the  time,  using  contemporary 
music  and  topical  humor." 

Panto  has  flourished  in  Britain  for  more  than  three 
centuries.  Every  holiday  season  hundreds  of  theaters 
across  the  land  mount  pantos,  in  a  few  short  weeks  bring- 
ing in  the  cash  needed  to  keep  them  going  the  rest  of  the 
year.  And  there  are  thousands  of  amateur  productions 
in  schools,  clubs,  even  offices.  "You  Americans  celebrate 
the  holidays  your  way,"  Philippa  said,  smiling,  "and  we 
celebrate  them  ours." 

The  more  I  heard  about  panto,  the  less  likely  it  sounded 
as  traditional  entertainment,  especially  for  proper  Brits. 

Some  of  the  characters  seemed  conventional  enough. 
There  is  always  a  villain.  To  stress  his  loathsomeness, 
he  is  perpetually  bathed  in  a  green  or  red  spotlight.  A 
spirit  called  Fairy  Bowbells  foils  the  villain's  dark  designs 
with  the  aid  of  a  magic  wand  and  dreadful  doggerel.  And 
there  is  a  "cheeky-chappie"  character  meant  to  appeal 
to  children.  Called  Buttons,  Mumbles,  Chuckles,  Idle 
Jack  or  some  such,  he  is  sweet  but  silly  and  has  a  futile 
crush  on  the  heroine.  So  much  for  wholesome.  Then  you 
get  into  the  odd  stuff. 

In  true  panto,  Philippa  told  us,  the  male  lead,  known 
as  the  principal  boy,  is  played  by  a  tall  girl  with  nice  legs. 
The  practice,  she  said,  which  goes  back  several  hundred 
years,  was  an  audience  builder:  a  way  of  giving  gentlemen 
a  glimpse  of  female  leg.  (In  days  of  yore,  which  is  when 
the  fairy  tales  are  set,  it  was  the  male  costume  that  showed 
off  the  legs.)  "I  can  remember  sitting  in  a  Glasgow  theater 


when  I  was  a  wee  lad,"  a  Scottish  friend  told  me  later 
bag  of  sweeties  in  my  hand,  lusting  in  my  infantile  v 
after  the  long-legged  Prince  Charming."  The  switch  a 
provides  another  little  sexual  buzz:  When  the  princi 
boy  and  the  principal  girl  (the  female  lead)  finally 
it  together,  those  who  like  that  sort  of  thing  get  to 
two  girls  kissing. 

As  if  this  wasn't  quite  enough  gender-vaulting  for  c 
folkway,  there  is  the  character  known  as  the  darl 
Formerly  played  by  an  otherwise  virtually  unemploya 
old  actor  but  in  modern  times  more  often  by  a  top  cor 
of  the  day,  the  dame  is  a  man  dressed  outlandishly — a 
unsuccessfully — as  a  middle-aged  woman.  "She's  no 
transvestite,"  Gerald  stressed,  "not  a  man  able  to  pass  a 
woman.  She's  a  bloke  doing  a  fairly  bad  job  of  passing 
a  woman."  If  despite  her  knobby  knees  and  hairy  lirrj 
she  fools  you,  she's  failed. 

The  various  pantos  give  her  different  names — Sai 
the  Cook,  for  example,  or  Widow  Twankey,  the  Nurse 
Dame  Trot.  She  acts  as  a  sort  of  zany  and  libidinc 
mother  figure,  helps  supply  the  adults  in  the  audience  w 
what  the  immortal  Monty  Python's  Flying  Circus  (a  ma 
cap  British  television  series  in  the  1970s  that  drew  heav 
on  the  panto  tradition,  as  did  the  insouciantly  titillati 
Benny  Hill  series)  used  to  call  "the  naughty  bits"  and  dc 
a  dozen  fast  changes  of  outrageously  tasteless  costuni 

dame:  I  went  shopping  this  morning.  I  was  push 
and  shoved  and  shoved  and  pushed!  (Mischievous  wt 
to  audience.)  I'm  going  back  again  tomorrow! 

dame  (to  principal  boy):  You  look  so  different  with  yc 
clothes  off. 

principal  boy:  But  I've  got  my  clothes  on! 

dame:  Yes,  but  I'll  bet  you  look  different  with  'em  0 

When  the  dame  is  on  stage,  gags  about  knick« 
(underpants)  and  bums  (bottoms)  abound,  and  there  1 
goosings  aplenty.  American  fans  of  the  British  TV  ser 
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You  Being  Served?,  shown  for  years  on  PBS,  will 
ognize  the  character  called  Mrs.  Slocum  as  a 
ne  (though  the  actress  is  female);  the  tip-offs  are  her 
ibashed  man-hunger  despite  her  age,  the  constant 
nging  of  her  hair  color  from  one  bizarre  shade  to 
ither,  and  her  frequent  references  to  her  pussy,  which 
tie  until  you  realize  she's  talking  about  her  cat. 
'The  panto  we're  seeing  tonight,"  Gerald  said,  "is 
k  Whittington,  which  as  you  know  is  about  a  boy  from 

country,  poor  but  ambitious,  who  hears  the  bells  of 
idon  teuing  him  that  someday  he'll  be  lord  mayor.  It's 
ladler's  Wells." 

[  found  the  production  entertaining,  but  I  noticed 
iy  on  that  Gerald  was  twitching  in  his  seat.  "No!" 
muttered.  "No,  no,  no!"  When  the  lights  went  up 
intermission,  I  saw  his  face  was  red.  "This  is  not 
ito!"  he  fumed. 

'It  isn't  vulgar  enough,"  Philippa  said,  "and  it  takes  it- 
too  seriously.  In  real  panto,  for  example,  you'll  have 
:rvals  of  pure  nonsense.  In  the  midst  of  a  love  scene, 
>  comics  will  come  in  and  do  a  sloppy-wallpapering 
:,  with  paste  flying  in  every  direction.  It  has  nothing  to 
with  anything,  but  it's  sidesplitting.  That's  the  trouble 
h  tonight:  no  nonsense." 

'It's  pure  Andrew  Lloyd  Webber,"  Gerald  groused 
dinner  afterward.  "Too  slick  by  half.  I  should  have 
>wn.  Londoners  think  they're  too  sophisticated  for 
ito,  so  Sadler's  Wells  felt  they  had  to  tone  this  one  up." 
'The  whole  point  of  panto,"  Philippa  said,  "is  pre- 


dictability. It's  always  done  the  same  way,  with  the  same 
characters  and  routines,  so  the  audience  knows  it  all  by 
heart  and  can  join  in  and  recite  the  lines  the  audience 
always  gets  to  recite.  It's  great  fun.  But  tonight,  because 
they  translated  Dick  out  of  panto  and  into  the  Broadway 
musical  mode,  the  audience  mostly  just  sat  there  with 
nothing  to  do." 

"To  see  the  real  thing,  the  real  panto,"  Gerald  said, 
"one  has  to  get  out  into  the  provinces — Manchester, 
Liverpool,  Sheffield....  That's  where  they  really  love 
panto  and  the  panto  traditions  are  still  strong." 

I  mentioned  that  the  following  morning,  as  it 
happened,  we'd  be  taking  a  train  to  Durham,  in  north- 
ernmost England,  to  visit  our  friend  Beth. 

"Durham,  brilliant!"  Gerald  said.  "Newcastle  is  a  half 
hour  away.  See  what's  playing  at  the  Theatre  Royale  in 
Newcastle.  They're  sure  to  have  a  genuine  panto." 

When  I  told  Beth  I  wanted  to  check  out  the  panto 
situation  in  Newcastle,  she  seemed  dubious  at  first  but 
called  the  theater  and  got  us  three  matinee  tickets  for 
Snow  White. 

Newcastle's  gracious  old  Theatre  Royale  was  jammed 
with  Geordies,  as  local  people  are  called.  Seated  on  all 
sides  of  us  were  mobs  of  wiggling,  eager,  fresh-faced 
English  children  from  five  or  six  on  up,  accompanied 
by  parents  and  grandparents  and  aunts  and  uncles  who 
themselves  had  been  raised  on  panto.  Gerald  had  said  he 
remembered  from  his  youth  the  distinctive  odor  of  a  panto 
audience — a  blend  of  orange  peel  and  pee.  The  custom 
was  for  kids  to  get  oranges  in  their  Christmas  stockings 
and  to  eat  them  when  they  went  to  see  the  panto.  The 
peeing  was  the  effect  of  unbearable  excitement  on  young 
bladders.  I  couldn't  help  but  sniff  now  and  then,  but  from 
what  I  could  tell,  the  kids  were  eating  candy  and,  at  least 
in  our  section,  faultlessly  continent. 

When  the  curtain  went  up,  it  was  instantly  clear,  even 
to  me,  that  this  production  was  in  the  good  old  panto 
groove,  with  the  audience  totally  oriented  and  screaming 
its  lines  on  cue. 

"Who  is  the  most  beautiful  creature  in  all  the  land?" 
Snow  White's  wicked  aunt,  Queen  Lucretia,  demanded 
of  her  servant. 

"The  most  beautiful  creature,"  he  sniveled,  "is  Queen 
Lucretia!" 

The  red-lit  villainess  turned  to  the  audience.  "And  who 
do  you  think  is  the  most  beautiful,  eh?" 

"SNOW!  WHITE!"  the  audience  roared  in  a  unison  so 
fervent  it  made  the  Nuremberg  rallies  of  the  1930s  seem 
diffident  by  comparison. 

"Bah!  I  will  consult  my  magic  mirror.  The  mirror 
never  lies.  Mirror,  there's  no  one,  is  there,  who  can  hold  a 
candle  to  my  beauty?" 
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mirror:  Oh  yes  there  is! 
queen:  Oh  no  there  isn't! 
audience:  Oh  yes  there  is! 
queen:  Oh  no  there  isn't! 
audience:  OH  YES  THERE  IS! 
queen  {stamping  foot):  There  isn't!  There  isn't! 
There  isn't! 

audience:  THERE  IS!  THERE  IS!  THERE  IS! 
QUEEN  {craftily  reversing):  There  is!  There  is!  There  is! 
audience  {pretending  to  be  duped):  THERE  ISN'T! 
THERE  ISN'T!  THERE  ISN'T! 

queen  {with  malevolent  satisfaction):  Gotcha! 

The  audience  exploded  with  laughter,  a  hall  full  of  oth- 
erwise staid  Brits  delighting  in  having  yelled  their  heads 
off  in  public.  I  was  reminded  of  The  Rocky  Horror  Picture 
Show,  which  with  its  dialogue  between  the  audience  and 
the  stage  and  its  cross-dressing  is  yet  another  panto 
derivative. 

Muddles,  the  lovable  fool,  is  quizzed  by  the  queen. 
"Tell  me,  Muddles,  have  you  seen  my  niece?"  "No,  I  can't, 
your  dress  is  too  long."  "You  are  a  good  friend  of  Snow 
White's,  are  you  not?"  "Righto."  'You  would  do  anything 
for  her?"  "Righto."  "Why  do  you  keep  saying  'Righto'?" 
"Because  you're  standing  on  me  right  toe."  "Idiot,  how 
dare  you!"  "Sorry,  love."  "Don't  call  me  love.  Just  kneel!" 
"Sorry,  Neil." 

The  audience  had  heard  these  ancient  gags  many  times 
before  and  would  have  been  irate  if  they  hadn't  heard 


them  again  that  afternoon. 

But  was  this  the  real  panto,  I  wondered  as  we  left  t 
theater?  Snow  White's  prince  was  played  by  a  young  ma 
not  the  traditional  cross-dressing  leggy  girl.  And  whe 
was  the  sloppy-wallpapering  scene? 

I  mentioned  these  misgivings  to  friends  we  were  visi 
ing  the  following  week,  and  they  suggested  I  conta 
Caterina  Loriggio,  a  young  theatrical  director  they  kne 
who  had  broad  knowledge  of  British  theater.  I  phoned  h< 
and  asked  if  she  could  point  us  to  a  truly  authentic  pant 
"They're  doing  Aladdin  out  in  Croydon,"  she  said.  Sli 
agreed  to  come  along  with  us  as  our  guest.  Croydon  is 
half  hour  out  of  London  on  the  train  but  culturally  a  wor 
away.  Caterina,  who  met  us  at  the  station,  seemed  i 
know  what  she  was  talking  about. 

"Is  this  the  real  panto?"  I  whispered  ten  minutes  aft< 
the  performance  had  begun. 

"Yes,  this  is  it.  Mind  you,  there  have  been  change 
since  I  was  a  kid.  Today,  everybody  on  stage  is  micrc 
phoned,  which  is  quite  distressing.  The  British  theater 
losing  its  voice." 

The  dame  staggered  in  on  high  heels,  wearing  a  wild 
striped  dress,  a  flame-red  wig  and  a  hat  from  which  hun 
items  of  drying  lingerie.  "There's  something  very  attrac 
tive  about  you,"  the  villain  said  to  her,  "but  I  can't  put  m 
finger  on  it."  "No,"  said  the  dame,  "and  you  ain't  going  t< 
either."  The  villain  slapped  her  on  the  bum  and  a  sire 
went  off.  Sirens,  whisdes,  explosions,  blinding  flashes  an 
puffs  of  smoke  were  much  resorted  to,  along  with  instar 
appearances  and  disappearances  via  trap  doors  and  strobe 
lit  chases  in  slow  motion. 

"Shall  I  go  into  the  Cave  of  Doom?"  Aladdin  aske 
the  audience  disingenuously.  Audience:  "NO!"  A  gho: 
appeared.  The  audience  desperately  tried  to  warn  Alac 
din,  but  he  kept  turning  the  wrong  way  and  missing  i 
"Where  is  it?"  he  cried  out.  "BEHIND  YOU!"  shrieke 
the  crowd. 

"Good,  we've  got  that  one  out  of  the  way,"  Caterin 
said  and  then  explained:  "That's  one  of  the  tradition; 
shouts  you  have  to  do." 

The  ghost  now  proceeded  to  scare  everyone,  in  tuni 
off  the  stage  except  for  the  dame.  When  the  ghost  wer 
to  frighten  her,  he  took  a  good  look  and  streaked  o 
aghast.  "The  ghost  routine,"  said  Caterina,  "is  obligatoi 
in  every  panto." 

At  intermission  my  wife  asked  why,  as  in  Sadler 
Wells'  Dick  Whittington  and  in  Snow  White,  the  princip; 
boy  wasn't  played  by  a  woman.  "Isn't  that  a  violation  of  th 
panto  tradition?" 

"Well,  it  is,"  Caterina  said.  "Panto  is  very  expensive  t 
put  on,  and  producers  want  to  draw  in  large  audiences,  s 
more  and  more  often  they  use  well-known  actors  an 
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"One  important  thing  that  panto 

does  is  to  get  new  generations  t 
come  to  the  theater.  Now  the  BBC  is 
bringing  panto  to  them  at  home,  and 

the  whole  theater  experience  is  gone 


actresses,  mainly  ones  who  are  big  on  TV.  Male  celebrities 
are  thought  to  have  the  bigger  pull,  and  the  obvious  role 
for  them  is  the  principal  boy." 

Our  last  night  we  were  to  have  dinner  with  Brian  and 
Helen,  who  live  in  the  part  of  west  London  known  as 
Fulham.  An  Australian,  Brian  had  never  seen  a  panto,  but 
Helen,  who  is  English,  had  been  raised  on  them.  When 
Helen  asked  what  we'd  been  doing,  we  told  her  of  our 
voyage  into  the  psycho-cultural  heart  of  Britain.  "Oh,"  she 
said,  "in  Richmond,  just  the  next  town,  they're  doing  the 
real  Dick  Whittington  panto.  Let's  go  see  it." 

My  wife,  who  had  until  this  moment  been  if  not 
enthusiastic  then  reasonably  acquiescent,  showed  visible 
signs  of  surfeit,  notably  a  sort  of  enlargement  of  the  white 
area  of  the  eyeballs.  But  I  was  now  deep  into  pantomania 
and  pretended  not  to  notice. 

As  do  many  pantos,  the  Richmond  Dick  Whittington 
opened  with  little  girls  in  rustic  costume  dancing  on  the 
village  green.  Into  this  idyllic  scene  burst  King  Rat,  a 
superb  villain,  dressed  all  in  black,  and  the  audience  booed 
heartily.  King  Rat  bellowed  his  despicable  intentions, 
concluding  with:  "Let  children  put  away  their  sticky 
sweets/King  Rat  is  back  and  out  upon  the  streets." 

Idle  Jack,  the  cheeky  chappie,  confided  to  the  audience 
that  the  beauteous  Alice  Fitzwarren  said  she'd  marry  him 
when  he  grew  up.  Shouts  of  skepticism  from  the  audience. 
"She  did  say  that,"  Jack  protested.  "Well,  not  quite  that, 
not  exactiy.  I  asked  her  to  marry  me,  and  she  said,  'Grow 
up,  Jack!'  "  The  whole  cast  took  a  voyage  to  Morocco, 
where  a  disagreeable  sultan  accused  Idle  Jack  of  lying. 
This  triggered  the  same  Sorry  Neil  routine  we'd  seen  in 
Snow  White.  (Jack:  "But  you're  wrong,  mate."  Sultan: 
"Don't  call  me  mate.  Just  kneel."  Jack:  "Sorry,  Neil.") 

In  the  Richmond  panto,  the  audience  was  much 
involved  in  the  workings  of  the  plot.  It  unfailingly  warned 
the  hero  of  King  Rat's  approach  with  boos  and  hisses  and, 
at  the  urging  of  Fairy  Bowbells,  cheered  Dick  on — a  far 
cry  from  the  disenfranchised  audience  at  Sadler's  Wells' 
slick  Dick.  At  the  end,  Fairy  Bowbells  pronounced  the 
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most  terrible  punishment  on  King  Rat — she  wou| 
make  him  good.  "No,  no,  anything  but  that!"  he  crie 
but  was  philanthropized  nevertheless.  "I — I — I  love  yi 
all!"  he  gushed. 

That  evening,  back  at  the  hotel,  I  flicked  on  the  TV. 
voice  announced  that  a  panto  production  of  Cinderet 
was  about  to  begin.  It  was  wonderful.  The  cast  seemj 
extraordinary,  especially  Cinderella's  wicked  stepmotfy 
played  with  evil  panache  by  a  veteran  stage  and  fil 
actress,  the  elegant  Sian  Phillips.  The  next  mornin 
I  phoned  Caterina  from  the  airport.  "It  was  the  greatest 
I  burbled.  "The  good  fairy  was  played  by  a  man,  and  tl 
Ugly  Sisters  even  did  the  sloppy-wallpapering  routine 

"That  was  the  BBC,"  Caterina  snapped.  "Of  coursei 
was  good.  They  can  afford  to  hire  an  all-star  cast.  Near 
all  those  actors  were  TV  celebrities.  Plus,  the  BBC  q 
edit  the  good  bits  together  so  it's  slick.  It's  bad  for  pant 
One  very  important  thing  that  panto  does  is  to  get  ne 
generations  of  people  to  come  to  the  theater.  Now  tl 
BBC  is  bringing  panto  to  them  at  home,  and  the  who 
theater  experience  is  gone." 

As  our  plane  headed  out  over  the  Atlantic,  I  reflects 
for  awhile  on  panto's  vivacity,  its  flat-out  commitment  1 
fun,  its  sophisticated  use  of  bad  taste,  its  delight  in  hum* 
nature  and  its  gift  for  speaking  simultaneously  to  all  age 
Then  I  had  another  thought.  "You  know  what  might  1 
nice?"  I  said  to  my  wife.  She  lowered  her  glasses  an 
turned  to  me,  expressionless.  "Now  that  we  know  somt 
thing  about  panto,  we  could  come  back  in  a  year  or  tv> 
and  really  do  it  right... get  out  there  where  the  pantc 
are  really  authentic.  You  know,  out  where  they  nev< 
skip  the  wallpapering  routine  and  the  principal  boys  aj 
allowed  to  be  girls  " 

My  wife  looked  amazed.  "If  you  think  for  one  minute 
she  said,  as  if  exerting  tremendous  self-control,  "that  I  ai 
going  to  spend  my  Christmas  holidays  in  Mancheste 
Liverpool  and  Bognor  Regis  in  pursuit  of  the  perfet 
panto..." 

I  got  her  gist.  "Sorry,  Neil,"  I  said.  • 
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Eighty  years  late,  the  last  czar  is  put  to  res 


Last  August,  the  Russian  Orthodox  Church  took  the  low 
awaited  step  of  canonizing  Czar  Nicholas  II  and  I. 
family,  who  were  savagely  murdered  in  the  Russian  t<yu 
of  Ekaterinburg  in  1918  by  their  Bolshevik  captors.  71 
bodies  of  Nicholas,  his  wife  Alexandra,  their  childn 
and  their  closest  attendants  were  burned  and  mutilatl 
after  their  assassination.  For  decades  the  bodies  lay 
a  shallow  grave  in  a  forest  outside  the  city.  It  wast 
until  theipyos  that  a  local  geologist  and  a filmmaker  beg 
to  search  for  and  eventually  found  the  burial  site,  thou^ 
the  political  climate  of  the  time  hardly  allowed for  the 
to  publicize  their  findings. 

But  as  Russian  communism  began  to  weaken  and cru, 
ble,  that  climate  changed,  and  in  1991  all  but  two  of  t. 
skeletons  were  exhumed.  Extensive  DNA  testing  was pe 
formed  and  positive  identifications  made  (though  tht 
identifications  were  and  continue  to  be  contested  by  the  sat 
Russian  Orthodox  Church  that  presided  over  the  recent  cai 
onization).  Nevertheless,  on  July  ij,  1998 — 80  years  to  t. 
day  after  the  murders,  and  in  a  Russia  that  had  just  unde 
gone  the  radical  change  from  communism  to  democra 
under  Boris  Yeltsin — the  bodies  were  flown  to  the  impen 
capital  of  St.  Petersburg  and finally  laid  to  rest. 

Among  the  many  descendants  of  the  imperial family 
attendance  was  Prince  Nicholas  Romanov,  a  cousin 
Nicholas  II  and  head  of  the  Union  of  the  Members  of  t\ 
House  of  Romanov.  Herewith,  his  personal  account  of  ti 
days  leading  up  to  the  formal  interment  of  his  relatives. 

— The  editof 


Wednesday,  July  15 

Yesterday,  after  a  brief  rest  at  the  Astoria  Hotel,  I  wei 
to  the  cathedral  where  the  burial  ceremony  will  tat 
place.  The  interior  was  a  beehive  of  activity.  Carpentefi 


y  Prince  Nicholas  Romanov 


ctricians,  masons,  cleaning  people  busily  dashing 
•unci.  I  felt  quite  at  home,  almost  as  if  I  were  directing 
|  redecoration  of  my  house.  They  were  changing  the 
hting  of  the  old  imperial  tombs.  "Much  better  now," 
ffered.  To  be  able  to  nose  around,  ask  questions  and 
:asionally  give  advice — how  odd. 
Months  ago  members  of  the  family  decided  it  would 
proper  to  honor  those  who  defended  the  city  against 
|  Nazi  siege  of  Leningrad,  and  today  we  are  placing 
vreath  in  their  memory.  Our  decision  was  warmly 
:eived,  and  soon  it  became  an  event  of  deeper  signifi- 
lce,  with  Governor  Yakovlev  of  St.  Petersburg  present, 
:  army  taking  part  and  the  press  watching. 
At  about  9:30  a.m.,  a  bus  takes  us  to  Piskarevskoe 
emorial  Cemetery  across  the  river.  We  number  about 
First  we  visit  the  Defense  of  Leningrad  Museum, 
lere  we  see  the  tragic  diary  of  schoolgirl  Tanya  Savit- 
sva,  who  registered  the  deaths  in  her  family.  The  last 
a;e's  entry:  "Now  Tanya  is  alone."  But  of  course  the 
or  girl  died,  too.  I  usually  preach  that  the  past  should 
left  to  historians.  So  I  know  that  I  contradict  myself 
ten  I  say:  A  Russian  cannot  simply  forgive  and  forget. 
It's  time  to  lay  down  our  flowers.  We  slowly  follow 
;  wreath-bearers.  The  governor  and  I  lead  the  family 
st  the  burial  places  of  more  than  490,000  fallen  civil- 
is  and  warriors  who,  defending  their  Leningrad,  saved 
r  St.  Petersburg.  Fifty  paces  from  the  monument,  the 
vernor  lets  me  follow  two  of  the  soldiers  alone.  After 
I  wreath  is  laid,  I  approach,  bow  and  rearrange  the 
bon.  "To  the  defenders  of  the  Hero-City,  from  the 
imanovs,"  it  reads. 

Back  at  the  Astoria  that  evening,  someone  whispers  in 
I  ear  that  Yeltsin  is  due  to  arrive  tomorrow.  I'm  asked 
t  to  tell  anyone. 


Thursday,  July  16 

For  months,  the  arrival  of  the  remains  from  Ekaterinburg 
has  been  the  subject  of  constant  discussions.  Numerous 
changes  have  been  made  with  regard  to  the  number  of 
aircraft  to  be  used,  the  date  and  estimated  time  of  their 
arrival,  and  the  number  of  Romanovs  asked  to  be  present 
at  Ekaterinburg  and  Pulkovo,  the  St.  Petersburg  airport. 

When  the  time  finally  comes,  we  are  ready,  but  the 
planes  are  delayed  and  we  wait  and  wait.  We  are  easy  prey 
for  correspondents  and  TV  producers,  who  corner  us  in 
the  lounge  of  the  Astoria.  American  media  are  interested 
in  Paul  Ilyinsky,  the  mayor  of  Palm  Beach,  Florida,  whose 
father  was  Czar  Nicholas's  first  cousin;  others  are  after 
me.  I  repeat  the  leitmotif  that  has  served  me  for  several 
days:  "We  are  not  only  burying  the  last  czar,  we  are  also 
burying  the  most  tragic  and  bloodstained  pages  of  our 
history.  Now  let  us  leave  them,  and  many  others,  in  the 
hands  of  historians  and  scholars  and,  from  now  on,  look 
towards  the  future  of  Russia." 

At  last  our  bus  leaves  St.  Isaac's  square,  led  by  a  police 
car  following  the  same  route  the  cortege  will  take  on  the 
way  back.  Upon  our  arrival  we  wait  in  silence  in  the 
lounge  and  do  our  best  to  avoid  smiling,  as  a  photo- 
grapher may  be  lurking  somewhere.  When  the  ceremony 
is  about  to  begin,  I  gather  up  the  family,  take  the  lead 
and  walk  right  up  to  the  end  of  a  long  red  carpet.  I  ask 
Constantine  Melnik,  grandson  of  the  imperial  family's 
physician,  Dr.  Botkin,  to  stand  at  my  right.  The  rest  of 
the  family  lines  up  facing  the  carpet  in  mild  disorder.  The 
sun  disappears  now  and  then  behind  fast-moving  clouds, 
blown  by  a  light,  cool  wind. 

The  first  plane  has  already  landed;  the  second,  a  four- 
jet  military  transport  bearing  the  nine  coffins,  is  close. 
Its  downward-sloping  wings  undulate  as  it  slowly  taxis 
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toward  us  and  stops  with  its  left  wing  tip  barely  above 
my  head.  The  deafening  noise  ends,  the  black  portal 
opens  up  and  a  ramp  edges  to  the  ground.  The  coffins 
will  be  taken  down  by  mortuary  attendants  who  will  place 
them  on  four-post  stretchers  and  carry  them  slowly 
toward  us  before  putting  them  on  the  small  table  in  front 
of  me.  The  coffin  of  the  czar's  manservant,  Alois  Trupp, 
is  the  first  to  be  taken  out. 

The  fourth  coffin  to  arrive  in  front  of  me  is  that  of  Dr. 
Botkin.  His  grandson  drops  to  his  knees.  Until  now  my 
feelings  have  been  impersonal,  distant  and  unreal — seen 
through  the  unpolished  glass  of  history.  But  this  tragedy, 
so  far  removed  in  time,  has  finally  caught  up  with  me  and 
become  reality. 

The  next  coffin  is  that  of  the  youngest  daughter  of 
the  czar,  Anastasia.  It  occurs  to  me  as  I  watch  it  pass  that, 
along  with  her  bones,  we  are  laying  to  rest  70  years  of 
argument  and  mystification.  Paul  appears  at  my  side.  He 
grabs  my  left  hand  and  holds  it  in  a  very  strong  grip;  for 
the  first  time  in  my  life  I  hold  hands  with  another  man. 
"Imagine  our  parents  seeing  this,"  he  whispers,  and  then, 
as  an  afterthought:  "I  know  my  father  is  here  with  me." 

With  bowed  heads,  we  see  the  other  imperial  coffins 
pass  by.  I  bow  even  deeper  when  a  coffin  with  the  yellow 
imperial  standard  is  placed  in  front  of  me.  How  close,  at 
this  moment,  is  that  tragic  empress  that  I  have  read  so 
much  about.  I  would  like  to  say  to  her:  "Forgive  me,  as  I 
have  often  judged  you  too  harshly." 

While  the  band  plays  the  ancient  national  hymn,  "Ko/j 
Slaven" — "How  Glorious  Is  Our  Lord  in  Zion" — the 
czar's  coffin  arrives.  We  watch  in  total  silence.  Slowlv  he 
is  taken  away  by  officers.  On  his  coffin,  under  the  impe- 
rial standard,  is  emblazoned  a  saber  and  its  scabbard. 

In  the  distance  we  see  Col.  Phillips  and  the  Scots  Greys, 
who  have  come  at  the  request  of  the  Queen,  saluting, 
swords  drawn.  We  hear  the  pipe  major's  lament.  It's  called 
"Coming  Home." 

Friday,  July  17 

I  wake  up  earlier  than  usual.  Yesterday  had  moments  of 
great  tension,  deep  sadness  and  awareness  of  being  a  part 


Back  a 


that  Yeltsin  is  due 


of  Russia's  tragic  history.  Today  I  feel  different.  Rath 
than  sadness,  there  is  a  feeling  of  subdued  jov  at  havir 
done  my  duty.  They  are  here  now.  Today  we  will  bu 
them,  and  rejoice  at  the  thought  that,  at  last,  they  will  re 
in  peace  together. 

A  crowd  of  family  and  guests  gathers  in  the  lobby  < 
the  Astoria  and  spills  onto  the  sidewalk  outside.  Paul  ar 
I  answer  the  media's  questions.  We  wait  and  wait.  Whe| 
are  the  two  buses  with  the  Romanov  crest? 

Yeltsin  is  to  arrive  shortly,  and  the  delay  is  apparent 
caused  by  new  security  issues.  When  the  buses  are  final 
brought  to  the  hotel,  great  pains  are  taken  to  prevel 
unauthorized  people  from  boarding.  Two  mysteriom 
ladies,  overdressed  in  all-white  clothing,  are  bluntly  to) 
to  get  out.  I  glance  over  at  a  bemedaled  man,  also  in  whit 
wearing  a  bonnet  on  his  head.  On  his  tunic  I  notice 
Maltese  cross.  His  uniform  is  outrageously  garish.  I  tfi 
a  member  of  our  security  detail  that  the  uniform  of  tl 
Knights  of  Malta  is  not,  in  fact,  white,  and  that  it  migli 
be  interesting  to  see  if  this  man  has  an  invitation.  He  h; 
none.  He  is  one  of  the  newest  impostors — The  next  heir 
the  throne  of  Russia!  A  son  of  Czarevitch  Alexei!  He  is  nc 
admitted  onto  the  bus,  though  as  the  rest  of  us  board 
observe  him  being  eagerly  interviewed  by  two,  probab 
Russian,  journalists. 

With  the  police  car  in  front  of  us  we  swiftly  cross  tlj 
Neva.  At  the  head  of  the  bridge  are  policemen  and  met 
detectors.  We  enter  the  St.  Peter  and  Paul  Cathedral in 
a  side  door  and  line  up  between  two  pillars,  on  the  rig! 
side  of  the  catafalque.  I  choose  a  commanding  positio 
at  the  far  right  against  the  pillar,  with  Prince  Michael  ( 
Kent,  a  great-grandnephew  of  Alexandra,  on  my  lef 
Near  the  other  pillar  is  Huno  of  Oldenburg;  between  i 
in  the  front  row  are  the  eldest  members  of  the  family,  £ 
well  as  Dr.  Botkin's  grandson.  Younger  Romanovs,  wive 
children  and  grandchildren  troop  behind  the  first  rov 
organized  more  or  less  in  groups  of  immediate  famih 
Opposite  us  are  diplomats  from  all  over  the  world,  Rus 
sian  government  officials,  business  and  cultural  leader: 
important  academics  and  a  host  of  others. 

Yeltsin  is  on  his  way.  A  protocol  man  appears  and  tel 
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kstoria. 


someone  whispers 
ive  tomorrow.  I'm  asked  not  to  tell  anyone. 


that  I  must  be  on  hand  to  greet  the  president.  I  glance 
rince  Michael,  and  the  man  nods:  Yes,  him  too.  I  tell 
:hael  that  since  I  am  technically  "at  home,"  whereas  he 
foreign  prince,  he  should  be  the  first  to  greet  Yeltsin. 
:hael  disagrees.  I  reply  that  I  will  consult  the  protocol 
I  No,  it  must  be  me,  is  his  answer. 
?ime  to  go.  Through  the  open  door  I  see  several  escort 

pass  and  a  huge  limousine  stop.  Yeltsin  is  with  his 
:  and  Governor  Yakovlev,  and  walks  toward  me.  We 
ce  hands.  I  welcome  him,  saying  that  the  family  and 
z  happy  to  see  him  here  on  this  solemn  occasion.  "It 
ly  duty  as  a  man,  and  as  the  head  of  state,"  he  replies, 
ss  Naina  Yeltsin's  hand,  while  her  husband  shakes 
ds  with  Michael — who,  it  occurs  to  me,  looks  more 
nanov  than  any  of  us. 
Ve  return  to  our  places. 
:  president,  his  back 
he  iconostasis,  faces 

catafalque,  climbs 

steps  and  begins  his 
:ch.  He  speaks  force- 
/  and  slowly,  in  a  deep 
tone  voice;  he's  almost 
wling.  What  he  said 
:hat  day  is  now  public 
wledge,  but  how  he 
1  it  isn't.  I'll  never 
;et  his  public  condem- 
ion  of  the  horrible 
iterinburg  crime  and 
v  he  stood  there,  his 
d  bent  in  silence, 
rhe  religious  service 
onducted  by  Father 
is  Glebov  and  a  dozen 
;sts  and  deacons.  By 
er  of  the  Patriarch,  no 
tier-ranking  prelate  is 
sent,  and  the  names 
he  dead  are  not  men- 
led  during  the  entire 


service.  The  prayers  are  for  "those  whose  name  God 
knows."  A  shameful,  if  typical,  display  of  ecclesiastic 
hypocrisy.  Since  the  Synod  of  Bishops  has  contested  the 
identification  of  the  remains,  I  suppose  I  can  understand 
its  reasoning:  Mentioning  the  dead  by  name  would 
contradict  its  official  position.  Still,  it  could  have  found 
another  way. 

During  the  service,  as  the  candles  drip  their  wax,  many 
cross  themselves.  Naina  Yeltsin  is  visibly  shaken  and 
seems  to  be  crying.  I  learn  that  behind  the  Romanov  flank 
is  standing  none  other  than  General  Lebed,  now  the  gov- 
ernor of  Krasnoyarsk.  He  was  blocked  at  the  Ioannovsky 
Bridge  but  simply  shouted  that  he  was  General  Lebed  and 
jumped  the  barrier,  paratrooper-style.  When  challenged 
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le  door  of  the  cathedral  he  did 
same.  Once  inside  he  decided  to 
d  behind  us.  A  casual  choice — or 
nal  perhaps?  My  brother,  Dimitri, 
him,  bows,  and  Lebed  bows  back, 
'he  service  ends,  and  all  the  cof- 
are  taken  to  the  chapel  and  low- 
into  the  crypt.  When  the  coffin 
zar  Nicholas  passes  me,  I  put  one 
:  on  the  floor. 

ibout  two  dozen  family  members 
a  few  of  our  guests  accompany 
nto  the  St.  Catherine  Chapel.  A 
e  bowl  of  sand  faces  the  open 
it.  Father  Glebov  says  a  final 
er,  and  then  I  step  forward,  take 
mdful  of  sand  and  throw  it  so  as  to 
ad  it  on  all  the  coffins  at  my  feet. 
;p  aside  to  let  Dimitri  do  the 
e,  and  the  rest  of  the  family  and 
relatives  of  Dr.  Botkin  and  the 
:rs  follow  him.  I  greet  Father 
30V  and  we  kiss  thrice, 
'he  workers  who  will  now  close 
crypt  have  arrived  with  a  make- 
:  apparatus  that  will  lift  the  huge, 
mgular  cement  slabs.  I  stand  at 


the  far  right,  by  the  wall,  with  two 
young  sons  of  my  cousin  Rostislav 
before  me.  The  cable  lifting  the  slabs 
seems  worrisomely  thin.  And  then  it 
happens:  While  the  third  one  is  being 
lowered,  the  cable  snaps  and  the  slab 
falls  slightly  sideways,  chopping  off 
parts  of  its  corners.  I  step  back  half 
a  pace,  taking  the  two  boys  with  me. 
Workers  rig  another  cable,  lift  the 
damaged  slab  and — at  risk  of  losing 
their  hands — sweep  away  the  frag- 
ments of  cement,  the  slab  swinging 
perilously  close.  The  last  of  them  are 
then  lowered,  and  a  temporary  mock- 
marble  cover  is  placed  atop  them  with 
a  mock-marble  altar  situated  over  it. 
The  wreath  of  the  Romanov  family  is 
placed  against  the  altar. 

The  family  members  and  their 
guests  are  assembled  in  the  St. 
Catherine  Chapel  when  President 
Yeltsin  enters  with  his  wife.  They 
turn  and  face  the  altar,  and  bow  in 
silence,  with  their  hands  on  their 
chests.  This  image  is  the  one  that  will 
be  used  most  in  the  press,  and  indeed 


no  image  better  symbolizes  the  con- 
clusion of  this  tragic  8o-year  period — 
80  years  to  the  day. 

New  Russia,  in  the  form  of  its 
president,  bows  in  front  of  the  grave 
of  the  imperial  family,  murdered  by 
communists;  Old  Russia,  represented 
by  the  Romanovs,  stands  almost 
reassuringly  around  the  president, 
bearing  witness  to  his  homage. 

Yeltsin  turns  and  walks  toward 
me.  I  take  both  his  hands  in  mine 
and,  holding  them  for  a  while,  repeat 
how  grateful  the  family  and  I  are  for 
his  presence.  While  I  thank  his  wife, 
Yeltsin  shakes  hands  with  my  brother 
and  a  few  other  family  members. 
Naina  Yeltsin  turns  her  attention  to 
the  younger  ones.  My  granddaughter 
Nicoletta  still  recalls  the  truly  sad- 
dened face  of  Russia's  first  lady  when 
shaking  hands  with  her.  The  presi- 
dent and  Mrs.  Yeltsin  leave,  and  the 
Romanovs  slowly  follow  them,  filing 
out  into  the  sunlit  Cathedral  Square. 

And  so,  finally,  we  have  done  it. 
We've  done  it.  • 
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1.  A  night  in  the  Lincoln  Bedroom  2.  A  good  tire-pressure  gauge  3.  An  Arabian  horse  from  Egypt  4.  Truffll 
5.  Parducci  Petite  Sirah  6.  A  colonoscopy  7.  AAA  Plus  8.  Gap  Kids  9.  Cremation  lO.Carrai 
marble  11.  Fiji  bottled  water  12.  Private  balcony  at  the  Monaco  Grand  Prix  13.  Quies  brand  Fren 
earplugs  14.  A  good  haircut  15.  The  lobster  club  sandwich  at  Le  Cirque  2000  16.  A  boat  trip  through  t 
£   %       Grand  Canyon  17.  Pelikan  fountain  pen  18.Viagra  19.  A  surprise  party  20.  Side-impact  air  bfl 
21.  Nepenthe  at  Big  Sur  22.  A  good  baby-sitter  23.  Felco  pruning  shears  24.  Tickets  to  se 
Tiger  Woods  at  the  Masters  25.  Paul  Stuart  blazer  26.  The  Arizona  Biltmc 
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27.  A  farewell  dinner  28.  Any  Ducati  motorcycle 

29.  Piedmontese  steak  30.  Pane  e  Vino  restaurant,  L.A.  31.  The  Four  Seasons 
Hotel,  Las  Vegas  32.  A  Riva  wooden  boat  33.  Duracell  batteries  34.  Any 
pre-1970  12-cylinder  Ferrari  35.  HealthRider  treadmill  36.  Winchester  73  carbine 
37.  Tattoo  removal  38.  Chemex  coffeemaker  39.  Mclaren  stroller  40.  A  great 
immock  41.  Stanley  steel  thermos  42.  Kryptonite  bike  lock  43.  An  In-N-Out 
ger,  L.A.  44.  Breitling  stopwatch  45.  A  cab  ride  home  from  the  bar  46.  Mach  3  razor 
Motion  detectors  48.  The  Greek  Isles  49.  Riedel  wineglasses  50.  A  renowned  cardiologist 
Condoms  52.  Lifejackets  53.  A  genuine  cast-iron  skillet  54. Teeth  bleaching  55.  Hermes 
d'Orange  Verte  cologne  56.  "Dominator"  Bell  Helmet  57.  Loro  Piana  cashmere  58.  A  good  tailor 
Unlined  Italian  leather  gloves  60.  Mason  Pearson  hairbrushes  61.  Creme  de  la  Mer  face  cream  62.  Altus 

ominal  exerciser  63.  Classic  hardcover  children's  books  64.  Personalized  Cartier 
stationery  65.  Nuteiia  66.  sid  boot  warmers  67.  Piano  lessons  68.  Rhodia 

graph  paper  69.  U.S.  Geological  Survey  maps  70.  Hungarian  goose-down  bedding 

71 .  Reflexology  foot  massage  72. Transferring  home  movies 

tO  videO  73.  Saffron  74.  Purell  hand  sanitizer  75.  Pilates  classes  76.  A 
powerful  humidifier  77.  A  family  reunion  78.  A  clay  tennis 
court  79.  Wooden  clothes  hangers  80.  Chanel  Nail  Colour 
81.  Lowa  hiking  boots  82.  A  gas-fueled  lighter  83.  Genuine 

Pendleton  blanket  84.  Chameaux  'wellies"  85.  Orvis  rolling  duffel 

bag  86.  Satellite  TV  87.  We-no-nah  canoe  88.  The  honeymoon  89.  Andrew  Harper's 
Hideaway  Report  90.  A  view  91.  Fuji  film  92.  John  Deere  lawn  tractor  93.  Domke  camera 
§4.  A  New  York  pied-a-terre  95.  Premium  unleaded  96.  Emerald  earrings  97.  Insta-shine 
Veuve  Clicquot  La  Grand  Dame  Champagne  99.  Sunblock  100.  Your  children  • 
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incomparable  image  quality.  In  this  case,  digital  image  quality.  Features 
exceptionally  precise  auto  focus,  auto  exposure  and  auto  flash  modes  with 
f/2.8,  ISO  800  sensitivity  for  perfectly  exposed  images  under  all  conditions. 
Even  shoots  video  sequences  up  to  80  sec.  with  recorded  sound!  For  more 
info  call  1-800-222-0118  or  visit  www.leica-camera.com/usa 


my  point  of 


LIMITED  RELEASE 

Polish  Luxury  Vodka  Gift  Set 

A  true  Old  W^orld  masterpiece 


The  Pplish  Luxury  Vodka  Gift  Se(  is  a  specially  commis- 
sioned work  o!  an  thai  will  be  treasured  by  anyone  lor- 
lunate  enough  lb  rcecive  one.  Inside, 
hand-cast  iron  scrollwork  holds  a  bottle  of  Chopin 
and  a  bottle  of  Belvedere  luxury  vodka  in  its  proud 
embrace.  Outside,  a  masterful  rendering  by  artist 
David  Rowers  depicts  Polish  farmers  as  they  harvest  the 
rye  and  potatoes  destined  for  vodka  greatness.  This  is  a 
rare  treasure  lor  luxury  vodka  aficionados  ever) "where. 


ZHBEEEO 


You  may  order  the  Polish  l  uxury  Vodka  Gill  Set  by  calling 
(800)  2  58-437  5,  visiting  www.800sjnriis.eom 
on  the  WI  B.  or  by  visum);  your  lavorite 
purveyor  of  line  spirits 


Godiva,  the  World's  Premier  Chocolatier,  invites  you  to 
celebrate  Christmas  with  the  ultimate  indulgence.  Select  the 
perfect  gifts  for  your  family  and  friends  from  our  Holiday 
Collection  of  luscious  chocolates  and  truffles. 


GODIVA 


'  To  locate  a  boutique  near  you  or  to  send  a  gift, 
call  1-800-9  GODIVA  or  visit  www.GODlVA.com. 
Also  available  in  finer  department  Stores. 


Reducovet 
yourself  in 
paradiac  at  one 
xofSiiperCtubj'tbrtt 
1  magnificent  Grant)  Lido  Re.mrt.i. 
Been/thing  it  included,  with  no  bidden 
1  cbargej.  Even  tipping  i.<  forbidden.  A.tk 
al'out  complimentary  wedding  package*. 
Call  your  travel  titjent  or  SuperCiubtt 

'  at  ]-W-(;o-svi'>i:Rji:.xt.  fm. 


What  could  be  more  luxurious  than  our  men's  cashmere  ribbed 
crewncck  sweaters  from  Scotland.  Available  in  an  array  of  col- 
ors  including  lily  blue  and  showbiz  fuchsia.  Sizes  M-XXL.  $397 


■KB  E 

faulWwurt 


Madison  Avenue  at  45th  Street  •  New  York  •  212-682-0320 
John  Hancock  Center  •  Chicago  •  312-640-2650 
800-678-8278  •  www.paulstaurt.com 


Switzerland 

www.rado.com 


Fountain  of^&&&t 

The  new  carbon  fiber  fountain  pen  from  Jory  Hysek. 
For  a  free  catalog:  800-6037583. 

UOF1G  MYSEK 


Available  ar  fine  pen  stores 
v A vw  h  ysc  kx  Otv> 


Johnston  &Muiir 


ftbd  For  Gentlemen  Since  185c 


For  L  o  t  a i i o 

1-800-445-8218 


Books 

History  in  the  unmaking;  a  suburban  apologia;  and  more 


Clockwise  from  left:  A  poster  beck- 
oning visitors  to  the  biggest  event 
of  the  era;  a  pavilion  at  78th  Street 
and  Lake  Michigan  in  1906;  The 
Twentieth  Century  Limited  leaves  La 
Salle  Street  Station  in  1939,  en 
route  to  New  York;  the  Ford  Motor 
Company  pavilion  at  the  1933  World's 
Fair;  King  Oliver's  Creole  Jazz  Band 
n  1922  (Louis  Armstrong  at  center). 


Moving  Pictures  lostchicago, 


by  David  Garrard  Lowe;  Watson-Guptill  Publications;  s 


CHICAGO 
WORLD/  FAIR 


Smack  in  the  middle  of  the 
United  States,  Chicago  is  per- 
haps our  most  quintessen- 
tially  American  city.  Unpretentious, 
friendly,  hard-working  and — yes — 
broad-shouldered,  it  long  ago 
stopped  trying  to  compete  with  its 
coastal  sisters  and  settled  comfort- 
ably into  its  own  thick  skin,  content 
to  flaunt  its  breathtaking  skyline, 
casual  sophistication  and  no-non- 


sense attitude.  The  pictures  and 
stories  in  David  Garrard  Lowe's  Lost 
Chicago,  updated  from  the  original 
version  published  in  1975,  are  of 
places  that  only  older  Chicagoans 
might  remember,  but  that  all  Chi- 
cagoans should  know  about:  the 
Stock  Yards,  the  Garrick  Theatre, 
the  Chez  Paree  and  countless  other 
monuments  to  the  city's  bustle  and 
vitality.  Having  already  rebuilt  itself 


after  the  Great  Fire  of  1871,  Chicaj 
knows  a  thing  or  two  about  arch 
tectural  reinvention.  But  over  tl 
'years,  as  it  has  become  a  mecca 
glass-and-steel  modernism,  it  hi 
unfortunately — some  would  ss 
thoughtlessly — erased  many  of  i 
most  exquisite  buildings.  Lowe 
oversized  love  letter  to  the  city  of  h 
youth  keeps  their  memory  alive. 

— Jeff  Turrentu 
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pqnired  Reading 


ALMOST  HISTORY:  Close  Calls,  Plan  B's  and  Twists  of  Fate 


in  America's  Past,  by  Roger  Bruns;  Hyperion;  $24 


(3 


)n  rainy  afternoons  given  over 
to  reflection,  as  they  enjoy 
a  second  snifter  of  brandy 
n  within  the  sanctuary  of  their 
ate  libraries,  the  gray  eminences 
)  manipulate  world  events  sigh, 
sively  spin  their  cherry  wood- 
anted  globes  and  wonder:  What 
What  if  we  had  taken  out  Fidel 
»2,  or  Saddam  in  '90?  What  if  we 
gotten  Jimmy  Carter  reelected, 
but  left  Gorby  to  languish 
in  the  lower-middle  ranks 
of  the  politburo?  And — 
dear  God! — what  if  we 
had  iet  Robert  Rubin  pur- 
sue his  real  dream,  of  play- 
ing and  singing  cabaret? 

Global  puppet-masters 
know  not  to  spend  too 
much  time  dwelling  on 
historical  hypotheticals: 
That  way  lies  madness. 
But  now  they  may  have 
little  choice,  thanks  to  a 
book  which  will  likely 
send  them  back  to  the 
decanter  for  yet  a  third, 
nerve-calming  shot  of 
Calvados.  Almost  History 
lies  the  what-if  question  to  more 
1  80  pivotal  moments  in  our 
on's  past,  from  a  military  insur- 
ion  that  nearly  overthrew  George 
shington,  to  Ulysses  S.  Grant's 
-ets  to  a  proposed  night  out  at 
d's  Theatre  with  the  Lincolns,  to 
tter  penned  by  a  young  Wilbur 
ight  requesting  some  pamphlets 
aeronautics  from  the  Smith- 
ian,  which  fortunately  obliged, 
mbers  of  the  Trilateral  Com- 
sion  may  wince  as  they  read 
how  close  things  have  come  to 
:ing  off-track — but  your  aver- 
j  non-world-dominating  history 
''en  is  in  for  a  real  treat, 
fhe  man  responsible  for  this 


delightful  volume  is  Roger  Bruns, 
whose  excruciatingly  long  job  title 
can  be  summed  up  thusly:  He  works 
at  the  National  Archives,  and  gets 
to  spend  his  days  looking  at  lots  of 
old  memos,  transcripts,  newspaper 
clippings  and  declassified  docu- 
ments. In  compiling  and  context- 
ualizing  these  primary  sources, 
Bruns  has  put  together  a  deliciously 
mind-bending  catalogue  of  Amer- 
ican history  might-have-beens. 

Some  of  the  most  provocative 
moments  in  Almost  History  are 
the  "near-misses"  that  could  have 
deprived  us  of  our  greatest  leaders 
but  for  some  fateful,  intervening 
circumstance.  In  1931,  as  he  was 
walking  across  Fifth  Avenue  in  New 
York  City,  a  taxicab  struck  Winston 
Churchill,  gashing  his  forehead, 
cracking  his  ribs  and  crushing  his 
right  foot;  in  the  hospital  he  con- 
tracted a  nasty  case  of  pleurisy.  (The 
fateful,  intervening  circumstance 
that  led  to  his  relatively  speedy 
recovery  may  have  been  the  care 
packages  of  "rare  vintages  of  pre- 
Prohibition  wine"  sent  to  him  by 
American  well-wishers.) 

But  if  you  think  Churchill  was 
tough,  Teddy  Roosevelt  was  even 
tougher:  When  the  Bull  Moose  can- 
didate was  leaving  a  Milwaukee  din- 
ner party  to  deliver  a  stump  speech 
in  October  1912,  a  would-be  assassin 
stepped  out  of  the  shadows  and  fired 
at  point-blank  range.  The  gunshot 
would  have  killed  Roosevelt  instant- 
ly, were  it  not  for  the  bulging  mass  of 
note  cards  in  his  breast  pocket  on 
which  he'd  written  his  speech  and 
which  had  stopped  the  bullet  from 
penetrating  his  heart.  The  story 
ends,  of  course,  with  TR  demanding 
to  be  taken  to  the  auditorium,  where 
he  delivered  a  50-minute  speech  as 
agitated  campaign  aides  whispered 


to  him  that,  seeing  as  how  a  bullet 
had  just  exploded  in  his  chest,  he 
might  want  to  wrap  things  up  and 
mosey  on  over  to  the  hospital. 

Bruns  has  also  dug  up  some 
incredible  speeches  and  memos  that 
are  by  turns  chilling,  touching  and 
absurd.  The  book  opens  with  a  note 
hastily  handwritten  by  Dwight  D. 
Eisenhower  on  June  5,  1944:  a  very 
brief  speech  accepting  full  responsi- 
bility for  the  failure  of  the  invasion 
of  Normandy.  It's  horrifying  to 
imagine  Ike  delivering  the  curt, 
emotionless  message,  though  his 
willingness  to  shoulder  the  blame 
had  the  mission  met  with  disaster  is 
a  crisp  reminder  of  his  basic  in- 
tegrity. A 1969  Nixon  speech  penned 
by  William  Safire  alerting  Amer- 
icans to  the  tragic  loss  of  astronauts 
Neil  Armstrong  and  Buzz  Aldrin — 
whose  safe  return  to  earth  after  the 
moon  shot  was  far  from  a  sure 
thing — is  a  beautiful  and  fitting 


CLOSE  CALLS,  PLAN  B's,  AND  TWISTS 
OF  FATE  IN  AMERICA'S  PAST 


)N'S  CANCELLED  SPEECH  ON  THE  POSSIBLE 
K^J)EATH  OF  APOLLO  XI  ASTRONAUTS 
EISENHOWER'S  APOLO(,\  FOR  l)-DA\  FAILURE 
FBI  MEMO  ON  THE  DEPORTATION  OF  JOHN  I  FNNON 

AND  DOZENS  MORE 
ACTUAL  GOVERNMENT  DOCUMENTS 

ROGER  BRUNS 

INTRODUCTION  BY 

DOUGLAS  BRINKLEY 
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memoriam,  worthy  of  heroes.  Way 
over  at  the  other  end  of  the  rhetori- 
cal spectrum,  far  from  poetry,  is  a 
1962  Civil  Service  memo  outlining 
the  steps  to  be  taken  by  federal  em- 
ployees after  a  nuclear  attack.  (In  the 
event  of  the  end  of  the  world,  they 
were  supposed  to  go  to  the  nearest 
post  office  and  fill  out  a  card.) 

Still  other  passages  point  out  those 
instances  in  which  we  fatuously  refuse 
to  recognize  history  when  it  actually 
is  being  made.  That  august  newspa- 
per of  record,  The  New  York  Times, 
entered  the  stratosphere  of  smugness 
when  it  mocked  scientist  Robert 
Goddard's  plans  for  a  liquid-fueled 
rocket  capable  of  operating  in  the 
vacuum  of  outer  space.  In  a  1920 
editorial,  the  famed  team  of  astro- 
physicists who  make  up  the  Times 
editorial  board  declared  that  Goddard 
"does  not  know  the  relation  of  action 
to  reaction,"  and  "seems  to  lack  the 
knowledge  ladled  out  daily  in  high 
schools."  A  half-century  after  their 
original  editorial  ran — and  three  days 
before  the  lunar  landing — the  paper 
finally  printed  a  correction.  With- 
standing the  derisive  comments  of 
America's  most  influential  newspaper 
isn't  much  fun;  as  Bruns  points  out, 
had  Goddard  and  other  scientists 
working  on  rocketry  allowed  them- 
selves to  be  deflated  and  deterred, 
why,  Neil  Armstrong  might  never 
have  made  it  to  the  moon. 

And  William  Safire  never  would 
have  written  that  powerful  speech. 
You  know,  the  one  Nixon  never  got 
the  chance  to  deliver.  Whoa,  duuuude. 
Okay.  So  Bruns'  book  does  at  times 
evoke  those  flashes  of  "enlight- 
enment" that  almost  always  struck 
late  at  night  in  somebody's  dorm 
room  after  too  much  red  wine,  or 
after  one  too  many  viewings  of 
The  Matrix.  But  such  is  the  guilty 
pleasure  of  speculative  history.  For 
every  eminence  grise  pulling  the 
levers  that  control  the  world  and 
make  things  the  way  that  they  are, 
there  are  thousands  of  us  who  will 
marvel  at  how  things  might  have 
worked  out  differently.  — JT 


Keep  Your  Ryes  Peeled 


AMERICAN  DREAMSCAPE: 
The  Pursuit  of  Happiness  in 
Postwar  Suburbia,  by  Tom  Martinson; 
Carroll  &  Graf;  $26 

Your  parents  probably  grew  up  either 
in  the  city  or  in  the  country.  Your 
children,  however,  are  most  likely  to 
grow  up  in  the  suburbs.  Whether  you 
love  them  or  hate  them,  there's  no 
denying  the  role  suburbs  have  played 
in  shaping  both  our  geographic  and 
psychic  terrains  since  World  War  II. 
Shopping  mall  behemoths,  rush-hour 
traffic  snarls,  Cheeveresque  family 
dysfunction  and  stifling  cultural 
uniformity  are  just  a  few  of  the  woes 
supposedly  visited  upon  us  by  their 
advent.  But  Tom  Martinson,  a  Min- 
neapolis-based city  plan- 
ner and  urban  historian 
who  writes  in  a  refresh- 
ingly jargon-free  and 
unpedantic  manner, 
argues  that  the  casual 
dismissal  of  suburbs  as 
culturally  insignificant 
not  only  misses  the  point 
but  is  socially  irresponsi- 
ble as  well.  "[EJvery  kind 
of  environment  is  impor- 
tant to  society,"  he 
writes.  "Every  commu- 


nity should  be  recognized  for  whaj 
is,  and  shaped  in  appreciation 
what  it  is  intended  to  be."  With  t 
fair-minded  idea  as  his  premise, 
studies  the  history  of  the  Ameriq 
suburb,  addresses  its  many  critics  j 
proposes  guidelines  for  city  plann 
and  others  who  would  create  the  mj 
enlightened  suburbias  of  tomorrfl 


THE  VINTAGE  BOOK 
OF  AMNESIA: 
An  Anthology  of  Writing  on 
the  Subject  of  Memory  Loss,  editei 
by  Jonathan  Lethem;  Vintage;  $14 

"If  it's  usually  felt  that  every  coi 
pelling  novel  is  in  some  sense 
mystery,  the  examples  of  Kafka  a 
Beckett  suggest  that  amnesia  cam 
seen  as  a  basic  condition  for  charact 
enmeshed  in  fiction's  web."  So  wri 
editor  Jonathan  Lethem  (who  1 
himself  lived  at  the  intersection 
genre  fiction  and  so-called  "serioi 
literature;  his  Joycean  detect! 
thriller,  Motherless  Brooklyn,  won  1 
National  Book  Critics  Circle  Awar 
In  his  introduction,  Lethem  confest 
that  he  didn't  set  out  to  identify 
genre  of  "amnesia  writing."  But  t 
stories  he's  collected  (from  writers 
diverse  as  American  pulp  masi 
Cornell  Woolrich,  British  enfant  tl 
rible  Martin  Amis  and  metafictioi 
patriarchs  Donald  Barthelme  d 
Jorge  Luis  Borges)  make  a  strong  c; 
that  the  age-old  narrative  setup- 
guy  wakes  up,  does, 
know  where  he  is  a 
doesn't  remember  w\ 
he's  done  for  the  l\ 
24  hours — strikes  de 
chords  within  us,  ai 
deserves  a  closer  criti| 
look.  These  stori 
(and  a  few  nonficti 
entries)  work  on  o 
level  as  mini-thrille 
each  of  them  energiz 
by  characters  who  mi 
solve  the  central  mi 
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torn  One 


TWO  FOR  THE  SUMMIT:  My  Daughter,  the  Mountains,  and  Me, 
by  Geoffrey  Norman;  Dutton;  $23 

Mot  too  long  ago,  longtime  Forbes  FYI  contributor  and  former  editor- 
at-large  Geoffrey  Norman  published  an  account  of  his  and  his  daugh- 
ter's experience  climbing  a  pair  of  formidable  peaks,  Wyoming's 
irand  Teton  and  Argentina's  Aconcagua.  Sure,  we  could  describe  its  winning 
lix  of  white-knuckle  adventure  and 
;nder  insight  into  the  mysterious  bond 
etween  father  and  daughter.  But  you 
an't  exactly  count  on  us  to  be  impartial 
nd  objective  about  Geoff  Norman's 
riting.  So  we'll  let  James  Gorman,  who 
lowingly  critiqued  it  in  The  New  York 
imes  Book  Review,  describe  it  for  you 
istead.  In  it  "there  is  good  sense,  good 
umor,  a  risky  but  nonlethal  encounter 
ith  nature's  grandeur  and  a  deftly  drawn 
icture  of  a  father  and  daughter  negoti- 
ting  both  mountains  and  the  daughter's 
assage  to  adulthood,"  Gorman  writes.  To 
;ad  Geoff  Norman's  article  on  visiting 
forld  War  I  battlegrounds,  "Walking  the 
festern  Front,"  turn  to  page  92.     — JT 


GEOFFREY  NORMAN 


TWO  FOR  THE 

SUMMIT 


'  of  why  they  are  present  in  the 
y  in  the  first  place.  On  another 
:1  they  resonate  as  artful  mini- 
mises on  the  relationship  between 
Tiory,  language  and  identity. — JT 

PRESIDENTIAL  DEBATES: 
Forty  Years  of  High-Risk  TV, 

by  Alan  Schroeder; 
Columbia  University  Press;  $25 

k  of  presidential  debates  yet? 
me  on,  admit  it,  you  loved  'em. 
e  the  Wimbledon  finals,  a  good 
iidential  debate  is  a  live,  extremely 
se  distillation  of  basic  mano-a- 
w  conflict,  favoring  the  player 
b  the  strongest  serve  ("My  oppo- 
t  has  cynically  distorted  this  issue 
political  gain*),  the  stealthiest 
khand  ( "/  think  you  need  to  check 
"figures  again — they  don 't  add  up") 
the  meanest  volley  ( "Quit  scaring 
iorsl").  Alan  Schroeder,  who 
:hes  journalism  at  Northeastern 


University  in  Boston  and  was  an 
Emmy-winning  reporter  and  film- 
maker before  that,  writes  engagingly 
and  anecdotally  of  those  televised 
matchups  that  have  captured  the  pub- 
lic's interest  while  (ostensibly)  serving 
the  public  interest.  Schroeder  focuses 
heavily  on  the  last  debate  between 
Bush  and  Clinton  in  1992  and,  of 
course,  the  granddaddy  of  them  all: 
Richard  Nixon's  sweaty  duel  with  a 
glowing,  self-confident  JFK  in  i960. 
That  historic  evening  established  a 
fact  that  remains  every  bit  as  true 
today.  Debates,  he  writes,  "are  best 
apprehended  as  television  shows, 
governed  not  by  the  rules  of  rhetoric 
or  politics  but  by  the  demands  of  their 
host  medium.  The  values  of  debates 
are  the  values  of  television:  celebrity, 
visuals,  conflict  and  hype."  The 
anointed  in  2004  ignore  this  bit  of 
sad-but-true  wisdom  at  their  peril.  • 

-JT 
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November  98 
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Travel  insurance 
for  your  laptop. 


EnBrenthaverr 

The  best  mobile  accessory" 

—  Mobile  Computing  Magazine 


FREE  CATALOG 


The  amazing  Brenthaven  Computer 
Brief  offers  the  best  impact  protection 
of  any  computer  case  on  the  market. 
It's  just  one  example  of  the  ingenious 
products  you'll  find  at  Magellan's. 


America's  Leading  Source  of  Travel  Supplies" 
(800)  962-4943  •  wuw.magellans.com 
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Look  around.  You're  in  the  midst  of  a  global  mael 
technologies  and  new  business  opportunities  unleashed  by  the  internet.  All  waiting  to  be  harnessed  ~>y 
companies  like  Fujitsu  -  the  world's  third  largest  IT  services  provider*  We've  focused  our  energy  and 

resources  on  creating  technology  to 
solve  the  unique  problems  of  thousands 


WHEN  YOU  CLOSE  YOUR  EYES, 
WHAT  DO  YOU  DREAM? 


WHEN  YOU  OPEN  YOUR  MIND  TO  THE 
FULL  POTENTIAL  OF  THE  INTERNET, 
WHAT  DO  YOU  SEE? 


of  individual  businesses.  Last  year 


alone  we  invested  $4  billion  of  our 


$50  billion  global  IT  and  telecommunications  revenues  on  R&D.  Imagine,  $4  billion.  That's  more 
than  the  total  sales  of  many  Fortune  500  companies.  But  that's  what  it  takes  to  create  next  generation 
mobile  technology,  ultra-high-speed  servers  and  leading-edge  photonic  networks.  Innovations  that 
keep  your  business  one  step  ahead  of  the  Internet.  And  light  years  ahead  of  the  competition. 


fuJttsu 


THE    POSSIBILITIES    ARE  INFINITE 

www.fujitsu.com 


•Source:  IDC.  December  1999  Who  Will  he  Leading  the  Global  IT  Services  Industry  in  2000?.  A  Competitive  Analysis  by  Mauro  Peres.  Sophie  Janne  Mayo 
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Investor: 


Thi  Linh  Wernau 

Fidelity  Investments 
Representative 


Fidelity  Rep: 
Investor: 
Fidelity  Rep: 

Investor: 
Fidelity  Rep: 


Investor: 
Fidelity  Rep: 
Investor: 


I've  been  working  really  hard  lately.  I  have  a 
number  of  investments  in  a  couple  of  different 
places.  IRAs.  401(k)s.  Stocks... mutual  funds. ..I  feel 
like  I  need  to  organize  and  consolidate — you 
should  see  my  mailbox  at  the  end  of  the  month. 

That's  not  an  uncommon  problem... I'm  sure 
you  know. 

Well,  mostly,  I  want  to  know  I'm  doing  the  right 
thing. ..for  me. ..I  mean. 

Sure. ..it  sounds  like  we  need  to  sit  down. ..take 
a  look  at  your  current  investments... whatever 
you  have. 

That's  what  I  was  counting  on. 

Fidelity  has  some  of  the  most  comprehensive 
planning  tools  in  the  industry.  I'm  sure  we 
can  help  you  get  a  better  picture  of  all  your 
investments,  from  Fidelity  and  other  places, 
and  then  set  up  a  strong  plan  moving  forward. 

You  should  know. ..I'm  not  terribly  organized... 

That's  okay.  You  will  be  when  we're  finished. 

Beautiful.  This  is  exactly  what  I  need. 


Fidelity 


Investments® 


1-800-FIDELITY  Fidelity.com 


,  may  not  be  representative  of  the  experience  of  actual  customers.  Investment  returns  may  vary.  Fidelity  Brokerage  Services,  Member  NYSE,  SIPC. 
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HELPING  FEED  COMMUNITIES  IN  NEED 


. . .  is  life  without  hunger." 


Lewis  Niblack  didn't  want  to  be  a  burden. 

As  one  of  a  growing  number  of  homebound  seniors,  his  daily  struggle 
to  get  nutritious  food  limited  his  cherished  sense  of  independence. 
Thanks  to  local  grants  from  the  Senior  Helpings  initiative,  Lewis  and 
thousands  of  hungry  seniors  across  the  country  are  no  longer  kept  on 
waiting  lists  by  their  neighborhood  meals-on-wheels  programs. 
Now  that  the  wait  for  food  is  over,  Lewis  has  regained  his  self-sufficiency. 
And  with  it,  his  sense  of  dignity. 

This  nationwide  commitment  to  reduce  waiting  lists  at  meals-on-wheels 
programs  is  just  a  part  of  The  Philip  Morris  Fight  Against  Hunger.  Through 
initiatives  such  as  Senior  Helpings,  we've  been  helping  communities  in 
need  for  more  than  forty  years. 

To  find  out  how  you  can  help,  call  today: 

National  Meals  On  Wheels 
Foundation 

(319)  354-0862 


Supported  by  the  Philip  Morris  family  of  companies 


KRAFT  FOODS,  INC. 


MILLER  BREWING  COMPANY 
www.philipmorris.com 


PHILIP  MORRIS  U.S.A. 
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52  Wishful  Thinking?  GE's  proposed 
takeover  of  Honeywell  may  well 
get  derailed  by  the  European 
trustbusters.  By  Howard  Banks 

53  Failing  Upward  It's  not  over  yet 
for  Lucent's  Richard  McGinn. 
For  some  disgraced  executives, 
the  end  is  just  the  beginning. 

By  RiShawn  Biddle 

54  Do  as  I  Say,  Not  as  I  Do  Sam  Hey- 
man  has  his  crosshairs  set  on 
struggling  chemical  companies. 
Perhaps  he  should  take  aim  at 
his  own.  By  Doug  Donovan 

56    Oprah  Who?  Cable  entrepreneur 
Robert  L.  Johnson  moves  into 
the  rarefied  world  of  the  super- 
rich.  By  Brett  Pulley 

56   Baby  Blues?  Is  it  time  to  break 
up  IBM?  By  Daniel  Lyons 

58   Bloodbath  and  Beyond  Wherein 
big-box  retailers  get  bashed. 
By  Jonathan  Fahey 

60   Good  Will  Hunting  When  there's 
no  will,  there's  a  way. 
By  Monte  Burke 

60  God  Save  the  Queen's  Portfolio 

Don't  change  the  guard, 
change  the  money  manager. 
By  Michael  Katz 


62   The  Tribe  and  the  Tube  When  one 
of  the  richest  families  in  Amer- 
ica wanted  to  duck  taxes,  a  poor 
Indian  tribe  came  to  the  rescue. 
By  Janet Novack 

Companies,  People,  Ideas 

70   A  Family  Affair  Since  AT&T's  first 
breakup  in  1984,  the  telecom 
industry  has  reshaped  itself  in 
cycles  of  fragmentation  and  con- 
solidation. By  Nicole  Ridgway 

72    Matricide  AT&T  and  WorldCom 
want  out  of  long  distance.  The 
Baby  Bells  want  in.  What  gives? 
By  Scott  Woolley 

74    Waking  Up  at  the  Switch  Union 
Pacific's  new  role  in  the  Internet 
age.  By  Lynn  Cook 

80   Scandal  Buster  Lanny  Davis 
defended  President  Clinton. 
Now  he's  showing  companies 
how  to  spin  a  financial  crisis. 
By  Elizabeth  MacDonald 

86  The  Science  of  Self-Preservation 

Does  the  world  need  more  social 
scientists?  Probably  not,  but  they 
keep  multiplying.  By  Dan  Seligman 

89  At  the  Crossroads  B2B?  Merle 
Hinrichs  has  been  doing  some 
version  of  it  for  30  years.  He's 
also  profitable.  By  Andrew  Tanzer 

90  Looking  Forward  |  When  the  "Cool" 
Look  Is  Illegal  By  Virgi  nia  Postrel 

92  Baby  Dell  CDW  peddles  com- 
puter products  the  old-fash- 
ioned way — person-to-person. 

By  Mark  Tatge 

96   Appeals  "R"  Us  A  30-year-old 
lawyer  with  virtually  no  experi- 
ence who  specializes  in  Supreme 
Court  cases.  By  Michael  Freedman 
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Job  A  former  General  Mills 
executive  trains  the  poor  to  enter 
the  white-collar  world  that  he 
left.  By  Eileen  Glantoti 

104  Charticle  |  Private  School  Surge 

Their  market  share  is  rising. 
By  Peter  Brimelow 

Last  Man  Standing  Angelo 
Mozilo's  mortgage  company  may 
finally  have  to  sell  out  to  the  big 
boys.  By  Bernard  Condon 
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By  Peter  Huber 
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standing, ours  is  still  a  world  of 
atoms,  not  bits.  By  Brett  Nelson 

Le  Brand,  C'est  Moi  Bernard 
Arnault's  new  challenge  at  the 
world's  largest  luxury-brand 
company.  By  Richard  Heller 

Backseat  Driver  |  The  End  of  the 

Boom  By  ]  erry  Flint 

Kielbasa  All  Around!  The  star  of 
the  former  Eastern  bloc  is  rising. 
By  Nigel  Holloway 

All  in  the  Family  How  the  Coors 
family  bungled  a  speculative  play 
in  the  packaging  business. 
By  John  Gorham 

Spin  Control  Tower  Records  is 
expanding  into  the  teeth  of 
adversity.  By  Elisa  Williams 

Take  This  Watch-Please  The 

company  that  brought  corporate 
lifers  the  gold  watch  just  keeps 
on  ticking.  By  Jennifer  Godwin 

265  BlackBerry-Or  Black  Eye? 

A  small  handheld  e-mail  device 
is  the  hottest  electronic  gadget  to 
hit  corporate  America  in  years. 
By  Leigh  Gallagher 

267  Fat  Chance  Healthy  nibbles  may 
be  good  for  us,  but  they  give  the 
companies  that  make  them 
heartburn.  By  Kelly  Barron 
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268  Good  Luck  With  This  Idea  Joe 

Piscitell  wants  to  take  over  inef- 
ficient government  operations  at 
airports.  By  Dorothy  Pomerantz 


F   O   R    R    F.   S  ■   Mnvpmher  77.  2000 


"We  just  love  the 
business  a  little 
bit  more  thanW 
£  competition/ 


iW 

V 

170 


CONTENTS  NOVEMBER  27.  2 0 00 


Entrepreneurs  (continued) 

270  Dough  Boy  Making  bagels  with 
chocolate  and  peanut  butter. 
Huh?  By  Jonathan  Fahey 

272  An  Eye  for  an  Eye  Jonathan  Coon 
steals  business  from  optometrists. 
Can  they  shut  him  down? 
By  Nathan  Vardi 

276  Striking  Out  Robert  Clegg  has  a 
nifty  idea  for  entertaining  bored 
fans  at  sporting  events.  If  only 
someone  would  buy  it. 

By  Ghana  R.  Schoenberger 
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278  Sharing  Power  Linking  thousands 
of  PCs  was  a  neat  way  to  hunt  for 
space  aliens.  Now  it's  a  serious 
business  tool.  By  Bruce  Upbin 

288  Trick  of  the  Light  The  length  of  a 
light  wave  was  once  viewed  as  a 
barrier  to  making  faster  chips. 
Engineers  have  found  a  way 
around  it.  By  Daniel  Fisher 

292  High  Anxiety  After  25  years 

of  failure,  drugmakers  are  close 
to  crafting  a  better  Valium. 
By  Robert  Langreth 

296  Digital  Spin  I  The  Bite  of  the  ASP 

By  John  C.  Dvorak 

298  Digital  Tools  I  Of  Polygons  and 
Monsters  By  Stephen  Manes 

302  Software  Horizon  I  Let  Me  Enter- 
tain YOU  By  Joseph  R.  Garber 


"We  want  to  give  the 
user  the  power  to  do 
what  he  wants." 


Money  &  Investing 

304  Parts  Play  There's  a  shortage  of 
electronic  parts.  Buy  the  partsmak- 
ers'  stocks.  By  Chandrani  Ghosh, 
Benjamin  Fulford  and  Andrew  Tanzer 

306  Rainy-Day  Fund  James  Cipson's 
Clipper  Fund  is  no  longer 
a  laggard.  By  William  Heuslein 

310  Time  to  Ring  the  Dinner  Bel! 

Get  ready  for  a  big  rebound  in 
food  stocks.  By  James  M.  Clash 

312  Queen  of  Small  Caps  Leah  Zell's 
picks  in  small  foreign  companies. 
By  John  H.  Christy 

314  Birds  in  the  Hand  Love  those 
dividend  stocks. 
By  Robert  J.  Sherwood 
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God,  Stephen  Wolfram,  and  Everything  Else  A  mysterious 
genius  has  been  piecing  together  a  master  theory  that 
redefines  the  rules  of  the  universe.  As  Luck  Would  Have  It 
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qualities  that  make  online  auction  sites  so  appealing  are  the 
very  ones  that  facilitate  fraud,  theft,  and  rip-offs.  Pixel 
Perfect  Digital  cinema  may  be  Hollywood's  newest  starlet, 
but  its  long-term  success  depends  on  more  than  just  hype. 
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326  Outdoors  I  The  Perfect  Hunt  Way 

up  north,  in  tundra  country,  tha 
big  one  to  bag  is  the  barren 
ground  caribou.  By  Jessica  Maxm 
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Space  stuff  has  been  lofted  into 
vogue.  By  Ashlea  Ebeling 
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Success  as  an  entrepreneur  requires  the 
capacity  to  identify  necessary  risks,  and  a 
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come  from  a  company  that  understands  that. 
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The  New  Forbes.com 

Welcome  to  the  new  Forbes.com!  Over  the  past  year  we 
have  completely  rebuilt  the  site,  improving  everything  from 
the  underlying  technology  to  the  look  of  the  home  page. 

Our  goal:  to  make  the  site  run  faster  on  your  computer 
and  be  easier  for  you  to  navigate.  We've  also  added  an  all 
new  section,  Investing.  What  we  haven't  changed:  our 


world-class  journalism  and  great  financial  tools. 

And  we  aren't  done  yet.  Going  forward,  we  will  rol 
out  a  smorgasbord  of  new  financial  tools.  Have  an  ide 
for  a  tool?  Or  just  want  to  let  us  know  what  you  think 
the  site?  Drop  us  a  note  at  editors@forbes.net. 

— The  Edh 
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depth  company  research. 
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Covad  Trades  Higher  On  CEO  Departure 

11.01 .00,  2:13  PM  ET-  Mark  Lewis 

Half  of  Covad's  share  price  was  sliced  after  a  weak  report 

Oct.  1 7,  but  it  has  risen  1 1  %  today  on  news  of  its  CEO's 

resignation. 

Top  Of  The  News:  Napster,  Bertelsmann  Cease  Fire 

1  1  01 .00, 1 1  02  AM  ET  -  Dan  Ackman 
Bertelsmann  has  decided  to  team  up  with  Napster.  The 
German  company  wants  others  to  follow  its  lead,  but  they  will 
sue  first. 

Forbes  Faces:  Charles  Schwab 

1 1 .01  00  1  1  58  AM  ET  -  Betsy  SchifTman 

The  man  behind  the  largest  online  broker  has  teamed  up 

with  AOL  Forget  "Youve  got  mail "  Now  "YouVe  got  Schwab " 
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SIDE  LINES 


Anticapitalists  It  is  astounding  how  much  traction  cl 
poration  haters  are  getting  today.  They  are  wrecking  the  ci 
engineering  industry,  they  may  tear  Microsoft  apart  and  n 
they  have  drug  develop- 
ers on  the  run.  The  real 
threat  to  big  companies 
isn't  coming  so  much 
from  Naderites  and  WTO 
protesters  as  from  the 
populist  mainstream. 
U.S.  business  went 
through  a  parallel  phase 
a  century  ago,  when  it 
wasn't  Marxists  who  put 
big  business  on  the  de- 
fensive. It  was  a  Republi- 
can trustbuster.  In  "Cor- 


Teddy  R.  bashes  big  business. 


porate  Saboteurs,"  on  page  156,  Robert  Lenzner,  Tom 
Kellner  and  Michael  Maiello  talk  about  the  new  wave 
anticapitalism — and  the  movement's  surprising  sympathi 
ers  in  Congress. 

Easier  Said  Than  Done  Every  big  company  preach 

about  global  marketing.  Few  execute  it  as  deftly  as  L'Orei 
the  French  cosmetics  company.  L'Oreal  gets  Japane 
teenagers  to  squeal  over  a  lowbrow  U.S.  brand  (Maybelline 
while  whipping  U.S.  hair-color  stalwarts  with  French  bran 
(like  Feria).  Our  Europe  Bureau's  Richard  Morais  explaii 
how,  on  page  170. 

Private  Business  There  are  a  lot  of  good  reasons  not 
go  public.  But  here's  a  reason  not  to  stay  privately  held:  Su 
cession  planning  can  be  treacherous.  That's  the  lesson  from 
story  by  Jennifer  Godwin  about  Maritz  Inc.,  the  employe 
incentives  company  in  St.  Louis.  This  story  is  just  one  part 
our  annual  survey  of  privately  held  big  corporations.  The  5C 
largest  private  companies  are  a  force  to  be  reckoned  wit 
controlling  combined  revenue  of  $874  billion — and  no  pul 
lication  covers  them  the  way  we  do.  The  survey  begins  o 
page  178,  the  Maritz  profile  on  page  187. 

ZapSter  The  most  devastating  thing  that  technology  did  t 
the  ad  business:  the  invention  of  the  television  remote.  Won 
is  yet  to  come.  If  you  work  on  Madison  Avenue,  read  Erik 
Brown's  story  (page  284)  about  software  that  hijacks  onlir 
ad  space. 

EDITO 


20     FORBES"  November  27,  2000 


What  did  you  want  to  do  before  you  started  doing  what  you're  doing? 


With  proper  planning,  you  may 
achieve  the  freedom  to  start  a  new 
career,  travel  to  the  ends  of  the 
earth,  or  hit  the  golf  course  that 
much  sooner. 

Fidelity  can  help  you  create  an 
income  strategy  from  current  retire- 
ment assets1  and  an  investment 
strategy  for  your  future.  We  also 
make  it  easy  to  roll  over  retirement 
savings  from  other  institutions 


and  give  you  access  to  our  online 
pre-retirement  resource  center. 
We'll  work  with  you  to  help 
turn  those  things  you've  always 
dreamed  of  into  those  things  that 
you're  doing. 

Pre-retirement  planning  at 
Fidelity.  The  retirement  special- 
ists, the  tools,  the  experience  to 
help  you  see  yourself  succeeding. 


Fidelity 

Pre-Retirement 
Planning 

A  little  planning  today  can  help  you  toward  a  better  tomorrow. 

•  Retirement  income  and  investment  strategies2 

•  Rollover  assistance  with  your  retirement  savings1 

•  Online  resource  center  to  help  you  envision  and  plan  a  successful  retirement 
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Fidelity 


Investments" 


1-800-FIDELITY  Fidelity.com/retire 


n  retirement  assets  are  not  eligible  for  rollover  to  an  IRA. 

;ment  results  may  vary. 

f  Brokerage  Services,  Member  NYSE,  SIPC. 
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The  promise  of  e-business  is  every  bit  as  robust  today  as  it  was  when  the 
"new  economy"  was  declared.  It's  just  that  things  that  were  labeled  passe  and 
irrelevant  when  IPOs  were  soaring  have  returned  with  a  vengeance  —  planning, 
infrastructure,  even  profitability1  are  back  in  fashion.  Welcome  to  the  new  "new 
economy."  No  company  is  better  suited  for  this  world  of  value-oriented  e-business 
than  SAP.  We  have  the  best  solutions  for  collaboration,  supply  chains,  improving 
customer  relationships  and  generally  adding  value  to  a  company  's  business  proposition. 
Out  with  the  "new."  In  with  the  "new  new."  Type  in  www.sap.com 


THE  BEST-RUN  E-BUSINESSES  RUN  mySAP.com 
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Rocket  Man 

As  a  rocket  enthusiast,  it's  very  distressing  to  see  whipsaw  reporting  ("Let's 
Punch  a  Hole  in  the  Sky,"  Nov.  13,  p.  394)  on  what  has  continued  to  be  a 
safe,  enjoyable  and  educational  hobby  for  decades. 

Malcolm  Forbes  himself  had  an  interest  in  aviation  and  space  in  gen- 
eral, and  the  magazine  that  bears  his  name  and  is  devoted  to  promoting 
entrepreneurial  business  practices  should  applaud,  not  denigrate,  the  push- 
ing of  the  private/commercial  space  envelope  at  less  cost  than  the  gov- 
ernment could  ever  do  [for  its  own  space  programs].  By  sensationalizing 
the  hobby,  you  undermine  your  own  magazine's  values  of  supporting  the 
entrepreneurial  spirit  in  exchange  for  a  quick  buck. 

DARRELL  D.  MOBLEY 
Atlanta,  Ga. 


Corporate  Defense 

As  a  longtime  resident,  regular  working 
guy  and  now  the  mayor  of  Belfast,  Me., 
I  am  insulted  and  compelled  to  respond 
to  "Credit  Check"  (Nov.  13,  p.  148). 
Let's  get  something  straight:  Camden  is 
a  town  filled  with  millionaires  who  were 
there  long  before  MBNA  arrived.  The 
wealthy  now  have  company  in  the  way 
of  a  hard-charging  neighbor  who  isn't 
just  living  off  the  fat  of  a  previous  gen- 
eration's sweat.  MBNA  is  a  rising  com- 
pany, and  you  don't  attain  that  by  clip- 
ping coupons  and  seeing  how  your 
trust  fund  is  doing. 

When  you  mention  the  loss  of  the 
knitting  mills,  you  forget  the  three 
shoe  factories  and  the  entire  poultry 
industry  whose  closing  left  our  area 
with  a  22%  unemployment  rate. 
MBNA  singlehandedly  reversed  this 
situation. 

I'll  just  touch  on  a  few  other 
points:  taxes  have  gone  down,  not  up; 
bidding  up  houses  that  were  selling 
for  $28,000  because  people  can  now 
afford  to  buy  them  is  a  good  thing. 
The  problem  with  "rubber  stamping" 


building  projects  is  this:  MBNA  cons 
tently  builds  better  and  above  the  la 
every  time.  And  last,  but  not  leas 
Charles  Cawley  being  known  to  thrc 
a  philanthropic  bone  is  simply  one 
the  most  bare-bones  epic  understat 
ments  ever  printed. 

MIKE  HURL^ 
Mayl 
Belfast,  M 

Lion  at  the  Gate 

While  I  understand  that  the  entertair 
ment  industry  is  not  a  business  fc 
the  thin-skinned  ("Taming  the  Lion 
Oct.  2,  p.  54),  I  am  also  well  aware,  an 
a  firm  believer,  that  one's  reputation 
an  important  factor  in  the  success< 
achieved — both  as  an  individual  an 
as  a  company — as  well  as  a  determine 
tion  of  the  respect  we  receive  from  ot 
peers.  For  this  reason,  I  take  exceptio 
to  the  story's  description  of  me  as 
"flamboyant  stock  promoter." 

FRANK  GIUSTR 
Chairma 
Lions  Gate  Entertainmet 
Vancouver,  Canaa 
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The  Nokia  8890  wireless  phone 


oper'ates'in  up  to  1 20  countries,,  v 
includrng  thetj.S.,  with  great  new 
features  like  voice  dialing  and. 
mobile  rnessaging.  Now  you  can; 
connect  wit  h  the  world:s  wonders 
without  being  left  speechless. 

IMOKIA 

Connecting  Pi  om  i-. 

w*w.NokialJSA'oui.'|P 


YOU'RE  NOT  USING  A 
TYPEWRITER  AND  A  PAY  PHONE 


Today's  entrepreneur  now  has  affordable 
access  to  fractional  ownership  of  Learjet® 
or  Challenger®  business  jets;  a  modern 
business  tool  that  enables  you  to  increase 
your  productivity  and  your  competitive 
advantage.  We  offer  the  most  complete 
range  of  latest  technology  aircraft  available 
today.  So  while  there  may  be  other 
options  to  Flexjet,  there  can  only  be  one 
choice.  Flexjet.  For  more  information  on 
the  many  affordable  benefits  of  fractional 
ownership  and  our  unprecedented  level 
of  personal  service  and  attention  to  detail, 
call  1-800- FLEXJET. 


BOMBARDIER 

AEROSPACE 


Flexjet  is  a  Bombardier  Aerospace  program. 


FLEXJET 

we  build  the  aircraft 


When  you  invest  in 
the  past,  you  invest 
in  the  future. 

Your  end-of-year  donation  could 
work  a  lot  harder  this  year.  Like 
helping  countless  American  Indians 
improve  economic  conditions  and 
preserve  their  cultures.  For  more 
information  call  (605)  698-3998. 


ASSOCIATION  ON  AMERICAN 
INDIAN  AFFAIRS 

P.O.  Box  268,  Sisseton,  SD  57262 
www.indian-affairs.org 

AAIA  is  a  501(c)(3)  not-for-profit  organization 
in  good  standing  with  the  NOB  We  receive  no 
support  from  any  governmental  agencies. 

©2000 


Trees  fight 
climate  change. 

Planting  30  trees  each  year  in  our 
Global  ReLeaf  projects  offsets 
greenhouse  gases  from  your 
car  and  home. 

Every  dollar  plants  a  tree. 
800-545-TREE 

Call  now  or  plant  trees  online  at 
www.americanforests.org. 

American  ara; 

tfORISTS' 


People  raring  for  trees  and  forests  since  1875 


Nut  Case 

Maybe  California  pistachio  grower^ 
worried  ("Nutty,"  Oct.  16,  p.  60), 
rightly  so,  because  I  have  not  eat< 
good  pistachio  nut  in  over  20  yd 
Iranian  pistachio  nuts,  for  whatever 
son,  are  far,  far  superior  to  anythi] 
have  tasted  that  was  grown  in  the  U, 
DIANE  BRA 
Oakley,  L 

Don't  Call  the  Sitter 

How  dare  your  magazine  call  ea 
childhood  centers  a  "baby-sitting 
vice"  ("Baby-Sitter,"  Oct.  30,  p.  218 
[Bright  Horizons  Chief  Executive  C| 
cer]  Roger  Brown  allowed  you  to  use 
word  "baby-sitter,"  shame  on  you  a 
on  Mr.  Brown.  Early-childhood  tead 
are  not  caregivers  or  baby-sitters.  T 
are  hardworking  professional  men  « 
women  who  have  certificates  and 
grees  in  child  development.  It  is  tii 
that  the  general  public  realizes  this  a 
starts  calling  them  teachers  or  eat) 
childhood  educators. 

MAY  SII 
Huntington  Beach,  Cc 

The  Meat  of  the  Argument 

It's  a  shame  the  animal  kingdom  is  1 
coming  extinct  ("The  Bushmeat  C 
sis,"  Nov.  13,  p.  130).  Hunting,  or  e\| 
raising,  animals  is  a  poor  use  of  i 
sources.  Perhaps  we  can  help  the 
countries  by  promoting  a  much  mc 
energy-efficient,  protein-efficient,  e 
vironmentally-efficient  and  anim; 
friendly  vegetarian  diet. 

RICHARD  J.  PEPPj 
Preside 
Scantek,  l{ 
Columbia,  M 

Corrections 

In  "Chips  Ahoy"  (Nov.  13,  p.  338),  J 
incorrectly  spelled  the  first  name 
Athanasios  (Thanos)  Maroglou, 
project  manager  at  Paradigm  Geneti< 
We  should  have  also  stated  that  tl 
company  is  based  in  Research  Triang 
Park,  N.C. 


Send  e-mail  to  readers@forbes.co 
Letters  will  be  edited.  Please  inclu 
address  and  phone  number. 


lack  in  1994,  when  deregulation 
till  an  American  blueprint,  we 
ed  out  a  plan  to  grow  our 
;ss  well  beyond  our  Allentown, 
;ylvania  roots. 
7e  invested  in  the  future, 
bday  those  investments  are 
I  off. 

)ver  the  past  five  years,  both  our 
al  revenues  and  earnings  per 
have  increased  by  about  70  percent. 
;t  two  years,  we  have  risen  )  18  places 
:  Fortune  500.  And,  in  this  year  alone, 
ock  price  increased  by  90  percent,  more 
twice  the  increase  in  the  Dow  Jones 
ty  Average  for  2000. 
We're  investing  in  Montana,  a  key 
e  vast  and  growing  Western  energy 
etplace.  Now  we  operate  13  power 
s  to  power  the  burgeoning  economies 
states. 

n  fact,  over  the  past  few  years,  we've 
n  to  be  a  leading  generator  of  electricity 
e  U.S.  with  power  plants  in  Maine, 
sylvania  and  Montana,  where  the 
loes  roam. 


for 

Allentown! 


Today,  we're  also  one  of  the  nation's 
leading  marketers  of  electricity,  selling  in 
42  states  and  Canada. 


How  long-range 

pldnning  and  a  pioneering 
spirit  set  us  dpart  from 

the  rest  of  the  herd. 

In  addition,  we  deliver  energy  to 
5.6  million  customers  in  the  United  States, 
Latin  America  and  the  United  Kingdom. 

All  this,  from  a  company  that  began 
as  a  local  energy  provider  for  eastern  and 
central  Pennsylvania. 


One  that  has  never  lost  sight  of  its 
mission.  We  deliver  on  our  power. 
We  deliver  on  our  promises. 

We  can't  be  buffaloed. 

www.pplwtb.com 

Fortune  500  is  a  registered  trademark  (if  Time.  Inc.  Magazine 
Company.  Dow  Jones  is  a  registered  trademark  of  Dow  Jones  & 
Company.  Inc.  References  to  PPL  stock  price  and  the  Dow  Jones 
Utility  Average  are  as  of  9/30/00. 
©  PPL  Corp  2000  Ail  rights  reserved 


wiser 


world. 


The  Audi  A4.  There's  the  turbocharged  170  hp  1.8  T,  the  190  hp  2.8  and  the  blistering  250  hp  S4  There's 
T,Ptron,c@  automat.c  transmission.  All  of  which  leads  to  an  incredib.e  drive.  Nimb,e,  surefooted  and  ex^aordin'i.y  resPi 

V.S.,  our  website  o,  ca„  ,-800-FOP-AUO,  fer  more  ,nformation.  tThe  S4  „  avai|able  on|y  ^  ^  ^  „M„  ^  ^  four 


ak®  front-wheel  drive  or  our  legendary  quattro®  all-wheel  drive1,  and  the  option  of  a  manual  or 
iply  exhilarating.  Take  one  out  and  you'll  never  want  to  slow  down,  let  alone  stop,  www.audiusa.com 

ed  trademarks  and  »S4"  is  a  trademark  of  AUDI  AG.  "Tiptronic"  is  a  registered  trademark  of  Dr.  Ing.  h.  c.  F.  Porsche  AG.  ©2000  A.d,  of  America,  Inc. 
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Things  You  Can't  Delegate 

►  Despite  1996  personal  income  of  $128  million,  Barry  Baker, 
later  Hollywood  mogul  Barry  Diller's  number  two,  was  late 
paying  his  California  taxes — $255,586 — due  Apr.  15, 1997.  Now 
a  Boston  Ventures  honcho,  Baker  had  sold  his  St.  Louis-based  River 
City  Broadcasting  in  1996  for  $1.2  billion  and  paid  $42  million  to 
the  feds  and  other  states  that  same  due  date.  Blaming  a  clerical 
slip  between  KPMG  and  his  assistant,  he  calls  California  author- 
ities "inflexible"  for  recently  upholding  a  $24,280  penalty:  "I'm 
a  good  taxpayer.  I've  never  been  audited  in  my  life,  and  I've 
never  had  a  late  payment  before."  — Janet  Novack 

Most  Bank  Robberies  Are  Small,  Too 

►  PricewaterhouseCoopers  lobbyist  Kenneth  Kies  has  written  the 
U.S.  Treasury  Department  arguing  that  proposed  new  regs 
outlawing  "chutzpah"  charitable  remainder  trusts  promoted  by  big 


accounting  firms  (FORBES,  Sept.  20,  l\ 
shouldn't  be  retroactive.  One  reason: 
folks  who  used  these  wildly  abusive  trusts 
which  substantial  payouts  are  brazenly  tre 
as  tax-free  return  of  principal — wouldn't 
sold  stocks  put  in  the  trusts  if  they  actu 
had  to  pay  capital  gains  tax  in  the  first  p 
Thus,  writes  Kies,  allowing  them  to  get  a 
with  it  wouldn't  "have  a  significant  impac 
federal  revenues." 

Why  Are  We  Not  Surprised' 

►  In  1991  o-t-c-traded  Currentsea  said  in  r< 
latory  filings  it  owned  10%  of  the  won 
oceans.  FORBES  quickly  unmasked  the  Ma 
based  firm  as  a  fraud  run  by  the  scamsters 
hind  the  dubious  Dominion  of  Melchizedek  ( Oct 
1991).  But  Currentsea  is  still  around,  now  i 
ing  itself  KleenAir  Systems  (recent  price,  59  cents)  and  situate 
Newport  Beach,  Calif.  Apparendy  under  different  contro 
outfit  cranks  out  lots  of  press  releases  touting  an  auto-po 
tion-control  system.  What  about  the  company's  buccaneei 
past  on  the  high  seas?  Says  the  latest  10-K,  "Records  regarc 
this  period  of  time  are  not  available."  — W.i 

Things  Going  Better  With  Koch 

►After  20  years  of  sibling  lawsuits,  perennial  Rich  Listers  WB 
and  Charles  Koch  (pronounced  "coke")  both  confirm  they  are 
nally  negotiating  a  settlement  of  their  differences.  Charles  u 
ally  won,  but  a  suit  Bill  instigated  just  led  an  Oklahoma  jun 
rule  that  Wichita,  Kans. -based  Koch  Industries — Charles  long ; 
bought  out  Bill's  shares — stole  up  to  $214  million  of  federal 
in  the  1970s.  Meanwhile,  Bill  could  lose  up  to  $27  million 
his  estimated  $675  million  fortune  in  a  divorce  following 
wife's  July  charges  of  domestic  assault.  — Brandon  Cop 


Ynur  Task,  If  You  Choose  to  Accept:  Promote  Beaches 

A  1938  federal  law,  enacted  to  fight  secretly  funded  pro-Hitler  propaganda,  requires  disclosure  by 
U.S.  recipients  of  money  from  foreign  governments  spent  to  sway  public  opinion  and  influence 
official  policy  here.  Below,  some  recent  filings  of  these  so-called  foreign  agents.  —Tomas  Kellner 


COUNTRY 

FOREIGN  AGENT 

AMOUNT 

PURPOSE 

Liberia 

International  Registries 

$4.9  mil 

Maintain  shipping  offices,  prepare  papers 

Qatar 

Patton  Boggs 

1.3  mil 

Advise  on  letters  to/from  U.S.  officials 

Haiti 

Kurzban,  Kurzban 

320,000 

Seek  removal  of  dumped  Philadelphia  ash 

Cambodia 

Richard  T.  Hines 

185,000 

Write  weekly  news  analysis  for  foreign  minister 

Chechen  Rep 

Advantage  Associates 

120,000 

Introduce  Chechen  leaders  to  U.S.  lawmakers 

Nevis/St.  Kitts 

Benford  Associates 

20,000 

Nudge  U.S.  travel  press  for  favorable  coverage 

Japan 

Keene  &  Associates 

20,000 

Help  Japanese  get  California  driver's  licenses 

Source:  U.S.  Department  of  Justice. 
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can  explain  progress?  The  restless  need  to  push  the 

satellite 

3  and  move  to  a  higher  level.  Not  just  to  see  what's 

television 

ng  next,  but  to  create  it.  This  is  the  spirit  that's  driving 

HES  to  produce  the  next  generation  in  communication. 

wireless 

lite  delivered  broadband.  Interactive  TV.  High-speed 

internet 

less  networks.  Innovations  that  will  take  the  future  of 

broadband 

mation  and  entertainment  to  its  highest  potential. 

networks 

3use  there's  no  limit  to  what  you  can  accomplish  when 

keep  looking  beyond  the  horizon. 

e-commerce 

convergence 

huuncs 

Breaking  the  thought  barrier.71 


DIRECTV    I    PanAmSat    I    DIRECTV  Latin  America    I    Hughes  Network  Systems 

WWW.HUGHES.COM 
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The  vindication  of 
.ex-Magellan  star 
ffi'  Jeffrey  Vinik 

ters 


LUCENT 
and  the  Battle 
of  the  Photon 

B-SCHOOLS 
Rating  their  ROI 


You  need  a 

Here's  how  to  find  one. 


FEBRUARY  7.  2000 

Clipped  Hedge 

BACK  IN  FEBRUARY  WE  DESCRIBED  HOW 
Jeffrey  Vinik,  the  former  Fidelity  Mag- 
ellan Fund  screwup,  had  made  a  roaring 
comeback  as  a  private  hedge-fund  man- 
ager. Now  Vinik  is  bailing  out  of  invest- 
ing other  people's  money.  In  October 
he  announced  plans  to  dissolve  Boston- 
based  Vinik  Asset  Management,  which 
turned  an  initial  stake  of  $800  million 
into  $4.2  billion  in  just  four  years,  a 
425%  rise.  Vinik,  41,  says  he's  looking 
forward  to  spending  more  time  with  his 
three  kids.  He'll  also  be  investing  his 
own  ample  funds. 

— Jack  Egan 

JULY  17,  2000 

Harsh  Medicine 

IN  OUR  SUMMER  ISSUE  OF  FORBES.COM 
Best  of  the  Web  we  reported  that  online 
health  care  middleman  WebMD  (for- 
merly Healtheon)  was  in  a  downward 
spiral.  Doctors  weren't  flocking  to  its 
online  claims  and  office  management 
system,  while  large  insurers  and  local 
software  companies  offered  unexpected 
competition.  We  predicted  Martin 
Wygod,  incoming  co-chief  executive, 
would  bring  much-needed  discipline. 
He's  wasted  no  time.  WebMD  will  cut 
1,100  employees,  or  20%  of  its  work 


force,  by  the  end  of  200 1 .  With  the  res- 
ignation of  Jeffrey  Arnold  in  late  Octo- 
ber, Wygod  now  holds  the  reins  alone. 
But  WebMD  still  faces  huge  integration 
challenges  from  its  ten  major  acquisi- 
tions in  the  past  18  months. 

— Dolly  Setton 

AUGUST  25,  1997 

Blemished  Record 

THREE  YEARS  AGO  WE  DID  A  STORY  ON 
Cisco  cofounder  Sandra  Lerner,  who 
plowed  her  high-tech  millions  into  a 
successful  cosmetics  line  called  Urban 
Decay.  Hanging  over  the  company, 
though,  was  a  lawsuit  filed  by  old  pal 
Patricia  Holmes,  who  claimed  she  had 
an  oral  contract  to  share  ownership. 

Since  our  story,  Lerner  lost  the  legal 
battle,  to  the  tune  of  $980,000  in  dam- 
ages. But  she  can't  be  hurting  too  badly. 
In  February  LVMH  bought  the  Costa 
Mesa,  Calif. -based  Urban  Decay  for  an 


undisclosed  sum,  and  Lerner,  who 
her  post  just  after  the  LVMH  acquisit 
moved  to  a  farm  in  rural  Virginia. 

— Matthew  Sv 

APRIL  3,  2000 

Paradise  Regained 

LAST  SPRING  WE  REPORTED  H 
Adrian  Zecha  was  in  danger  of  lo; 
control  of  the  Singapore-based  Am 
resorts  chain  of  1 1  luxury  hotels 
founded  in  1987.  Now  he's  movec 
reassert  his  ownership.  In  early  Octc 
Zecha  and  his  partners  bought  61°/ 
the  chain  they  didn't  already  own  ft 
Amanresorts  investor  Colony  Capiti 
real  estate  fund  based  in  Los  Ange 
Also  in  October,  Zecha  opened  the  H 
hakua  resort  in  Colima,  Mexico, 
first  in  his  new  Maha  chain,  which 
plans  to  expand  to  a  total  of  1 2  reso 
— Justin  Doei 


FLASHBACKS 


70  YEARS  AGO  IN  FORBES/September  IS.  1930 

No  Mulligans  Here  To  see  John  D.  Rockefeller  Sr.  play  golf 

is  to  understand  a  lot  about  the  man.  He  puts  into  his  golf  the  essential  qualities 
he  put  into  his  business— close  study,  patience,  intense  concentration,  the 
extremest  care,  method.  He  addresses  every  ball  as  if  the  control  of  the  Stan- 
dard Oil  companies  depended  on  that  one  shot.  He  is  courteousness  personified, 
always  considerate  and  thoughtful  of  his  partner,  and  a  meticulous  observer  of 
every  rule  of  the  game.  Some  men  cheat  a  little  at  solitaire  and  at  golf,  too— 
not  John  D. 

40  YEARS  AGO  IN  FORBES/April  I,  I960 

Beyond  Razor  Blades  The  Gillette  Co.  is  remarkably 

alive  and  enterprising.  In  1948,  when  it  had  gone  about  as  far  as  it  thought  it  could  in  razor  blades,  I 
branched  out  into  home  permanent  waves  (Toni),  then  went  into  ballpoint  pens  (Paper  Mate)  and  has  la 
taken  on  a  deodorant  and  a  line  of  cough  medicines  and  cold  capsules.  The  secret  of  Gillette's  success  ii 
ability  to  come  up  with  additional  products,  which  could  be  handled  by  its  sales  force,  whose  foot  is  plan 
firmly  in  the  door  of  just  about  every  drugstore  and  cigar  store  in  the  country. 
After  two  years  of  financial  disappointments  Gillette  ousted  chief  executive  Michael  Hawley  in  October. 

20  YEARS  AGO  IN  FORBES/September  15.  1900 

There  You  Go  Again  Is  American  Telephone  &  Telegraph  Corp.  about  to  be  broken 
several  parts?  Is  that  the  meaning  of  last  month's  announced  changes?  No.  In  fact,  the  announcement  s 
gusts  a  compromise  by  which  Bell  will  formally  separate  its  manufacturing  and  utility  arms,  yet  actually  k 
them  under  common  ownership.  If  that  happens  it  will  certainly  be  a  great  victory  for  common  sense  ovei 
obsolete  concept  of  what  constitutes  competition.  The  argument  is  simply  that  Bell  Labs'  pure  research 
forts  can  be  sustained  only  by  the  vast  earning  power  of  an  integrated  Bell  system. 
In  October  AT&T  announced  it  would  split  into  four  independent  parts. 
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Rainy  Day. 
Unofficial  Scout  Meeting. 
Indoor  Camp  Fire. 


Your  Life.  Your  Risk.  Understood. 


Often  it's  the  small  incidents  that  lead  to  big  damage.  So  you  want  an  insurance 
partner  who  gets  things  fixed  with  a  minimum  of  hassle.  One  with  a  24-hour, 
toll-free  reporting  service,  staffed  with  trained  operators.  And  one  who  even  expedites 
the  process  by  suggesting  contractors  and  repair  shops,  while  guaranteeing  their 
work.  For  home  and  auto  matters  big  or  small,  you  want  the  company  that 
provides  fast,  easy  claims  resolution  and  has  a  reputation  for  service  in  130 
countries  worldwide.  Scout's  honor. 


ROYAL  &  \/ 


"^SUNALLIANCE 

You  Have  Our  Attention.4 


Providing  Commercial,  Personal  and  Specialty  Insurance  Solutions. 

©  2000  Royal  &  SunAlliance,  Charlotte,  NC     A  member  of  the  worldwide  Royal  &  Sun  Alliance  Insurance  Group  pic     www.royalsunalliance-usa  com 
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Lifers  Rule! 


THOMAS  MOTAMED,  52 

CHIEF  OPERATING  OFFICER 
CHUBB,  24  YEARS 

Job  hopping  is  for  people  with  low  self-confidence  whoi 
don't  believe  that  they  can  consistendy  deliver  for  the 
same  company,  or  for  people  who  have  strong  egos  andl 
have  to  become  number  one.  I  have  high  self-confi- 
dence, and  a  smallish  ego. 


Job  hopping  is  in,  loyalty  is  out. 
Long-term  executives  talk  back. 

BRIAN  LEVY,  41 

CHIEF  EXECUTIVE 
RADIOSHACK,  22  YEARS 

I  started  with  RadioShack  when  I  was  15  selling  merchan- 
dise, cleaning  bathrooms.  I  stayed  for  22  years,  left  for  a  year 
to  sell  furniture,  then  returned  in  1998  as  president  of  Ra- 
dioShack's  international  spinoff,  InterTan.  I  learned  this 
when  I  left:  Don't  ever  take  a  job  for  money  unless  money 
is  your  number  one  passion. 

I  have  a  deep  belief  that  people  do  not  change.  If  some- 
one has  worked  for  a  string  of  companies  for  two  or  three 
years  each,  that's  the  most  you  can  expect  them  to  last  at 
your  company.  I  don't  want  to  retain  that  kind  of  person. 

BOB  DICKINSON,  58 

PRESIDENT 

CARNIVAL  CRUISE  LINES,  28  YEARS 

In  the  last  28  years  we've  had  three  presidents.  Norwegian 
Cruise  Lines  had  at  least  20.  If  you  have  a  revolving  door  for 
your  president,  where  your  name  is  on  a  velcro  strip,  the 
business  will  suffer. 

DOUGLAS  MCCORKINDALE.  61 

CHIEF  EXECUTIVE 
GANNETT,  29  YEARS 

lob  hoppers  take  a  lot  of  time  getting  to  know  new  people 
and  challenges.  Our  top  management  team  has  been  together 
for  many  years.  We  don't  waste  time  on  unnecessary  conver- 
sations. Instead  we  try  to  learn  from  the  "new  blood."  We 
just  had  a  panel  of  Generation-X  folks  from  within  the  com- 
pany to  challenge  our  assumptions  of  why  a  newspaper  is 
good  or  bad. 

JUDY  C.  LEWENT,  51 

CHIEF  FINANCIAL  OFFICER 
MERCK,  20  YEARS 

When  I  came  to  Merck  in  1980  someone  told  me  that  they  don't 
bother  to  learn  your  name  around  here  until  after  you  have 
worked  here  at  least  five  years.  I  liked  that  remark  I  developed  a 
sophisticated  financial  hedging  system  after  ten  years  of  learning 
the  fundamentals  of  the  business. 


ANGEL  MARTINEZ,  45 

CHIEF  MARKETING  OFFICER 
REEBOK,  20  YEARS 

I'm  an  immigrant  from  Cuba.  I  was  raised  by  foster  p« 
ents.  I  lived  in  the  South  Bronx.  And  I  have  no  busind 
being  here,  if  you  look  at  the  odds  and  how  they  stack.  Sol 
me  this  is  just  a  great  thing.  It's  America.  I  never  intended 
climb  a  ladder.  When  times  have  been  hard  at  Reebok,  sorn 
times  you  say  to  yourself,  "Well,  okay,  I've  been  here  a  loi 
time;  why  don't  I  just  take  one  of  those  jobs  that  are  beii 
hawked  my  way."  But  I  really  can't  do  that.  I  don't  retui 
those  calls.  I  don't  allow  myself  to  be  tempted. 

DAVID  FARR,  45 

CHIEF  EXECUTIVE 

EMERSON  ELECTRIC,  19  YEARS 

My  dad  worked  for  Corning  Glass  for  30  years.  He  told  me 
find  the  best  company  that  I  could,  and  take  it  from  there 
think  my  dad's  career  advice  is  still  the  best. 

— FORBES  reporte 
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Feeding  a  growing 
e-business  made  easy. 


owerEdge'  2450 

Rack-dense, 
highly  available 
pplicatlon  server 


PowerApp 

Turnkey  web 
&  cache 
ippiiance  servers 


Building  an  e-business  isn't  easy.  But  Dell  can 
make  it  a  lot  easier. 

We've  had  the  experience  of  growing 
to  $15  billion  a  year  in 
e-commerce.  That's  why  we 
know  what  it  takes:  infra- 
structure like  our  reliable, 
rack-mountable, 
scalable  Dell  PowerEdge""  servers 
ana  PowerApp'"  appliances.  They  can 
grow  as  easily  as  your  e-business  grows. 

We  also  make  it  easier  with 
everything  from  custom  integration 
of  your  operating  system  options  online  to 
service  centers  that  let  you  test 
your  solution  before  you  buy.  Not 
to  mention  our  on-site  service  and 
pre-failure  alert  program. 

All  of  which  is  why  companies 
like  Monster.com  and  NaviSite 
are  powered  by  Dell  PowerEdge  servers 
with  Inter  Pentium9  III  Xeon" 
processors. 

Why  not  make  the  care 
and  feeding  of  your  e-business 
a  lot  easier? 


PowerEdge'  6450 

Mission-critical 
e-business  server 


PowerEdge  8450 

Back-end 
database  server 


800.501. DELL  WWW.dell.COID 

D0LLOCOM 


Dell  offers  a  complete  line  of  Intel  processor-based  systems.  Expand  your  e-business  with  robust  Dell 
PowerEdge  servers  based  on  the  Intel  Pentium  III  Xeon  Processor,  including  the  PowerEdge  8450  with 
ntium*  up  to  eight  processors  and  expandable  to  32GB  RAM. 

xeon  ."  i 


Intel  Inside  logo  and  Pentium  are  registered  trademarks,  and  Pentium  III  Xeon  Is  a  trademark  of  Intel  Corporation  Dell.  PowerEdge,  PowerApp  ana  the  Dell  logo  are  registered  trademarks  of  Dell  Computer 
tlon.  Dell  E  Com  is  a  trademark  of  Dell  Computer  Corporation  These  devices  hdve  not  Deen  opproved  by  tne  Federal  Communlcotlons  Commission  for  use  In  o  resldentidi  environment.  These  devices  are 
moy  not  De,  offered  for  sale  or  lease,  or  sold  or  leased  for  use  in  a  residential  environment  until  the  approval  of  the  FCC  has  Been  obtained,  ©2000  Dell  Computer  Corporation,  All  Rights  Reserved 


It  didn't  work  then,  and  it  doesn't  work  today.  Which  is  why 
Netcentives  offers  complete  direct  marketing  solutions  that  he 
you  treat  customers  with  the  respect  and  care  they  deserve. 

We  combine  a  deep  understanding  of  customer  relationships 
with  leading-edge  technology  and  marketing  services,  to  delivi 
relevant  communications  programs  that  drive  your  business  be 
online  and  off. 

That's  why  industry  leaders  in  virtually  every  category— from 
apparel  to  groceries  to  financial  services  and  beyond— trust  us 
with  their  most  valuable  asset:  their  customers. 

Visit  www.netcentives.com  today  to  find  out  how  we  can  help ) 
win  your  customers'  hearts  and  minds— without  being  a  nuisar 

®  Netcentives 

Rewarding  Relationships" 


mui   m  n  u  u  u  ivi  ivi  e  m  i 

y  Steve  Forbes,  editor-in-chief 
With  all  thy  getting  get  understanding" 


ELECTIONS 

See  Forbes.com  for  this  writer's  morning-after  electioneering  quarterbacking. 

HEADED  FOR  A  CRASH 


:  ABOUT  A  MAN  BEING  OUT  OF  TOUCH— THE  OTHER  DAY 
ipean  Commission  President  Romano  Prodi  called  for  in- 
>ing  the  powers  of  his  Brussels-based  bureaucracy.  What 
>  Prodi  and  other  big-government  types  is  that  individual  na- 
:  still  have  veto  power  over  a  number  of  issues,  most  particu- 
taxation.  Brussels  wants  to  be  able  to  impose  "harmoniza- 
'  on  member  states  so  that  relatively  low-tax  countries  like 
in  and  Ireland  will  have  to  raise  their  levies  to  the  suffocating 
s  of  France  and  Germany.  What  are  these  people  inhaling? 
dthough  the  Prodis  don't  know  it,  if  drastic  changes  are  not 
e  in  the  way  decisions  are  reached,  the  EU  will  head  into  life- 
itening  political  storms.  Denmark's  re- 
)n  this  September  of  a  referendum  to 
titute  the  euro  for  the  Danish  krone 
ild  have  been  a  wakeup  call  for  Prodi 
other  European  politicos.  The  defeat 
little  to  do  with  the  merits  of  the  euro 
everything  to  do  with  how  the  EU  is 
zing.  Begun  more  than  40  years  ago, 
originally  called  the  Common  Market, 
:U  in  recent  years  has  shifted  its  focus 
i  reducing  economic  barriers  among  its 
ibers  to  creating  a  United  States  of  Eu- 
.  But  unlike  the  American  version,  this 
rstate  would  not  be  a  system  of  checks  and  balances  but  one 
•e  effective  power  would  reside  overwhelmingly  in  Brussels. 
■Jot  surprisingly,  Europeans  are  becoming  increasingly  un- 
about  giving  up  more  sovereignty  to  bureaucrats  who  are 
itially  unaccountable  to  the  voters.  Brussels  is  issuing  a  bliz- 
of  decrees  that  have  the  force  of  law.  Britain's  ancient  corn- 
law  traditions  are  being  drastically  changed  by  Continen- 
otions  of  how  justice  should  be  administered.  The  euro 
was  foisted  on  most  countries  with  no  voter  consultation, 
y  to  effect  a  political  federation  of  such  disparate  nations 
cultures  with  hardly  a  by-your-leave  of  the  people  most  di- 
y  affected  is  preposterous  and  ultimately  self-defeating, 
'eople  can't  stop  these  superbureaucrats  in  court,  and 
can't  elect  politicians  who  have  the  power — and  moti- 
on— to  deal  effectively  with  their  grievances  or  their 
ts.  The  wave  of  massive,  sometimes  violent  protests  over 
fuel  prices  was  a  manifestation  of  this  feeling  of  impo- 
e.  The  political  culture  couldn't  care  less,  unless  you  take 


Romano  Prodi  remains  oblivious  to  the 
real  challenges  facing  the  European  Union 


to  the  streets.  Then,  maybe,  something  might  be  done. 

The  EU  is  a  top-down  institution.  It  fears  the  European 
Parliament  in  Strasbourg  about  as  much  as  Saddam  Hussein 
fears  his  handpicked,  pliant  parliament.  Though  elected  by 
voters  in  their  respective  countries,  Euro  legislators  are 
largely  impotent,  and  Brussels  knows  it. 

The  rise  of  far-right  parties  in  Austria,  Flanders,  France 
and  elsewhere  reflects  not  so  much  a  lurch  to  a  xenophobic 
nationalism  as  an  in-your-face  protest  to  establishment 
politicians  to  halt  their  roughshod  pro-European  methods. 
If  the  EU  is  seen  as  lacking  in  legitimacy,  it  will  die.  Conti- 
nental politicos  should,  but  probably  won't, 
think  about  how  to  devise  procedures  and 
institutions  to  give  people  real  powers  that 
are  protected  by  a  written  constitution. 
This  would  mean  genuine,  American-style 
federalism,  not  the  German  kind,  where 
the  central  government  makes  policy  and 
the  states  carry  out  the  administration  of  it. 

European  leaders  could  do  worse  than 
study  our  Constitution,  particularly  the 
provision  for  the  Senate.  At  the  1787  Con- 
stitutional Convention  delegates  from 
small  states  feared  domination  by  biggies 
such  as  Virginia  and  New  York.  The  ingenious  solution:  The 
seats  of  the  House  of  Representatives  would  be  determined  by 
population;  but  every  state,  regardless  of  size,  would  have  two 
seats  in  the  Senate,  which  itself  would  have  equal  powers  to 
those  of  the  House.  Thus  today  Wyoming's  481,000  people 
have  the  equivalent  Senate  representation  as  California's  33 
million  people.  In  fact,  our  Articles  of  Confederation  might 
be  an  even  better  model,  given  how  heterogeneous  Europe  is. 

Continental  policymakers  should  also  be  examining  whether 
their  national  parliamentary  systems  need  a  genuine  devolution 
of  power  and  responsibility  to  the  people.  Even  in  Britain  the 
new  Scottish  and  Welsh  parliaments  lack  many  powers,  and 
most  national  parliamentary  members  are  ciphers,  voting  the 
way  their  Whips  tell  them  to,  lest  they  be  booted  out  of  their 
party.  No  wonder  they  and  their  European  counterparts  envy  the 
powers  that  individual  members  of  Congress  routinely  enjoy. 

Consent  of  the  governed:  European  leaders  forget  that  at 
their  peril. 
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A  BOOK  FOR  BARAK 


Fire  in  the  Night— by  John  Bierman  and  Colin  Smith  (Random 
House,  $29.95).  The  new  round  of  Arab-Israeli  fighting  makes 
this  absorbing  biography  of  Britain's  most  brilliant  WWII 
military  commander,  Orde  Wingate,  particularly  timely.  Now 
largely  forgotten  by  the  general  public  but  still  controversial  in 
British  military  circles,  Wingate  was  the  godfather  of 
the  modern  Israeli  army.  Had  he  survived  the  war — 
he  was  killed  in  1944 — Wingate  would  have  likely 
resigned  his  British  commission  and  taken  com- 
mand of  the  nascent  Israeli  armed  forces  in  the 
1948-49  war  that  established  Israel's  independence. 

Before  WWII  Wingate  was  posted  to  British- 
ruled  Palestine,  where  fighting  was  intensifying  be- 
tween Jewish  settlers  and  Arab  rebels.  The  Jewish 
and  British  response  had  been  defensive — if  at- 
tacked, fight  back,  but  that  was  largely  it.  This  passivity  (sim- 
ilar to  Israeli  Prime  Minister  Ehud  Barak's  reaction  to  the 
Arafat-initiated  violence  thus  far)  infuriated  Wingate.  Unlike 
his  fellow  officers,  who  were  pro-Arab,  Wingate  was  a  fervent 
Zionist.  To  deal  with  increasing  Arab  attacks,  he  molded  his 
men — mixing  Jews  and  British  Army  regulars — into  crack 
commando  teams,  the  Special  Night  Squads,  that  routed  the 
once-freewheeling  Arab  gangs.  Wingate  taught  his  units  to 


patrol  aggressively  and  to  initiate  surprise  attacks,  an| 
credited  with  creating  the  characteristics  of  the  Israeli  an 
innovation,  aggressiveness,  speed  and  surprise. 

Wingate  displayed  the  same  qualities  in  1941  in  Itali 
occupied  Ethiopia  and  played  a  critical  role  in  restoring 
posed  Emperor  Haile  Selassie  to  his  throne.  Fr 
the  Sudan,  Wingate  led  a  force  of  2,000  Ethiopi 
and  Sudanese  into  the  center  of  Ethiopia  and  v 
impressive  victories,  despite  being  outnumbe 
nearly  20-to-l.  Instead  of  being  promoted,  he  vi 
in  effect,  demoted  for  this. 
It  was  in  Burma  that  Wingate  achieved  wor 
wide  fame.  He  trained  and  then  led  English  a 
4  smii^  Gurkha  forces  behind  Japanese  lines,  wreakj 
havoc  and  confusion  among  the  occupiers.  Noi 
general,  Wingate  impressed  both  Churchill  and  Roose\j 
and  won  their  support  for  an  immeasurably  larger  caj 
paign  to  launch  attacks  behind  enemy  lines,  pioneerj 
novel  ideas  of  coordination  between  ground  and  air  forq 
He  was  on  his  way  to  a  dazzling  success  when  he  was  kilj 
in  a  plane  crash.  Churchill's  eulogy  for  Wingate  was  right 
target:  "A  man  of  genius  who  might  well  have  become  als 
man  of  destiny." 


STOP  DUMBING  DOWN  OUR  DOLLAR 


THE  NEXT  TREASURY  SECRETARY  SHOULD  CEASE  PRINTING 
those  new  bills — fives,  tens,  twenties,  fifties  and  hundreds — and 
go  back  to  the  old  designs.  The  new  paper  looks  like  play  money 
or  something  from  an  inflationary,  despotic  backwater  country. 
It  is  utterly  unfit  for  the  world's  greatest  democracy  and  super- 
power. Designed  to  be  counterfeit-proof,  it  looks  counterfeit. 
Even  Monopoly  money  has  more  of  a  "real"  look  to  it. 

The  new  bills  all  seem  the  same,  unlike  the  traditional 
ones.  The  portraits  on  our  funny  money  are  a  travesty,  with 
Lincoln,  Hamilton  and  Jackson  looking  as  if  they  were 


spaced  out.  Lincoln,  in  fact,  also  appears  to  have  had  plas 
surgery.  This  new  money  is  supposed  to  be  more  readable  I 
those  with  vision  problems,  but,  as  you'd  expect  when  askil 
bureaucrats  to  come  up  with  a  solution,  the  new  curren 
has  turned  out  to  be  less  readable  than  the  old. 

To  salve  sensitive  bureaucratic  feelings,  the  next  Admin 
tration  could  explain  that  the  private  sector  makes  blund< 
like  this,  too — remember  the  New  Coke?  That  concoctu 
bombed,  and  we  simply  went  back  to  the  old,  er,  Classic  Col 

Let's  bring  back  our  classic  greenbacks. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  FORBES  eatery  experts 
Tom  Jones,  Patrick  Cooke  and  Monie  Begley. 


®  Alain  Ducasse-The  Essex  House,  155  West  58th  St.  (Tel.:  265- 
7300).  Only  the  price  ($300-plus  per  head)  is  pretentious;  the 
food  is  fabulous.  We  ordered  off  the  white  truffle  menu.  Appe- 
tizers: crayfish;  green  beans,  parmesan  and  tartufi  di  Alba  (white 
truffles);  and  pumpkin  ravioli.  Main  courses:  boiled  country 
chicken  with  vegetables,  Albufera  sauce  with  tartufi  di  Alba; 
grilled  Black  Angus  and  homemade  parmesan  macaroni  and 
truffled  jus;  and  Maine  lobster  with  crushed  potatoes  with  black 
truffle  and  lobster  coral,  rich  jus.  Desserts  are  also  delicious. 
«  Eli's  Manhattan- 14 11  Third  Ave.,  at  80th  St.  (Tel.:  717- 
8100).  Pleasant  and  stylish  place  producing  first-rate  fare.  Of- 
ferings are  generally  light,  impeccably  fresh  and  beautifully 


presented — perfect  for  the  well-dressed  crowd  craning  ev< 
so-discreetly  to  see  who  just  walked  in. 

Calle  Ocho— 446  Columbus  Ave.,  between  81st  and  82nd  J 
(Tel.:  873-5025).  Crowded  and  hip  Upper  West  Side  hot  spd 
Food  is  imaginative,  but  things  are  too  hectic  to  pay  attention 
details;  half  of  our  appetizers  and  main  courses,  which  shou 
have  arrived  hot,  were  tepid.  It's  too  good  to  be  this  haphazar 
•  Honmura  An-170  Mercer  St.  (Tel.:  334-5253).  A  rave.  Gr; 
cious  Zen-like  tranquility;  everything  understated  and  seren 
The  service  is  perfect,  and  the  food  is  more  than  worthy  oft! 
ambience  and  service.  Mouthwatering  soba  and  udon  noodle 
sushi  and  sashimi  are  also  top-notch — fresh  and  delicious. 
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DEDWARDS 


APPOINT  YOURSELF 

CHIEF 


OM 
OFFICER. 


Let's  talk  about  freedom  to  collaborate  That's  what  we  stand  for  at  I  D.  Edwards.  Here's  how  we  can  help:  We  offer  software 
:o  automate  your  core  business  processes  and  extend  them  outside  your  enterprise.  We  do  this  by  integrating  a  wide 
-ange  of  our  own  proven  solutions,  plus  hot,  new  e-commerce  applications  from  our  growing  lineup  of  software  partners 
5o  now,  you  can  build  a  collaborative  network  that  brings  together  any  customer,  any  supplier  and  any  partner.  Regardless 
Df  which  software  they're  running.  You  get  a  solution  that's  open  to  the  future,  open  to  partners  and  open  to  the  genius 
3f  many  software  suppliers.  We  cail  it  The  Freedom  to  Choose.  The  Power  to  Share.  It's  what  makes  us  the  leader  in  agile, 
collaborative  solutions  for  the  Internet  Economy.  Interested?  Visit  us  at  www.jdedwards.com/freedom 


f  H  E   FREEDOM  TO   CHOOSE.   THE   POWER  TO  SHARE 


I     Ultlttt  UUMMtNl  5 


If  I  hadn't  been  President  of  the  United  States, 
I  probably  would  have  ended  up  a  piano  player  in  a  bawdy  house. 

—HARRY  S.  TRUMAN 


...  Or  Until  His  Presidency  Is  Up  a  hustler 

has  to  get  out  of  town  as  quick  as  he  can,  but  a  good  con- 
man — he  doesn't  have  to  leave  until  he  wants  to. 

—JAMES  WOODS,  as  Gabriel  Caine, 
in  Diggstown  (1992  film) 

Cash  Poor  American  dollar  bills — twenties,  fifties,  hun- 
dreds and  the  good  old  fiver — sport  a  new  design.  Trouble 
is,  the  new  bills  look  like  play  money,  and  the  images  of  our 
former  presidents  seem  distorted.  This  is  the  price  we  pay  for 
cash  that  is  supposedly  less  vulnerable  to  counterfeiting? 

We're  waiting  to  see  the  new  $1  bill.  Perhaps  the  feds  are 
hoping  to  take  a  lesson  from  our  friendly  neighbor  to  the 
north:  in  Canada,  they  were  able  to  do  away  with  $1  and  $2 
bills  in  favor  of  $1  and  $2  coins,  and  the  public  has  bought 
into  it.  Good  idea,  except  the  pocket  change  quickly  adds  up 
and  pretty  soon  you  sound  like  a  piggy  bank,  jingling  when 
you  walk. 

—JESSE  BURKHARDT,  Portland  Oregonian 

Strike  Three  Imagine  the  results  if  baseball  umpires  were 
hired  and  paid  by  only  one  of  the  teams  on  the  field.  Corrupt 
umpires  would  make  decisions  to  keep  their  employees  happy. 
But  virtuous  officials  wouldn't  have  it  much  better.  Every  time 
they  made  an  honest  call,  it  would  be  questioned  by  fans,  play- 
ers and  coaches  turned  cynical  by  a  flawed  system.  Their  honesty 
would  make  them  the  target  of  the  team  that  paid  their  salaries. 
The  Department  of  Justice  is  similar,  with  one  significant 


difference.  The  only  things  at  stake  in  a  ball  game  are  poi 
pride  and  profits.  The  stakes  in  our  justice  system  are  pr 
erty,  reputations,  lives  and  the  very  survival  of  our  reput 
Corruption  is  not  a  victimless  crime. 

—REPRESENTATIVE  BOB  BARR  (R-G 
in  Hillsdale  College's  Impri. 

Defenseless  We  had  6%  of  our  GNP  going  for  defe 
during  the  Reagan  years;  [we  have]  less  than  3%  today.  We  u 
to  have  18  army  divisions;  today  we're  down  to  10.  We  usee 
have  some  24  wings  in  the  air  force;  we're  down  to  1 3  toe 
We've  given  the  forces  a  lot  of  assignments  they  didn't  usee 
have  to  take,  the  so-called  peacekeeping  assignments.  What  t 
means  is  that  the  guys  are  away  from  home  all  the  time.  1 
thing  you  hear  about  is  "the  birthday  problem."  A  guy  will 
you,  "Look,  I  missed  my  kid's  last  three  birthdays  because  I  \ 
away  from  home.  So  I'm  leaving,  I  can't  take  it  anymore." 

—DICK  CHEN 
in  an  interview  with  Rush  Limbau 

Potent  Blend  Mainstream  Zionist  ideology  spoke  pow 
fully  to  both  sides  of  Wingate's  dual  personality — to  the  20 
century  humanist  as  much  as  to  the  17th-century  theist.  Pr 
matic  and  secularist  on  one  hand,  poetic  and  God-haunted 
the  other,  combining  "progressive"  social  and  political  id 
with  mystic  notions  of  return  and  redemption,  Zionism  was 
ideology  that  might  have  been  devised  for  Wingate  and  he 
it:  thesis,  antithesis,  synthesis.  He  would  remain  committed 
life  to  the  political  idea  that  made  him  spiritually  whole. 

— Fire  in  the  Nig 
by  JOHN  BIERMAN  AND  COLIN  SMI' 

Don't  Look  Back  Let  us  assess  what  in  contemj. 
rary  parlance  is  called  Bill  Clinton's  Legacy,  while  bearing 
mind  that  only  the  present  narcissistic  generation  of  pol 
cians  would  think  in  such  terms.  No  past  president  would 
publicly  fondle  his  "legacy,"  and  the  only  journalist  w 
might  muse  over  a  passing  president's  "legacy"  would  be  c 
comfortably  situated  in  said  president's  back  pocket. 

This  President  leaves  no  legacy.  A  legacy  is  an  inheritan 
almost  always  considered  beneficent.  What  Boy  Clinton  is  le 
ing  is  not  a  beneficence  but  what  the  computer-sawy  might  < 
a  series  of  corrupt  files,  possibly  even  a  computer  virus.  Rati 
than  appraise  a  legacy  from  the  42nd  president  we  might  m< 
appropriately  evaluate  the  contamination  he  leaves. 

— R.  EMMETT  TYRRELL  IR.,  American  Spectator 
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"I"  IS  NOW  "WE." 

MY  NEW  START-UP  HAS 
ONLY  ONE  KEY  SHAREHOLDER 

LIFE'S  LITTLE  LUXURIES 
JUST  GOT  SMALLER. 

THEY  SAY  HE'S  INHERITED 
MY  SMILE. 

ONE  DAY  HE'LL  INHERIT 
A  LOT  MORE. 


f  ANNUITIES 

trust  services 
;ability  income  insurance 
life  insurance 

1ETIREMENT  SERVICES/40 1(k)  plans 
MUTUAL  FUNDS  /  INVESTMENTS 
LONG  TERM  CARE  INSURANCE 


Who  you  are  is  your 
business.  Life  insurance  is 
ours.  Let  us  show  you  how 
you  can  have  financial 
security  now,  as  well  as 
leave  something  behind. 
Visit  www.massmutual.com 


MassMutual 

FINANCIAL  GROUP 


THE  BLUE  CHIP  COMPANIES5 


INSURANCE  CO.  (MASSMUTUAL),  SPRINGFIELD,  MA  OH  1 1  •  ESTABLISHED  IN  1851  •  A  FORTUNE  500  COMPANY- 
MANAGEMENT  WITH  ITS  SUBSIDIARIES,  INCLUDING  OPPENHEIMERFUNDS,  INC.  AND  DAVID  L  BABSON  &  CO.  INC. 
ed  through  MML  Investors  Services,  Inc.,  a  MassMutual  subsidiary,  and  OppenheimerFunris  Distributor,  Inc. 


We  develop  innovative  pharmaceuticals  for  the  treatment  of  cancer. 

So  that  cancer  doesn't  stand  in  the 


Millions  of  people  are  diagnosed  with  cancer  every  year.  This  disease  hampers  the 
prospects  of  many  for  a  long  and  full  life.  At  Aventis,  one  of  the  world's  leading  pharmaceutical  companies, 
we  offer  innovative  drugs  for  the  treatment  of  common  cancers,  such  as  breast,  lung  and  colorectal  cancer. 
Our  scientists  are  utilizing  new  technologies,  including  gene  therapy  and  immunology  to  develop  new  agents 
for  the  treatment  of  head  and  neck,  lung  and  gastric  cancer.  Our  goal  is  to  develop  more  effective  treat- 
ments for  cancer;  ones  that  give  people  a  better  chance  to  make  their  dreams  come  true. 

Aventis,  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York,  www.aventis.com 


We've  helped  you  get  where  you  wanted  to  be. 
Now  let's  talk  about  what  comes  next. 


Bank  of  America  Private  Bank 


We've  been  talking  with  each  other  for  years.  And  we 
listened  when  you  told  us  where  you  wanted  to  end 
up.  So  we  offered  ideas  to  help  you  get  there.  Ideas 
you  wouldn't  expect  from  a  bank— such  as  sophisti- 
cated strategies  for  maximizing  your  wealth  while 


minimizing  taxes.  Now  that  you've  reached  your  main 
goal,  we've  got  some  thoughts  on  the  others.  How- 
do  we  know  there  are  others?  Let's  just  say  we've 
gotten  to  know  you  pretty  well.  After  all,  we  knew 
you  when  you  only  had  a  million  dollars  to  your  name. 


Call  1.800.863.9500  or  Visit  www.bankofamerica.com/privatebank 


Bank  of  America 


USA 


iUMMLNIAHY 

in  Events  at  Home  and  Abroad 

y  Caspar  W.  Weinberger,  chairman 


MALAYSIA,  HONG  KONG,  TAIWAN 


FIRST  FORBES  TRIP  TO  ASIA  THIS  FALL  CONCLUDED  WITH 
p  to  Malaysia,  Hong  Kong  and  Taiwan.  Malaysia  was  the  first 

on  this  leg.  The  first  thing  you  notice  is  the  sparkling  new 
prt.  The  second,  as  you  drive  out  of  the  airport  headed  for 
(a  Lumpur,  is  the  Multimedia  Super  Corridor.  This  is  a  vital 
)  of  land  about  9  miles  wide  and  3 1  miles  long,  running  from 
lirport  to  the  Petronas  Twin  Towers  in  the  heart  of  the  city, 
government  has  put  more  than  $3.6  billion  into  the  corri- 
since  it  was  launched  in  1997.  It  is  the  pride  of  Malay- 
s  and  represents  their  effort  to  become  a  high-tech  economy. 
:w  town,  Cyberjaya,  is  rising  within  the  corridor  and  is  slated 
ecome  a  software-development  center.  To  further  that  goal, 
lew  Multimedia  University  has  been  built  there. 
Nearly  everything  is  in  place  to  support  a  high-tech  econ- 
|  There  have  been  numerous  public  relations  events  pro- 
ing  the  corridor,  including  a  visit  by  an  "awestruck"  Bill 
ss,  who  opened  a  new  Microsoft  building.  What  is  still 
led,  however,  is  a  big  influx  of  foreign  venture  capital  to 
»  Malaysia  develop  new,  bold  technological  advances  and 
?r  the  conversion  of  some  businesses  to  e-commerce. 
Vlajor  investment  of  foreign  capital  occurs  where  a  coun- 
;  infrastructure  is  in  place  (Malaysia's  is)  and  where  there 
tax  and  other  incentives.  Malaysia  grants  high-tech  busi- 
es a  ten-year  exemption  from  corporate  taxes  and  freedom 
i  strict  immigration  rules  for  skilled  programmers,  among 
;r  benefits.  But  investors  also  look  for  political  stability.  On 
surface  Malaysia  appears  to  be  politically  stable.  Last  year 
ne  Minister  Mahathir  Mohamad  won  another  election,  but 
e  was  far  more  dissent  than  usual,  a  result  of  Mahathir's 
risy  and  brutal  ouster  of  long-serving  deputy  prime  minis- 
^nwar  Ibrahim.  There  also  were  heavy  losses  in  the  Mus- 
Malay  majority  and  signs  of  cracks  in  Mahathir's  coalition. 
Politics  notwithstanding,  there  are  378  companies  in  the 
idor.  More  than  half  of  these  are  small  or  midsize  Malay- 
concerns,  and  38  have  yet  to  start  operations.  There  should 
ar  more  private  control  and  far  less  government  micro- 
lagement,  but  the  ill-considered  attempt  of  a  few  years  ago 
^strict  the  free  flow  of  capital  is  not  likely  to  be  repeated, 
[t  is  clear,  optimism  rules  the  day.  Worries  about  government 
ility,  civil  rights  and  the  rule  of  law  are  outweighed  by  the 
ntry's  economic  opportunities,  its  excellent  infrastructure 
its  determined  effort  to  attract  and  hold  foreign  investors. 

ng  Kong 

lg  Kong  continues  on  its  steady  path  of  economic  growth, 
eterred  by  worries  that  China  may  renege  on  its  pledge  to 


let  Hong  Kong  remain  free  for  50  years.  For  the  time  being, 
China  seems  willing  to  overlook  the  close  and  continuing 
trade  relationship  between  Hong  Kong  and  Taiwan. 

In  recent  elections  the  pro-democracy,  anti-Beijing  parties 
received  the  most  votes,  but  the  system  is  so  rigged  that  the  pro- 
PRC  representatives  will  always  be  in  die  majority.  Despite  a  clear 
loss  of  popular  support  for  Chief  Executive  Tung  Chee-hwa, 
China's  appointed  head  of  government,  Hong  Kong  is  still  a  fas- 
cinating, attractive  place  in  which  to  live  and  to  be  in  business. 

Taiwan 

Taiwan  has  overcome  most  of  the  inherent  problems  in  a  transi- 
tion of  power  from  the  Nationalist  Party,  which  had  ruled  the  is- 
land since  1949,  to  the  Democratic  Progressive  Party,  which  until 
May  1999  had  called  for  Taiwan's  independence  from  China. 
Taiwan's  new  President,  Chen  Shui-bian,  gathered  the  reins  of 
power  quickly  but  has  modified  his  own  earlier  talk  of  indepen- 
dence. Vice  President  Annette  Lu,  a  vigorous  and  highly  effective 
public  servant,  however,  is  not  fond  of  the  ambiguity  in  Taiwan's 
situation  vis-a-vis  China.  She  and  President  Chen  make  an  ex- 
ceptionally strong  team  at  the  helm  during  this  critical  period. 

The  future  for  Taipei  seems  generally  bright,  aside  from  the 
worry  that  Mainland  China  might  try  to  force  "unification"  on 
a  reluctant  Taiwan.  Business  is  good,  and  there  is  substantial 
trade  with  the  mainland.  Much  will  depend  on  whether  the  U.S. 
continues  to  be  a  strong  and  reliable  ally.  The  tremors  started 
by  President  Clinton's  gross  blunders  as  he  tilted  dangerously 
toward  Beijing  two  years  ago  still  rumble  close  to  the  surface. 

But  there  are  real  concerns  about  Taiwan's  ability  to  generate 
enough  power  for  its  growing  industrial  base.  President  Chen 
recendy  stopped  construction  of  Taiwan's  badly  needed  fourth 
nuclear  plant  after  spending  $  1 .4  billion  on  it.  There  will  be  huge 
cancelation  fees  to  pay,  and  Taiwan  will  lose  many  years  trying 
to  develop  other  power  sources.  President  Chen's  government 
has  said  it  will  encourage  private  investment  in  more  fossil  fuel 
plants.  But  private  investors  will  be  wary  of  agreeing  to  build 
power  plants  in  a  country  that  cancels  construction  of  a  nuclear 
plant  after  it  is  one-third  complete.  The  cancelation  has  caused 
much  unnecessary  turmoil,  including  a  sharp  drop  in  the  Taipei 
stock  market  and  even  a  proposal  to  remove  President  Chen. 

Aside  from  this  problem — and  those  in  Indonesia — the 
Asian  countries  seem  to  have  surmounted  the  perils  and 
dangers  that  beset  them  three  years  ago.  An  uncertain  future 
for  Taiwan's  power  supply,  however,  is  not  a  good  sign. 

*  *  * 

See  Steve  Forbes'  analysis  of  U.S.  elections  on  Forbes.com.  F 
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Our  process  to  reduce  sulfur  in  gasoline 
helps  those  who  don't  even  drive. 


Sulfur  is  a  naturally  occurring  element  in  gasoline 
and  contributes  to  air  pollution.  But  until 
recently,  the  methods  used  to  remove 
sulfur  from  gasoline  weren't  very  efficient.  So 
Phillips  is  developing  a  new  process  that 
removes  more  than  90%  of  the  sulfur  in 
standard  gasoline  without  significant  loss  of 


octane  or  volume.  Its  an  innovation  that  w 
help  us  reduce  harmful  emissions  from  car 
improve  air  quality  and  meet  propose 
sulfur  regulations  for  years  to  come.  An 
it's  just  one  of  the  many  ways  we  live  up  I 
the  name  The  Performance  Company  <mn 
PHILLIPS  PETROLEUM  COMPANY  (6* 


For  a  copy  of  our  annual  report,  call  918-661-3700,  write  to:  Phillivs  Annual  R 


J  I  ti  I  I  A  L  RULES 


5y  Rich  Karlgaard,  publisher 

ublisher@forbes.com 


IN  THE  CHIPS 


RE  OFTEN  THAN  YOU  THINK,  THE  SHARE  PRICE  OF  A  TECH 
la-dog  like  Intel  slumps  more  than  50%.  History  says  bet 
ranch.  Intel  got  up  one  morning  in  September  and  took 
lassive  dump,  shriveling  from  76  to  35.  It  now  hangs 
and  47  and  reflects  a  not-absurd  31  P/E  ratio.  Contrast 
t  with  the  Old  Economy  champ,  General  Electric.  Not 
ing  Intel's  growth  prospects,  and  with  Jack  Welch  still 
dng  coy  about  his  retirement  and  successor,  GE  neverthe- 
sports  a  P/E  of  44.  Intel  is  every  bit  the  blue-chipper  and 
ird  cheaper. 

Texas  Instruments  soared  to  a  split-adjusted  $100  in 
rch.  But  then  TI  did  its  best  to  resemble  an  airplane  with 
mgine  out.  It  nosed  over  into  a  steep  glide  that  lasted 
it  months,  before  hitting  35  in  mid-October.  TI  has  since 
lilized  at  46.  Its  P/E  is  an  Intel-like  29.  This  seems  conser- 
ve compared  with  the  huge  growth  potential  of  TI's  com- 
nications  chips. 

Finally  there  is  National  Semiconductor.  Back  in  March  it 
86,  then  began  a  fearful  ride  of  swoons,  stalls,  seat  drops 
a  fat  watersplash  or  two.  Three-fourths  of  NSM's  market 
evaporated  over  the  summer  and  fall,  a  collapse  more 
n  seen  in  the  dot-com  league.  But  unlike  the  dot-coms, 
VI  still  has  an  "E"  sitting  under  its  "P."  And  no  tricky 
mtheses  around  that  E,  either.  ("That's  not  a  parenthe- 
'  a  puffed  up  dot-commer  informed  me  last  March  when 
ginseng/Viagra/toenail  polish  e-store  fetched  a  billion- 
k  valuation.  "Heck,  that's  a  smiley  face!")  National  is  free 
miley  faces;  its  P/E  ratio  is  a  sourpuss  6.5. 
Intel,  Texas  Instruments  and  National  Semiconductor 
buys. 


joice! 

repeat  our  oft- repeated  theme:  The  Big  Three  sectors  of 
Internet  era  are  chips,  storage  and  digital  pipes.  The  mar- 
cap  leaders,  at  the  moment,  are,  respectively,  Intel,  EMC 
.  Cisco.  We  love  these  sectors.  When  you  study  the 
sics — or  failing  to  do  that,  at  least  listen  to  people,  such  as 
>rge  Gilder,  Ray  Kurzweil,  Carver  Mead,  et  aL,  who  really 
w  their  electrons  and  photons — you'll  arrive  at  a  mind- 
ving  conclusion:  The  potential  of  these  Big  Three  is  with- 
limits.  Chips,  storage  and  pipes  are  headed  toward  im- 
sibly  large  performance  numbers.  At  impossibly  cheap 
t  prices.  And  ...  at  ever-accelerating  rates. 
That's  only  the  first  miracle. 
The  second  miracle  is  the  infinite-de- 

nd  elasticity  associated  with  the  Big  Mfl  www.forbes.com/karigaard 


Three.  It  works  like  this.  Double  the  speed  or  memory  of  a 
chip,  and  what  happens?  Does  a  sudden  "oversupply"  of 
speed  or  memory  torpedo  prices  on  a  per  mips  or  per  RAJV1 
basis?  Yes!  Prices  plummet.  Do  suppliers  of  chips  see  this  as 
bad  news,  as  manufacturers  of,  say,  electricity  or  potato  chips 
or  automobile  tires  might?  No!  They  rejoice. 

Huh?  When  speed  or  memory  prices  drop,  computers 
consume  more  of  the  good  stuff  and,  hence,  get  more  pow- 
erful. A  thousand  software  developers,  from  giant  Microsoft 
down  to  the  guy  or  gal  in  a  garage,  immediately  begin  writ- 
ing code  that  takes  advantage  of  the  new  powers.  Thus  do 
speed  and  memory  pave  the  way  for  new  or  better  software. 
Software  always  soaks  up  chip  power.  Always.  Take  it  to  the 
bank.  Software  always  soaks  up  storage  and  pipes,  too. 

My  own  view  is  that  the  world  will  never  have  enough 
chips,  storage  and  big  fat  pipes  until  we  can  all  say:  "Beam  me 
up,  Scotty."  No  doubt  the  MIT  Media  Labs  can  tell  you  the 
specs  required  and  the  month  and  year  this  marvel  will  arrive. 

Fewer  Disruptions 

Seers  like  George  Gilder  (www.gildertech.com)  tell  us  that 
chips  now  are  the  slowest  evolving  of  the  Big  Three.  They 
double  speeds  or  memory  capacity  at  the  same  price-point 
every  18  months.  Storage  devices  double  every  12  months. 
Bitspeeds  over  fiber  double  every  six  months  or  so. 

Chips,  thus,  are  the  sluggard  in  the  field.  So  why  buy  chip 
stocks?  Because  they  have  a  longer  history  and  greater  pre- 
dictability in  their  favor.  Sudden  disruptions  are  less  likely  to 
occur  as  long  as  the  basic  chip  materials  are  silicon  and  wires. 
All  bets  are  off  in  the  next  decade  or  so,  when  molecular  or 
quantum  computing  in  combination  with  nanotubes  takes 
off.  But  that  hardly  concerns  today's  investor. 

Also,  stock  prices  of  chip  companies  don't  escape  earth's 
gravity.  Again,  look  at  the  modest  P/Es  of  Intel,  TI  and  Na- 
tional. Yes,  it's  true  that  fabless  chipsters  like  Broadcom  can 
touch  the  moon  and  the  stars.  I  like  Broadcom  as  a  busi- 
Henry  Nicholas,  41,  may  be  the  best  CEO  of  his  gen- 


ness- 

eration — but  Broadcom's  P/E  is  a  crazy  427,  and  its  price-to- 
sales  is  crazier  still  at  60.  That's  dot-com  territory.  But,  then, 
a  chipster  without  its  own  fab  is  much  like  a  dot-com. 

One  more  cheap  chipster  to  consider:  Cypress  Semicon- 
ductor. It  hit  a  high  of  58  this  spring,  and  now  it's  at  38. 
It  has  a  long,  stable  history;  a  tough  bird  of  a  CEO,  T.J. 

t         .rv    in  .  Rodgers;  and  a  blue-collar  P/E  of  20.  Cy- 

To  see  past  Digital  Rules  °  ' 

columns,  visit  our  Web  site  at       Press  is  now  a  leader  in  the  booming  wire- 
less market.  F 
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Wishful  Thinking? 

deals  GE's  proposed  takeover  of  Honeywell  may  well  get  derailed  by  the  European  trustbust 


Smiles— but  too 
soon?  Welch  may 
wear  a  different 
face  after  the  EU 
looks  at  the  deal. 


BY  HOWARD  BANKS 

WAVING  A  RED  FLAG  IN  FRONT  OF 
the  bull,  Jack  Welch  announced 
to  the  world  that  he  sees  no 
antitrust  problems  in  GE's  planned  $45 
billion  acquisition  of  Honeywell.  He 


vows  to  close  the  big  deal  with  amazing 
speed,  finishing  up  by  February. 

But  there  may  well  be  antitrust 
problems,  and  from  a  most  surprising 
source:  the  European  Community. 

It  scrutinizes  any  deal  where  the 


joint  sales  exceed  $4.7  bill 
and  at  least  $400  million 
those  are  in  the  EU.  W 
combined  sales  of  $136 
lion,  GE/Honeywell  eas 
meets  that  threshold.  Unf 
tunately  for  Welch,  the  d! 
comes  at  a  time  when 
scrutiny  is  "at  an  unprec 
dented  level,"  says  law) 
Janet  L.  McDavid,  a  partr 
in  Hogan  &  Hartson  L.L.P. 

At  center  stage  in  tl 
drama  is  Mario  Monti,  57,  t| 
tough-minded  head  of  the  El 
competition  department.  He 
a  new-style  European  regu] 
tor,  only  moderately  socialisi 
Monti,  who  took  office 
September  1999,  has  alreat 
stopped  five  deals  in 
months,  citing  inadequa 
remedies  to  preserve  comp 
tition  were  the  mergers  to  j 
through.  In  the  marriage 
Exxon  and  Mobil,  which  hi 
combined  sales  of  $225  b; 
lion,  he  forced  the  divestitu 
of  a  jet-lubricants  busine! 
some  pipelines  and  crude-* 
production  facilities.  A  ye 
ago  he  made  AlliedSignal  ai 
Honeywell,  whose  combin< 
revenue  at  the  time  of  the  accord  w 
$24  billion,  dump  some  avionics  unit 
Monti's  main  focus  is  somethii 
called  portfolio  theory,  which  refers 
the  range  of  products  created  by  cor 
bining  two  behemoths.  That's  precise 
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ssue  at  the  heart  of  GE/Honey- 
"GE  is  buying  a  high-tech  com- 
'  with  90%  overlap  with  the 
;s  we  [already]  do....  Everything 
mplementary,"  Welch  crowed  in 
mncing  the  pact. 

^here  Welch  sees  profit,  Monti 
'collective  dominance."  Suppose 
npany  with  a  dominant  product 
ires  a  company  with  significant 
tions  (though  not  necessarily 
inant)  in  other  related  products, 
then  the  acquirer  leverages  those 
i  lines  by  discounting  its  domi- 

product  to  produce  a  lower- 
id  package  deal.  That  is  deemed 
:  clearly  anticompetitive,  says  an 
rican  antitrust  expert  who  has 

mauled  in  another  case  by 
ti  on  these  precise  grounds. 
E  is  strong  in  jet  engines,  while 
eywell  has  avionics,  auxiliary 
tr  units  (small  jet  engines  that 
ide  an  airliner's  power  on  the 
nd),  undercarriages  and  brakes, 
ng  the  two  is  a  textbook  example 


lationship  between  Boeing  and  GE.  GE 
has  two  exclusive  engine  deals  with 
Boeing  (on  the  latest  737  and  the  new 
long-range  777);  it  is  gaining  engine 
market  share  on  Boeing's  other 
planes,  and  it  is  an  equity  partner  in 
Boeing's  business-jet  version  of  the 
737,  which  is  outselling  Airbus'  entry. 

Rolls-Royce  would  face  even 
broader  engine  competition  from  GE 
plus  Honeywell.  United  Technologies' 
George  David  says  he  will  protest  on 
antitrust  grounds,  too.  David,  of  course, 
is  the  guy  Welch  snatched  the  Honey- 
well deal  from  at  the  1 1th  hour. 

Another  reason  the  EU  is  a  much 
more  obvious  threat  to  this  deal  than 
Washington  is  that  under  EU  law 
Monti  can  make  the  decision  and 
needs  only  a  bare  majority  of  the  rest 
of  the  EU  commission.  In  the  U.S., 
antitrust  regulators  have  to  go  to 
court  to  block  a  merger. 

In  this  respect,  Monti  says,  "EU  law 
is  strong  and  more  effective."  It  is  pos- 
sible to  appeal  one  of  his  rulings  to  the 


rerything  is  complementary,"  Welch  crowed 
rhe  GE-Honeywell  alliance.  But  where  he 
profit,  Monti  sees  "collective  dominance." 


)rtfolio  theory,  this  expert  says. 
Iso  gets  low-cost  financing  from 
i  its  $56  billion  private  bank. 
.  related  concern  for  regulators  is 
iclosure" — whether  a  deal  has  a 
ng  effect  on  rival  makers'  willing- 
to  invest  in  creating  new  versions 
lese  products.  Faced  with  such 
vling  market  power,  does  the  in- 
nent  become  just  too  risky?  This 
is  heightened  when  a  market  has 
us  barriers  to  entry,  as  in  jet  en- 
;  and  most  aircraft  gear, 
o  expect  complaints  from  com- 
ors  to  reach  Monti's  desk  soon, 
most  likely  candidates  are  Airbus 
strie,  Rolls-Royce  and  avionics 
liers  such  as  France's  Thompson- 
ind  Britain's  BAE  Systems.  Airbus 
dy  faces  an  increasingly  tight  re- 


European  Court  of  Justice,  but  that 
takes  three  years  or  so,  by  which  time 
any  urge  to  merge  may  have  evaporated. 

With  global  deals  becoming  more 
complicated,  remedies  such  as  divesti  - 
tures have  become  similarly  complex 
and  more  or  less  impossible  to  police. 
Promises  of  good  behavior  by  the  ac- 
quiring company  are  no  longer  suffi- 
cient to  hold  off  regulators.  Monti  has 
said  the  best  thing  may  be  to  prohibit 
complicated  mergers  altogether. 

For  its  part,  GE  says  the  Honeywell 
acquisition  is  on  track  to  be  com- 
pleted in  three  months,  at  which  point 
Welch  will  postpone  his  retirement  to 
see  it  through.  But  if  Monti  makes  the 
Honeywell  deal  so  unattractive  that  it 
goes  down  the  drain,  will  Welch  then 
go  off  and  play  golf?  Fore!  F 


Failing  Upward 

CAREERS!  It's  not  over  yet 
for  Lucent's  Richard  McGinn. 
For  some  disgraced  executives, 
the  end  is  just  the  beginning. 

>    ROBERT  L.  WHITE  Founder  of 
mtm        glossy  Robb  Report  filed  for 
bankruptcy  in  1997.  New  ven- 
ture Millionaire.com  now  being 
investigated  by  SEC  for  "past 
capital  raising  activities."  Company  motto: 
"The  very  best  the  world  has  to  offer." 

STANLEY  KINSEY  Quit  as 
chairman  of  moneylosing  Iwerks 
Entertainment  in  1995.  "I  went 
from  being  a  genius  to  someone 
who  looks  as  though  he's  misled 
people."  Now  head  of  moneylosing  NTN 
Communications.  Hype  at  hire:  "His  creativ- 
ity and  energy  will  add  a  new  dimension." 

G.  KIRK  RAAB  Fired  from 
Genentech  1995.  Now  chair- 
man, director,  of  numerous 
small  companies,  including 
Shaman,  a  floundering  drug 
firm:  "Kirk's  broader  participation  is  an 
important  step  for  our  growth." 

PHILIP  HAWLEY  Drove  Carter 
Hawley  Hale  into  bankruptcy. 
Now  running  Krause's  Furniture, 
unprofitable  sofamaker:  "We  are 
very  fortunate  to  have  Phil  Haw- 
ley as  our  new  chief  executive." 

JOHN  SCULLEY  Former  Pepsi 
executive  squeezed  out  of 
Apple  Computer,  embroiled  in 
embarrassing  scandal  at  bank- 
rupt Spectrum  Information 
Technologies.  Now  works  with  brothers  in 
investment  firm,  serves  on  corporate 
boards.  Calls  himself  a  "venture  catalyst." 

GENE  PHILLIPS  Wheeler- 
dealer  oversaw  collapse  of 
Southmark.  Until  recent  indict- 
ment for  securities  fraud,  ran 
a  trust  that  controlled  various 
real  estate  investment  firms.  Charged  in 
racketeering  sweep  that  included  members 
of  big  Mafia  families.      —RiShawn  Biddle 
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Do  as  I  Say, 
Not  as  I  Do 

deals  Sam  Heyman  has  his 
crosshairs  set  on  struggling 
chemical  companies.  Perhaps 
he  should  take  aim  at  his  own. 


R 


BY  DOUG  DONOVAN 

EMEMBER  SAMUEL  J.  HEYMAN? 
He  was  one  of  the  corporate 
[raiders  of  the  1980s  who 
made  a  fortune  investing  in  under- 
valued companies  using  loads  of 
Drexel-backed  debt.  Best  known  for 
his  successful  proxy  fight 
against  GAF,  Heyman 
made  tens  of  millions 
more    through  failed 
takeover  attempts  of  Borg 
Warner  and  Union  Carbide. 

For  most  of  the  1990s 
Heyman  stayed  out  of  the 
game,  opting  instead  to 
tend  to  International  Spe- 
cialty Products,  the  $787 
million  (sales)  specialty 
chemicals  company  in 
Wayne,  N.J.  that  he  took 
public  in  1991. 

Today  Heyman  is 
back  at  the  table.  In  De- 
cember he  made  a  run  at  Dexter  Corp.,  a 
233-year-old  specialty  materials  com- 
pany. His  real  target  was  Life  Technolo- 
gies, a  publicly  traded  biotech  company 


International  Specialty  Products  has 
seen  its  shares  drop  by  70%  since  its 
1998  high.  Here's  some  more  bad  news. 

Percent  of  time  ISP  met  or  beat 
quarterly  earnings  estimates  in 
1998-1999. 

Amount 

Heyman's  77%  stake  in  ISP  has  lost 
since  its  52-week  high. 

Drop  in  the  company's  1999 
operating  profit  in  its  industrial 

division. 

Sources:  Salomon  Smith  Barney;  company  reports. 


Heyman  is  b 
to  his  corpoil 
raiding  tac 
of  the I9£ 


/*./. 


Samuel  Heyman  may  be  a  master  at  corporate  takeovers, 
less  so  when  it  comes  to  running  his  own  company. 


controlled  by  Dexter.  ISP,  which  is  77% 
owned  by  Heyman,  offered  $933  million 
for  Dexter.  But  his  bid  lost  out  to  a  richer 
offer  from  Invitrogen,  which  bought  both 
Dexter  and  Life,  boosting  ISP's  original 
$203  million  investment  by  74%. 

Now  he's  gunning  for  Hercules,  the 
chemical  company  spun  out  of  DuPont 
in  1912.  In  October  Heyman  offered 
$438  million  to  buy  25  million  shares  of 
Hercules,  which  would  give  Heyman 
33%  of  the  struggling  concern.  The 
offer  was  initially  rebuffed  by  the  Her- 
cules chief  executive,  Vincent  J.  Corbo. 
But  six  days  later  Corbo  resigned,  and 
the  board  is  now  reconsidering. 

Heyman's  presence  is  enough  to 
make  any  board  find  ways  to  improve 
the  stock,  if  only  to  save  face.  But  Hey- 
man's own  face  has  a  little  egg  on  it.  ISP's 


stock  has  sunk  70%  from  its  1998  higl 
a  recent  $6.  While  the  chemical  sector 
suffered  poor  earnings,  ISP's  proble 
stemmed  mostly  from  increased  capac 
and  lower  prices  of  butanediol,  a  che 
ical  used  in  the  manufacture  of  spanc 
fibers  and  plastics.  New  competitors  hi 
flooded  the  market  in  the  past  two  ye< 
resulting  in  a  90%  dip  in  operating  pr 
its  for  ISP's  industrial  division. 
•  ISP's  senior  unsecured  debt,  m 
rated  junk  by  Standard  and  Poor's,  1 
been  placed  on  watch  over  concei 
that  ISP's  speculations  in  the  stocks 
other  companies  may  stretch  a  balai 
sheet  already  laden  with  more  than 
billion  of  debt. 

Heyman  wants  Hercules  put  up  1 
sale,  in  whole  or  in  parts.  Why  not 
that  to  ISP? 
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CONCERNED  ABOUT 


WHAT   NET  MARKETS   WILL  DO 


TO   YOUR  MARGINS 


CALICO' 


eBusiness  for  Leaders" 


Without  the  right  eBusiness  software,  selling 
in  a  Net  marketplace  can  mean  giving  up 
control  over  your  pricing— along  with  the  product  and  service 
mix  you  use  to  build  customer  loyalty  and  drive  margin  growth. 
Calico  software  enables  you  to  control  the  keys  to  profitable 
selling  to  new  and  existing  customers  in  Net  markets,  direct 
from  your  Web  site,  and  through  existing  channels.  Find  out 
how  over  100  companies  use  Calico  software  to  deliver 
superior  convenience,  choice,  and  value  to  customers.  Without 
having  to  shave  their  margins.  Call  1-800-717-9077  or 
simply  visit  us  at  www.calico.com/control9  for  more  details 
and  your  free  white  paper  'Taking  Control  of  eBusiness  Selling." 


Ceooo  Calico  is  a  mgisterw)  trademark  oi  Calico  Commerce.  Inc  All  rights  reserved 


Oprah  Who? 


M  E  D  i  A  I  A  cable  baron  breaks 
through  an  old  barrier. 

BY  BRETT  PULLEY 


WHEN  ROBERT  L.  JOHNSON 
agreed  to  sell  his  Black  Enter- 
tainment Television  cable  chan- 
nel and  related  properties  to  Viacom  for 
$2.7  billion  earlier  this  month,  he 
catapulted  himself  to  a  place  where  few 
black  people  have  ever  been:  The  Forbes 
400  list  of  richest  Americans. 


Baby  Blues? 

computers  Lou  Gerstner 
can't  get  IBM  to  grow  as  fast  as 
the  industry.  Some  say  it's  time 
for  a  drastic  fix:  Break  it  up. 

BY  DANIEL  LYONS 

THE  STUNNING  DECISION  TO  BREAK 
up  an  ailing  AT&T  may  be  the  most 
significant  move  of  C.  Michael 
Armstrong's  long  career.  The  opposite 
verdict — to  keep  a  troubled  giant  in- 
tact— may  hold  the  same  significance  for 
Louis  V.  Gerstner  Jr.  of  IBM. 

In  1993,  when  Gerstner  joined  the 
moribund  computer  giant  as  chairman 
and  chief  executive,  plans  were  already 
under  way  to  chop  IBM  into  a  confeder- 
ation of  autonomous  businesses.  The 
idea,  set  in  motion  by  Gerstner's  prede- 
cessor, John  F.  Akers,  was  that  the  freed- 
up  entities  would  work  leaner  and  faster. 

But  Gerstner  nixed  Akers'  plan  and 
kept  IBM  intact,  arguing  its  strength  lay 


When  the  deal  (which  includes  $570 
million  in  assumed  debt)  goes  through, 
Johnson  will  get  26  million  shares  of  Vi- 
acom worth  $1.5  billion.  That  makes 
him  the  country's  first  black  billionaire, 
richer  than  Oprah  Winfrey,  whose  net 
worth  is  estimated  at  $800  million. 

A  historic  accomplishment,  but  the 
54-year-old  Johnson  is  probably  finding 
greater  satisfaction  saying,  "I  told  you 
so."  In  1998,  after  complaining  for  years 
that  Wall  Street  was  undervaluing  his 
company,  Johnson  took  BET  private  in 
a  deal  that  valued  it  at  $1  billion.  Now 
Viacom  is  paying  two  and  a  half  times 
that  amount,  leaving  some  wondering. 
"Economically,  I'm  at  a  loss  to  under- 
stand the  value  that's  being  placed  on 
it,"  shrugs  Jack  Myers  of  the  Myers 
Group,  a  media  research  firm. 

While  BET's  reach  has  swelled  from 
55  million  to  62  million  in  the  past  two 
years,  it  has  done  few  acquisitions  and 
made  little  change  in  its  programming. 
Larry  Gerbant  of  Paul  Kagan  Associates 
expects  the  BET  network,  which  provides 
more  than  80%  of  total  revenue,  to  gen- 


erate $124  million  in  cash  flow  (earr 
before  taxes,  depreciation  and  amor 
tion)  next  year.  Viacom  is  paying  a  i 
tiple  of  about  22  times  cash  flow.  "T 
on  the  rich  side,"  says  Gerbant. 

Which  is  just  fine  with  Johnson) 
BET's  other  major  shareholder,  c 
titan  John  Malone.  Malone's  Lib 
Media  holds  a  35%  stake  in  BET  and 
receive  some  13  million  Viacom  sli 
worth  $800  million.  Malone  could 
the  boost.  In  the  past  nine  month; 
Liberty  Media  stock  has  fallen  from 
to  $18,  and  his  stake  in  AT&T  is  d« 
61%  to  about  $732  million. 

Johnson,  who  started  BET 
$15,000  more  than  20  years  ago, 
continue  running  it.  He  also  will  1L 
spend  some  of  his  new  wealth  to  s 
an  airline,  using  discarded  routes  ft 
the  proposed  merger  of  United  and 
Airways. 

But  not  everyone  will  come  out  fh; 
high.  One  of  Johnson's  original  invest 
Time  Warner,  sold  its  10%  stake  bac 
BET  in  1995  for  $58  million.  Today  I 
stake  would  be  worth  $230  million. 


in  size  and  that  each  part 
would  benefit  from  being 
tied  to  the  others. 

These  days  it  is  difficult 
to  see  how.  Each  piece  of  IBM 
is  enduring  its  own  separate 
version  of  hell.  IBM's  divi- 
sions don't  grow  nearly  as 
fast  as  the  leaders  in  their 
markets.  Most  don't  grow  as 
fast  as  the  overall  business  in 
which  they  compete.  And 
some  don't  grow  at  all. 

In  the  first  nine  months  of  this  year, 
IBM's  hardware  sales  declined  4%.  Soft- 
ware declined  0.3%.  Services,  touted  by 
IBM  as  its  future,  grew  a  mere  2%.  Over- 
all revenues  fell  1%.  This  when  the  global 
market  for  information  technology  will 
grow  just  over  10%  this  year. 

Rivals  like  Sun  Microsystems  and 
EMC  are  booming  on  the  Internet  build- 
out.  Sun's  sales  grew  60%  in  the  most  re- 
cent quarter;  IBM's  Unix  servers  grew 
15%.  In  storage,  EMC  grew  47%  last 


Gerstner:  Size  matters 


quarter,  while  IBM  grc 
about  10%  annually  (a  51 
rise  last  quarter  owed  11 
dismal  year- ago  period ) 
One  bright  spot:  IB] 
DB/2  database  is  growinj 
a  nifty  45%  clip,  faster  tj 
Oracle.  But  IBM's  Tivoli  a 
tern  management  softw 
and  other  areas  drag  do 
overall  results. 

No  wonder  there's  t 
that  maybe  IBM  shoi 
chop  itself  up,  after  all.  "I  think  tl 
should  do  it,"  says  Friedman,  Billin 
Ramsey  &  Co.  analyst  Ulric  Weil,  a  f 
mer  IBMer  who  has  followed  the  co 
pany  for  25  years.  He  says  a  break 
would  make  IBM  divisions  more  niml 
It  also  might  end  conflicts  among  co 
peting  businesses  inside  the  company 
But  divestiture  has  one  drawba 
The  broken-up  pieces  of  IBM  might 
tually  be  worth  less.  Five  years  ago,  1 
pieces  of  IBM  would  have  been  woi 
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twice  as  much  as  the  whole,  says  Robert 
Djurdjevic,  president  of  Annex  Research. 
Today  Djurdjevic  figures  that  by  breaking 
IBM  into  six  companies — servers,  PCs, 
software,  services,  chips  and  financing  — 
the  pieces  of  IBM  would  be  worth  a  total 
of  about  $150  billion,  17%  less  than  IBM's 
current  market  value  of  $  1 80  billion.  Still, 
he  argues,  a  breakup  might  make  IBM 
more  competitive  and  let  it  turn  in  better 
returns  in  future  years. 

Despite  the  sniping,  Lou  Gerstner 
isn't  expected  to  renege  on  his  keep-it- 


together  strategy.  Officials  aren't  even 
considering  the  idea  of  splitting  the  blan- 
kets. IBM  spokesperson  Robert  Wilson 
says,  "Our  integrated  portfolio  is  one  of 
our  greatest  strengths." 

Besides,  dividing  IBM  would  stop 
Gerstner  from  employing  the  financial 
alchemy  he  has  used  to  create  the  ap- 
pearance of  growth  at  IBM.  In  the  past 
five  years  he  has  boosted  earnings  per 
share  24%,  in  part  by  spending  $37  bil- 
lion to  buy  back  IBM  stock.  The  results 
also  have  benefited  from  lower  tax  rates 


and  windfalls  from  IBM's  pension  fi 
IBM's  shareholder  equity  now  stj 
at  $19.5  billion,  less  than  half  the  le\ 
a  decade  ago.  Debt  is  up  50%  in  the : 
period,  though  IBM  says  that's  becai 
finances  so  much  more  business.  At  $ 
IBM  stock  is  down  25%  since  Septen 
Another  drop  like  that,  and  a  bit 
up  might  look  better.  For  Gerstner 
challenge  is  to  show  why  he  was  rigl 
forgo  splintering  the  world's  largest  ( 
puter  maker.  To  do  that,  IBM  need 
show  real  growth.  And  soon,  please. 


Bloodbath 
And  Beyond 

retail  Wherein  big-box 
retailers  get  bashed. 

BY  JONATHAN  FAHEY 

WHEN  CIRCUIT  CITY,  THE  NA- 
tion's  largest  consumer  elec- 
tronics merchant,  lost  40%  of 
its  market  value  in  one  day  last  month, 
it  joined  a  number  of  other  "nation's 


largest"  retailers  whose  once-lofty  stock 
now  lurks  in  the  basement. 

It  wasn't  that  long  ago  that  super- 
size  specialty  retailers  like  Circuit  City 
were  all  the  rage.  Consumers  were 
drawn  by  their  deep  inventory  and  low 
prices;  investors  loved  their  high 
turnover.  Now  these  so-called  category 
killers  are  getting  battered  (see  below). 
Higher  oil  prices  and  interest  rates  ac- 
count for  some  of  the  troubles,  but  the 
big  superstores  are  also  under  pressure 
from  mass  merchants  like  Wal-Mart 


and  direct  sellers  like  Gateway  and  [ 
And  even  though  big  book  ch; 
like  Barnes  &  Noble  and  Borders 
registering  increased  sales,  they're 
fighting  fears  that  the  Internet  will  wi 
them  out.  Even  strong  performers 
Home  Depot  and  Best  Buy  have  bi 
knocked  around. 

Among  the  survivors:  Bed,  Bat) 
Beyond,  which  is  having  no  probl 
convincing  well-heeled  homemaker: 
spend  $200  for  trash  cans.  At  a  recent  $ 
the  stock  trades  near  its  alltime  high. 


)ffic§Max 


SPORTS 


SPJrnS^UIHQBlIY 

Alltime  high:  $29 
Recent  price:  $1.81 
Drop  from  high: 

-94% 


Office 

DEPOT 

Tailing  Can  of  Busmen 


QEE1CEMAX 

Alltime  high:  $19.63 
Recent  price:  $2.81 
Drop  from  high: 

-86% 


OFFICE  DEPQI 

Alltime  high:  $26 
Recent  price:  $7.88 
Drop  from  high: 

-70% 


BORDERS 


www.borders.com 

BORDERS 

Alltime  high:  $41.75 
Recent  price:  $13.94 
Drop  from  high: 

-67% 


ALffiMOfJU 

Alltime  high:  $44.38 
Recent  price:  $6.88 
Drop  from  high: 

-85% 

BARNES 

&H0BLE 


PETsMART 


PETSMART 

Alltime  high:  $29  63 
Recent  price:  $4.47 
Drop  from  high: 

-85% 


CIRCUIT  CITY 

Alltime  high:  $65.19 
Recent  price:  $13.51 
Drop  from  high: 

-79% 


BOOKS 


ELLERS 


BARNES.MQB1E 

Alltime  high:  $48 
Recent  price:  $18.88 
Drop  from  high: 

-61% 


TOYS "R"  US 

Alltime  high:  $42.38 
Recent  price:  $17.38 
Drop  from  high: 

-59% 


FREE 
DELIVERY 


STABLES 

Alltime  high:  $35.94 
Recent  price:  $15 
Drop  from  high: 

-58% 
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Good  Will  Hunting 

opportunities  When  there  is 
no  will,  there  is  a  way. 

BY  MONTE  BURKE 

LATER  THIS  MONTH  A  HOMELESS 
man  named  Edwin  G.  Wiesz- 
kowiak  will  be  $100,000  richer 
thanks  to  Harvey  E.  Morse,  heir 
hunter.  When  Wieszkowiak's  father 
died  in  May  1997,  leaving  behind 
stocks,  real  estate  and  a  car,  Morse 


Edwin 
Wieszkowiak 
went  from 
homeless  man 

heir  apparent. 

r  n 


was  brought  in  to  track 
down  his  estranged  son, 
who  had  fallen  on  hard 
times  and  was  out  of 
touch  with  his  family.  "It 
wasn't  easy,  but  we 
found  him,"  says  Morse, 
whose  firm  combed  the 
streets  and  shelters  of 
Wieszkowiak's  stomping  grounds  in 
Charleston,  W.Va. 

Thanks  to  an  aging  population 
that  is  wealthier,  more  mobile  and 
more  likely  to  die  without  a  will  than 
ever  before,  heir  hunting  is  a  booming 
business.  "We've  seen  a  25%  growth 
in  the  last  three  years,"  boasts  Richard 
Tosaw,  founder  and  president  of  the 
Bureau  of  Missing  Heirs  in  Ceres, 


Calif.  Part  genealogists,  part 
detectives,  heir  hunters  have 
sprouted  up  in  Massachusetts, 
Wisconsin,  California-and,  es- 
pecially, Florida,  where  the 
huge  number  of  retirees  makes  partic- 
ularly fertile  ground. 

Morse  employs  some  14,000  free- 
lance researchers  who  finger  through 
courthouse  filings  looking  for  people 
who  have  died  either  intestate  or  with 
missing  heirs.  When  a  prospect  is 
found,  the  meticulous  search  begins. 
Using  expensive  Internet  data- 
bases, census  reports,  passenger 
lists,  graveyards,  family  Bibles, 
"even  turning  over  cardboard 
boxes  and  tapping  people 
awake  on  the  street,"  says 
Morse,  the  hunters  track  down 
the  rightful  heirs,  many  of 
whom  never  even  knew  the 
deceased. 

For  their  efforts  heir 
hunters  charge  as  much  as  40% 
of  the  inheritance.  One  of 
Morse's  biggest  paydays  came 
from  tracking  down  the  heir  to 
Walter  Cottingham,  former 
president  of  Sherwin-Williams 
Paints,  who  left  $4  million  and 
no  will. 

Critics  complain  that  heir 
hunting,  if  not  immoral,  is  at 
least  distasteful,  particularly 

With  a  wealthy  population  more 
likely  to  die  intestate  than  ever 
before,  heir  hunting  has 
become  a  booming  business.  


when  the  firms  initiate  their  own 
search.  But  Morse,  whose  firm  initi- 
ates most  of  its  heir  hunts,  contends 
that  he  does  no  wrong. 

"We're  doing  a  good  deed  for  our 
customers,"  he  says.  "We're  giving 
them  money  that  they  otherwise 
wouldn't  get.  It  changes  their  lives." 

Edwin  Wieszkowiak  won't  argue 
with  that.  F 


God  Save  the 
Queen's  Portfol 

FACES!  Don't  change  the  gu 
change  the  money  manager. 

BY  MICHAEL  KATZ 

THE  HOUSE  OF  WINDSOR 
withstood  wars,  scandals  and 
dication.  Now  it's  dealing  with 
Internet  stock  fallout.  Last  Noven 
Queen  Elizabeth  II  of  England  inve1 
$160,000  of  her  own  money  for  a  1 
stake  in  Getmapping.com,  a  small  cc 
pany  that  produces  online  digital  at 
maps  of  the  U.K.  The  investment  I 
peared  to  be  a  shrewd  one  when  I 
stake  swelled  to  $1.3  million  the  dai 
April  the  company  went  public  on  L 
don's  Alternative  Investment  Marke 
But  like  most  Internet  sto< 
Getmapping  has  plunged,  sending 
Queen's  shares  down  more  than  7(1 
Ironically,  the  very  thing  that  had 
tracted  the  Queen's  investment- 
Domesday  Book  and  Millennium  h 
dedicated  to  her — spurred  the  sto<j 
fall  when  sales  fell  short.  The  compi 
recendy  reported  a  pretax  loss  of  mi 
than  $1  million  for  the  first  six  mon 
on  sales  of  $648,000. 

Will  the  stock-sawy  sovereign  dui 
the  stock  like  an  old  colony?  She's  ke< 
ing  mum:  "We  don't  talk  about  her 
dividual  personal  holdings  as  it  woi 
inadvertently  act  as  a  commercial  < 
dorsement,"  says  a  spokesman. 

Blimey! 
The  Queen's^.; 
privy  purse  B 
is  a  spot 
lighter. 
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WHEN  EMPLOYEES  ARE  HAPPY  WITH  THEIR  401(k)  PLAN,  IT  SHOWS.  They  work  harder 
and  stay  with  you  longer.  We  should  know.  As  the  nation's  401(k)  leader,  we've  been  helping 
growing  businesses  and  their  employees  secure  their  financial  futures  for  over  50  years.  No  wonder  more 
companies  choose  The  Principal1"'  for  their  401  (k)  plans.*  Investment  choice  and  education,  recordkeeping, 
loan  services  and  asset  allocation-we've  got  what  you  need,  plus  personalized  service  and  local  support  to 
make  the  process  easy.  What's  not  to  love?  If  you'd  like  to  hear  what  a  401  (k)  plan 
from  The  Principal  can  do  for  your  employees,  call  1-800-986-3343  (ext.  80080).  One 
of  our  representatives  will  be  happy  to  help,  no  matter  what  you're  wearing. 

We   understand   what   you're   working  for™ 

www.principal.com 


>  Principal  Life  Insurance  Company,  Dcs  Moines,  IA  50392-  Products  and  services  offered  through  Principal  Life  Insurance  Company  (The  Principal*),  its  subsidiaries  and  affiliates.  Mutual  funds  distributed  thr 
r  Financial  Services  Corporation  (Member  SIPC).  'CfO  Magazine,  April/May  2000,  based  upon  total  plans  served  in  1999  by  insurance  companies,  banks  and  investment  firms. 


The  Tribe  and  the 
Television  Stations 

taxing  mattersi  When  one  of 
the  richest  families  in  America  wanted 
to  duck  taxes,  a  poor  Indian  tribe  came 
to  the  rescue. 


T 


BY  JANET  NOVACK 

IHE  STRUGGLING  467-MEMBER 
Iowa  Tribe  of  Oklahoma  has  700 
acres,  a  smoke  shop,  a  minimart, 
an  art  gallery  and  a  four-times-a-week 
bingo  game.  But  for  a  few  minutes  in 
1996,  it  also  owned  two  television  sta- 
tions and  other  assets  worth  a  total  of 
$193  million. 

The  Iowas,  or  Bah-kho-je,  as  they 
call  themselves,  bought  these  holdings 
from  members  of  the  old-money 
Phipps  family,  which  controls  Bessemer 
Trust  and,  FORBES  estimates,  a  $7  bil- 
lion fortune.  The  Iowas  immediately 
resold  almost  all  the  assets. 

According  to  the  Internal  Revenue 
Service,  the  whole  deal  was  a  ruse  to 
save  John  H.  Phipps  Inc.  capital  gains 
taxes.  It  is  demanding  $55  million  in 
back  taxes  and  $24.5  million  in  penal- 
ties from  the  company.  Phipps  is  fight- 


brought  to  the  tribe  by  a  shel- 
ter promoter,  who  presented 
legal  opinions  saying  it  would 
work.  He  adds  that  he  now  ad- 
vises tribes  to  avoid  shelter 
deals  because  of  a  possible  po- 
litical backlash. 

Simplified  a  bit,  here's 
what  happened:  On  Sept.  30, 
1996  Phipps  family  trusts 
sold  all  of  Phipps  Inc.'s  stock  to 
First  American  Media,  which 
was  owned  by  the  Iowas  and 
chartered  under  tribal  law. 
First  American  immedi- 
ately dissolved  Phipps  Inc.  and 
then  sold  its  communica- 
tions   assets,  including 
Knoxville,   Tenn.  and 
Tallahassee,  Fla.  televi- 
sion stations,  for 
$159.5  million  to 
Atlanta-based 
Gray  Communica- 
tions Systems  (which  is 
controlled  by  former 
Forbes  400  member  J. 
Mack   Robinson).  The 
same  day,  First  American 
also  sold  off  other  Phipps 
assets  to  four  Phipps- 
related  entities  for  an- 


The  FCC  approved  all  the  paper  shuffling  on  one 
condition:  The  tribal  corporation  couldn't  own 
the  two  TV  licenses  for  more  than  ten  minutes. 


ing  that  assessment  in  U.S.  Tax  Court. 

Indian  tribes,  like  states,  don't  pay 
corporate  taxes  on  the  businesses  they 
own,  and  the  use  of  tribes  in  aggres- 
sive corporate  tax  shelters  has  been 
whispered  about  for  years  (FORBES, 
Dec.  14,  1998).  Phipps  appears  to  be 
the  first  company  to  be  publicly  linked 
to  the  ploy. 

It  may  not  be  the  last.  "There  were 
quite  a  few  tribes  doing  the  same 
thing,"  says  Oklahoma  City  lawyer 
David  McCullough,  the  Iowas'  counsel. 
He  recalls  that  the  Phipps  deal  was 


other  $33.5  million. 

Phipps'  tax  basis  in  these  assets, 
according  to  the  IRS,  was  just  $31.6 
million.  So,  in  theory,  a  $161.4  million 
capital  gain  was  shifted  from  taxable 
Phipps  Inc.  to  tax-exempt  First 
American. 

You  have  to  feel  some  pity  for  the 
Phippses  because  they  were  only  trying 
to  avoid  double  taxation — they  pre- 
sumably still  owed  taxes  on  capital 
gains  on  their  sale  of  Phipps  stock. 

It  used  to  be  that  the  second  layer 
of  tax  could  easily  be  avoided.  On  liq- 


uidation of  a  corporation  that  held 
preciated  assets,  shareholders  wol 
owe  capital  gains  taxes  of  their  o\j 
but  the  corporation  would  not  a) 
owe  corporate  taxes  on  the  apprec 
tion.  In  1986  Congress  changed  the  ] 
so  that  the  IRS  could  collect  dou 
taxes  in  this  situation. 

So  why  didn't  the  Phipps  tru 
simply  sell  stock  in  Phipps  Inc., 
Gray  and  leave  the  corporate  sr 
intact?  By  buying  the  asse 
Gray  was  able  to  gel 
stepped-up  tax  basis,  sc 
could  depreciate  the  licen: 
and  other  assets.  Also,  if 
bought  Phipps  Inc.  stoc 
Gray  could  get  stuck  pa 
ing   gains  taxes 
Phipps'  unrealiz 
appreciation  if 
sold  down 
road. 
For  Phipps  to  w 
its  case,  it  will  need 
show  that  First  Ameria 
took  on  some  risks 
ownership  and  that  f| 
sale  of  Phipps  to  Fin 
American  was  not  inexti 
cably  linked  to  the  sai 
of  assets  to  Gray.  Bi 
Phipps'  case  could  be  ui 
dercut  by  what  the  parties  told  tr. 
Federal  Communications  Commissia 
in  1996  when  they  sought  to  have  til 
TV  station  sale  approved  without  Fir: 
American  being  approved  as  a  separal 
FCC  licensee.  Back  then,  an  attorne 
for  Gray  and  First  American  assure 
the  FCC  that  "as  a  practical  matter  . 
either  all  of  the  transactions  will  b 
consummated"  and  the  licenses  wi 
end  up  with  Gray,  or  none  of  the  de; 
will  be  done  and  the  stations  will  sta 
with  Phipps. 

Ultimately,  the  FCC  agreed  that  a 
the  paper  shuffling  was  simply  a  "pas; 
through  transaction"  and  approved 
on  the  following  condition:  First  Amei 
ican  couldn't  own  the  TV  licenses  fc 
more  than  ten  minutes.  That  wasn 
even  enough  time  to  broadcast  a  se; 
sion  of  bingo.  I 
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Truth  is,  it  can  be  a  lot  of  fun. 

Especially  when  you're  creating 
breakaway  opportunities.The  kind 
that  transforms  companies  and 
launches  careers.  At  Acxiom, 
we  help  you  invent  exciting  new 
ways  to  build  more  meaningful 
customer  relationships  every  day. 

We  do  it  through  innovative  data 
services  and  technologies  such  as 
SolviturL,  InfoBase ,  the  Acxiom 

SM 

Data  Network   and  our  exciting, 
new  AbiliTec."  The  Customer  Data 
Integration  software  that  gives 
your  entire  organization  the  most 
accurate  picture  of  your  customer 
ever  assembled. 

Join  us  in  a  very  bright  future. 
One  where  we  reach  the  top 
together  and  just  keep  climbing. 

Acxiom.  Innovations  through 
Customer  Data  Integration. 


AC  *  OM 


T'S  A  COMMON  HABIT  ON  WALL 
Street  to  shrug  off  "nonrecurring" 
items  on  an  income  statement  and 
focus  on  a  company's  underlying 
earning  power.  Before  you  succumb 
to  this  habit,  check  out  the  frayed 
shirtsleeves  at  Warnaco,  the  once- 
t  apparel  manufacturer.  For  the  better 
of  a  decade  it  has  been  reporting  very 
earnings  from  ongoing  operations — 
re  nonrecurring  charges,  that  is.  But 
lonrecurring  troubles  kept  recurring, 
ght  of  the  past  ten  years  Warnaco  has 
i  nonrecurring  and/or  extraordinary 
ges  that  reduce  net  earnings, 
t  took  a  long  while  for  investors  to 
•e  out  what  was  going  on.  Now  they 
n.  From  a  $44  peak  in  1998  the  stock 
iwn  to  $2.50.  Even  that  price  has  a  lot 
ptimism  built  into  it.  The  banks  all 
)wn  this  company.  Balanced  against  a 
vorth  (excluding  goodwill)  of  minus 
)  million,  Warnaco  has  $  1 .9  billion  in 
c  debt  on  its  balance  sheet  plus  $450 
on  in  other  interest-bearing  obliga- 
5.  The  interest  clock  is  running  at  a 
i  million  annual  rate.  In  the  first  nine 
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months  of  this  year  Warnaco  lost  $130 
million  on  revenue  of  $1.7  billion. 

On  Sept.  29  Linda  Wachner,  the  chief 
executive  who  has  presided  since  1987 
over  Warnaco,  announced  that  the  com- 
pany's lenders  had  signed  off  on  an  agree- 
ment to  extend  the  maturity  on  a  $  1 . 1  bil- 
lion chunk  of  Warnaco's  debt.  What's 
more,  she  noted,  no  material  debt  would 
mature  until  August  of  2002.  She  told  the 
New  York  Post.  "I  think  this  is  a  phenom- 
enal vote  of  confidence  by  our  banks." 

Really?  Traders  of  distressed  debt  tell 
us  that  within  a  week  of  Wachner's  an- 
nouncement some  of  the  participating 
banks  were  trying  to  bail  out  by  offering 
Warnaco  loans  at  90  cents  on  the  dollar. 
No  takers.  By  early  November  the  asked 
price  was  75  cents.  Still  no  takers. 

From  her  Park  Avenue  office  in  Man- 
hattan, Wachner  runs  an  impressive  lineup 
of  brands.  Her  company  manufactures 
Olga  bras,  Calvin  Klein  jeans,  Speedo 
swimsuits  and  Chaps  by  Ralph  Lauren. 
Maybe  that's  why  security  analysts  were 


leveraged  buyout  in  1986.)  In  1991  it  took 
a  $13  million  writeoff  for  closing  a 
knitwear  business.  In  1992  it  took  a  $58 
million  charge  related  to  the  early  extin- 
guishment of  debt.  The  following  year  it 
took  a  $22  million  charge  for  a  restruc- 
turing and  a  $19  million  charge  for  a  de- 
ferred financing  expense. 

In  1994  Warnaco  recorded  as  revenue 
$8  million  it  claimed  in  insurance  reim- 
bursements from  a  business  interruption 
policy.  The  claim  ultimately  was  refused 
and  the  sum  reversed  in  a  "special  charge" 
two  years  later.  But  if  the  income  was  re- 
ported in  the  top  line,  shouldn't  the  offset 
have  been  reported  mere  as  well?  Analysts 
shrugged  off  the  discrepancy. 

In  1996,  as  it  sold  off  its  Hathaway 
men's  shirt  line,  Warnaco  took  $46  mil- 
lion in  nonrecurring  charges.  It  had  pre- 
viously taken  $20  million  in  writeoffs  on 
Hathaway,  and  the  next  year  it  took  an- 
other $10  million;  the  line  did  only  $38 
million  in  revenues  in  its  last  full  year.  Were 
these  writeoffs  a  reflection  of  a  sudden  and 
unexpected  reversal?  Or  were  they  more 
a  reflection  of  the  normal  markups  and 


Nightmare 


ill  Street  analysts 
ned  Warnaco  on  its 
ig,  sickening  slide, 
lat  did  they  do 
ong?They  were 
)lish  enough  to  think 
at  "nonrecurring" 
arges  were  just  that. 


3  H  Y  L  L I S  BERMAN 


so  willing  to  buy  the  Wachner  story  line 
that  had  profits  as  the  "recurring"  story, 
while  important  costs  were  swept  under 
the  rug  as  nonrecurring.  The  kind  of  costs 
we're  talking  about:  writedowns  of  out- 
of-fashion  inventory,  the  costs  of  closing 
factories  and  moving  production  lines, 
and  the  startup  costs  for  launching  a  new 
brand.  Maybe  for  some  businesses  these 
are  unusual  costs,  but  they  are  part  of  the 
everyday  life  of  the  rag  trade. 

Warnaco  started  taking  special 
charges  soon  after  it  went  public  in  1991. 
(Warnaco  had  been  public  earlier,  until  a 


markdowns  in  the  apparel  business? 

Other  parts  of  Warnaco,  like  the  lin- 
gerie division,  have  gone  through  periodic 
"realignments,"  resulting  in  nonrecurring 
charges,  including  a  $72  million  charge  in 
1996,  another  $59  million  charge  in  1997 
and  more,  some  yet  to  come,  this  year. 

When  Warnaco  released  its  numbers 
for  1996  in  a  press  release,  it  reported  that 
it  had  $80.6  million,  or  $1.51  a  share,  in 
net  income  before  nonrecurring  charges. 
Oh,  yes.  After  charges,  net  was  a  negative 
$8  million.  When  the  10-K  report  to 
shareholders  came  out  a  few  months  later, 
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ThaBigSlide 


The  nonrecurring  charges 
have  gone  on  and  on.  Wall 
Street  woke  up  kind  of  late. 

$60  Ratio  scale 

Warnaco's  stock  price 


Source:  Interactive 
Data  Corp.  via  FactSet 
Research  Systems. 
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because  it  was  thinking 
about  continuing  a  buy- 
back  of  shares.  Yes,  a 
share  buyback  is  some- 
times a  vote  of  confi- 
dence by  management, 
and  if  the  shares  are 
bought  cheaply  enough, 
the  transaction  enriches 
the  remaining  share- 
holders. 

But  not  this  time. 
Warnaco  bought  in  13 
million  shares  from 
1996  through  1999,  at  a  total  cost  of 
$306  million,  or  an  average  of  $24  a 
share,  ten  times  the  price  today. 
Swamped  by  debt,  Warnaco  sorely 
misses  that  cash  now. 

The  board  announced  a  greatly  ex- 
panded stock  buyback  on  Feb.  19,  1998. 
Six  days  later  Wachner  exercised  options 
on  5  million  shares  through  a  cashless 
stock  exchange  netting  1  million  addi- 
tional shares  with  a  high  cost-basis.  As 
you'll  see,  she  has  been  able  to  make  good 
use  of  these  shares  despite  their  subse- 
quent drop  in  price. 

One  year  prior  to  taking  Warnaco 
public  she  and  a  group  of  investors  bought 
a  subsidiary  called  Authentic  Fitness  for 
$85  million,  on  which  Warnaco  took  a 
loss.  Two  years  after  Warnaco  went  public 
Wachner  took  Authentic  Fimess  public  as 
well.  An  agreement  between  the  two  com- 
panies allowed  her  to  collect  salary  and 


the  board  should  de 
to  fire  her,  a  termina 
agreement  dating  to 
would  give  her  $43 
lion  more. 

Lest  anybody  gel 
idea  that  Wachner 
bailing  out,  analysts 
sured  their  clients 
she  would  use  som 
the  proceeds  from 
sales  of  Warnaco  shi 
and/or  from  the  Autri 
99        '°0       tic  Fitness  transactio 
buy  Warnaco  shares  in  2000. 

She  hasn't  done  so  yet.  The  law 
wouldn't  let  her,  Wachner  explains- 
might  have  been  trading  on  inside  in 
mation.  Now  the  way  is  clear,  she  says 
she's  going  to  buy  some  soon. 

This  summer  Wachner  announi 
another  "realignment"  of  the  compi 
that  will  entail  $140  million  more  in  ni 
recurring  charges.  This  time  the  restr 
turing  involves  closing  down  a  batcb 
discount  retail  stores,  laying  off  19% 
Warnaco's  work  force  and — that 
Wachner  standby — inventory  writeo 
Wachner  assured  shareholders  thi 
charges  will  be  the  last  and  that  by  rt 
year  the  company  will  return  to  pr 
itability.  Do  you  believe  it? 

If  there  is  any  defense  for  Linda  Wa< 
ner's  bookkeeping,  it's  that  she  has  a  loi 
company.  J.  Douglas  Hanna,  an  associi 
professor  of  accounting  at  the  Univers 


Warnaco  bought  in  13  million  shares  at  a 
total  cost  of  $306  million,  or  an  average 
$24  per  share,  ten  times  the  price  today. 


however,  careful  readers  noted  that  the 
$89  million  (aftertax)  in  charges,  called 
nonrecurring  in  the  press  release,  were  in- 
cluded by  the  accountants  in  costs  of 
goods  sold  and  overhead. 

Analysts  focused  on  the  precharge 
number.  In  August  1997  a  Bear  Stearns 
report,  citing  earnings  per  share  of  $  1 .5 1 , 
concluded:  "This  is  a  premier  apparel 
company."  An  analyst  at  J. P.  Morgan 
chimed  in:  "In  1996  Warnaco  cleaned 
house.. . .  In  1997  management  does  not 
see  any  additional  charges." 

Wrong.  For  1997  Warnaco  an- 
nounced in  its  press  release  a  net  of  $104 
million,  or  $1.87  a  share,  before  nonre- 
curring charges.  The  auditors  were  having 
none  of  it.  In  the  10-K  that  year,  Price  Wa- 
terhouse  (now  PricewaterhouseCoopers) 
forced  Warnaco  to  put  the  special  charges 
in  with  ongoing  costs  and  report  a  net  of 
only  $23  million,  or  42  cents  a  share. 

And  still  the  analysts  were  willing  to 
forgive  Linda  Wachner.  In  early  1 999  a 
Merrill  Lynch  analyst  was  talking  about 
how  Warnaco  had  earned  78  cents  a 
share  in  the  fourth  quarter  of  1998 — if 
you  didn't  count  "a  one-time  restructur- 
ing charge  of  $1.32."  She  rated  the  stock 
"accumulate." 

Shortly  afterward  the  1998  10-K  ap- 
peared with  a  familiar  story:  What  War- 
naco initially  called  nonrecurring  items 
were  moved  into  operating  costs.  Not 
only  that,  the  company  reported  a  re- 
statement of  its  financial  results  for  both 
1996  and  1997,  resulting  in  a  fur- 
ther drop  in  earnings  for  both 
years. 

It  came  out  in  a  November 
1999  Securities  &  Exchange  Com- 
mission filing  that  Pricewater- 
houseCoopers had  scolded  man- 
agement for  not  having  tough 
enough  internal  controls  in  the  lingerie 
division.  Warnaco  claimed  it  fixed  the 
problem,  then  fired  the  auditors.  Deloitte 
&  Touche  took  their  place.  Wachner  says 
that  switch  occurred  solely  because  De- 
loitte offered  a  lower  price. 

You'd  think  that  securities  analysts 
would  run  out  of  patience  for  a  company 
like  Warnaco,  but  until  the  end  of  1999 
they  were  still  finding  something  to  like. 
They  were  full  of  praise  for  the  company 


bonuses  from  both  companies.  Her  com- 
pensation, plus  dividends  from  the  two 
companies,  totaled  $60  million  over 
1991-99.  Last  year  Warnaco  bought  back 
Authentic  Fitness.  Wachner's  share  of  that 
deal  was  $49  million  in  cash.  In  December 
she  sold  1  million  Warnaco  shares,  creat- 
ing a  tax  loss  that  sheltered  that  cash. 

All  told,  Wachner  pocketed  $160  mil- 
lion during  the  time  Warnaco  was  public, 
from  her  pay,  dividends  and  stock  deals.  If 


of  Chicago's  Graduate  School  of  Busin< 
says  that  in  any  given  year  30%  of  a  gro 
of  large,  publicly  traded  companies  in  I 
U.S.  will  come  up  with  a  nonrecurri 
charge.  Before  1970  only  2%  or  3%  o 
similar  group  did  so.  The  "nonrecurrir 
game  has  gotten  out  of  hand,  and  the  oi 
way  to  stop  it  is  for  investors  to  pay  a 
tie  less  attention  to  the  fanfare  at  the  t 
of  the  earnings  statement  and  more  to  1 
line  at  the  bottom. 
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Begin  your  own  tradition.  ,;.§f 


You  never 

actually  own  a  Patek  Philippe 
Yo  u  merely 

look  after  it   for  the  next  generation. 


Annual  Calendar 
by  Patek  Philippe 


For  information:  Patek  Philippe  S.A.,  P.O.  Box  2654,  1211  Geneva  2,  Switzerland.  Tel  :  (41)  22  884  20  20.  www.patek.com 


AND  THE  IT.  GUY  CAN'T  MAKE 
HEADS  OR  TAILS  OUT  OF 
THE  LOW-RES  X-RAY. 

By  the  look  of  things,  the  patient  has  either  a 
crushed  sternum  or  a  shattered  spine.  It's  hard  to  tell. 
"Your  guess  is  as  good  as  mine;'  says  the  doctor. 
The  IT.  guy  thinks  it's  a  problem  with  the  backbone... 
of  the  information  system.  He  thinks  it'll  take  another 
twenty  minutes  to  download  a  high-res  X-ray. 
The  system  is  already  choking  on  insurance  forms. 
Meanwhile,  the  patient  in  the  Softball  uniform 
wonders  when  they  will  set  his  broken  finger. 

THAT'S  WHEN  IT  HITS  YOU.  YOU  ARE  SO  READY  FOR    =  =  ==r= 


Data-rich  image  files  put  up  to  1,000  times  more  load  on  a  network  than  traditional  data.  An  IBM 
Storage  Area  Network,  Enterprise  Storage  Server  'and  file-sharing  solution  allows  your  network  to 
freely  distribute  content  everywhere.  Learn  more  by  calling  1  800  426  7777  and  ask  for  Storage  Solutions. 


Storage  Solutions  from  IBM 


ibm.com/storage/solutions77 


(©business  infrastructure 


IBM.  Enterprise  Storage  Server,  the  e-business  logo  and  That's  when  it  hits  you.  You  are  so  ready  tor  IBM  are  registered  trademarks,  trademarks  or 
service  marks  of  International  Business  Machines  Corporation.  Figures  based  on  the  average  size  of  text  and  digital  files.  <B 2000  IBM  Corporation. 


A  Family  Affair 


BY  NICOLE  RIDGWAY 

SINCE  AT&T'S  FIRST  BREAKUP  IN 
1984,  the  telecom  industry  has  re- 
shaped itself  in  cycles  of  fragmen- 
tation and  consolidation,  driven  by 
deregulation,  new  technologies  and  ac- 
celerating competition.  Seven  Baby  Bells 
are  now  four,  with  unheralded  players 
and  upstarts  such  as  Vodafone  and  Qwest 
grabbing  big  chunks  of  infrastructure. 

Now  AT&T  is  pushing  more  busi- 
nesses out  of  the  nest,  as  it  prepares  to 
split  into  four  separate  operations:  con- 
sumer long-distance,  business  services, 
broadband  (mostly  cable)  and  wireless. 

If  past  is  prologue,  their  journeys 
will  not  be  solo  ones.  AT&T's  consumer 
business  probably  won't  last  on  its  own. 
Despite  declining  revenue,  this  ex- 
tremely profitable  business  still  holds 
the  biggest  market  share  in  the  U.S.  (see 
story,  p.  72).  It  would  be  an  attractive 
target  for  an  international  carrier  like 
Deutsche  Telekom  or  Japan's  NTT.  "It's 
not  a  question  of  if,  but  when"  it  will 
get  acquired,  says  Meredith  Rosenberg, 
a  research  director  at  the  Yankee  Group. 

AT&T  Wireless,  armed  with  a  strong 
brand  and  the  second-largest  market 
share  in  the  U.S.,  will  probably  buy 
rather  than  be  bought.  The  industry  is 
melding  into  a  few  giants.  The  likely 
winners  are  AT&T,  Verizon  (the  agglom- 
eration of  the  former  Bell  Atlantic, 
Nynex  and  GTE)  and  Cingular  (the 
wireless  venture  of  SBC  and  BellSouth), 
says  Mark  Bruneau,  chief  executive  of 
consulting  firm  Adventis. 

Investors  worried  about  Ma  Bell's 
third  breakup  can  take  some  comfort  in 
history:  If  you  owned  AT&T  in  Decem- 
ber 1983  and  held  on  to  the  stock  you 
got  in  every  ensuing  spinoff  and 
merger,  you're  up  almost  eightfold.  An 
original  stake  of  100  shares,  worth 
$6,150,  turned  into  $53,765  and  1,250 
shares  in  nine  companies  (plus  divi- 
dends). From  year-end  1983  through 
October  2000  the  AT&T  portfolio  is  up 
774%;  the  S&P  500  Index  rose  728%.  F 


12/31/83 

100  shares  of  AT&T,  $6,150. 


12/31/83 

100  shares  of  AT&T. 
$6,150. 


1 


AT&T 


10/30/00 

Shares 

AT&T  new 

231 

> 

NCR 

6 

Lucent  Technologies 

130 

Verizon 

141 

BellSouth 

180 



Vodafone,  ADR 

146 

SBC  Communications 

336 

1 

Qwest 

69 

Avaya 

11 

Total  Value: 

$5: 

■II 


, ,  10  shares  $610.00 


US  West 


2/16/84 

Ten  years  after  antitrust  suit  is 

filed.  AT&T  is  split  into  one  long- 

distance company  and  seven 

local  Baby  Bells. 

BellSouth 

,  10  shares  $938.75 

w  10  shares  $583.75 


,r  10  shares  $608.75 


Pacific  Telesis 


Southwestern  Bell  (renamed  SBC  Communications) 


— 


10  shares  $678.75 


American  Info  Tech  (renamed  Ameritech) 


w  10  shares  $621.25 


10  shares  $725.00 


Nynex 


Bell  Atlantic 


Quarterly  values  from  12/31/83  through  10/30/00 

Statistics:  KATRINA  KELLER.  Graphics:  DAVID  LADA. 
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Avaya 

10.8028  shares  —  $124.23 
10/2/00 


Lucent 


9/30/96 

AT&T's  equipment  division, 
Lucent,  becomes  a  new 
stock  and  is  free  to  sell 
gear  to  AT&T  rivals. 


32.4084  shares 


6.25  shares 


Lucent  spins  off  Avaya  to 
distance  itself  from  office 
phone  gear  business. 

$2,641.28 
$263.67 

NCR 


12/30/96 

AT&T  was  never  to  be  a  computer  company. 
Distributes  NCR  back  to  shareholders. 


US  West  Media  (renamed  MediaOne) 


40  shares 


40  shares 


11/1/95 

US  West  scraps  ambitions  for 
interactive  television.  Company  issues 
separate  cable  and  telephone  stocks. 


US  West  Communications  (later  became  US  West) 


69.1728 
shares 


(■■■■■■■III 


4/6/94 

PacTel,  to  highlight  its 
booming  cellular  business, 
spins  off  AirTouch 
Communications  to 
shareholders. 


6/30/99 

British  wireless  giant 


AirTouch 

for  $56  billion. 

40  shares 

29.137  shares 


4/1/97 

SBC  buys  Pacific  Telesis 
,  for  $17  billion. 


I  $5,215.39 

m  AT&T 

t  6/15/00 

Mike  Armstrong,  having  already 
spent  $54  billion  on  TCI,  buys 
MediaOne  for  $54  billion. 


6/30/00 

Qwest  buys  US  West 
for  $58  billion. 

|  $3,450.64 

Qwest 

$8,583.75 

BellSouth 

$5,031.45 

Vodafone 

$19,555.34 

SBC 


mmiilll 


■■■nil 


10/8/99 

SBC  buys  Amentech 
for  $70  billion. 


8/14/97 

Nynex  and  Bell  Atlantic  merge 
in  $21  billion  deal,  announce 


.milium 


$7,632.24 


Verizon 


141.44 

shares  ^  6/30/00 

Bell  Atlantic-GTE  merger 
closes,  forming  Verizon, 
the  largest  local  phone 
company  in  the  U.S. 


ilations  assume  that  investors  never  sold  any  AT&T  shares  or  shares  received  in  companies  stemming  from  this  initial  investment.  Baby  Bell  shares, 
out  at  a  ratio  of  one  share  each  per  ten  shares  of  AT&T,  are  assumed  to  have  been  held  through  all  subsequent  mergers  and  acquisitions.  In  cases 
;  AT&T  shareholders  received  shares  of  a  company  that  was  later  acquired  for  cash,  such  as  Vodafone 's  purchase  of  AirTouch  Communications  in 
we  assumed  the  investor  used  the  cash  to  purchase  stock  in  the  acquiring  company.  Dividends  were  ignored. 
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Matricide 

AT&T  and  WorldCom  want 
out  of  the  ailing  long-distance 
business.  The  Baby  Bells 
are  spending  big  bucks  to 
get  in.  What  gives? 

BY  SCOTT  WOOLLEY 

NO  QUESTION  ABOUT  IT,  THE 
long-distance  business  is  down- 
right depressing.  Revenue  is  tum- 
bling, many  customers  yield  no  profits 
and  prices  are  already  so  low  that  addi- 
tional cuts  prompt  few  callers  to  chat 
longer.  AT&T's  C.  Michael  Armstrong 
and  WorldCom  Chief  Bernard  Ebbers 
treat  their  consumer  units  like  lepers — 
both  are  issuing  tracking  stocks  to 
quarantine  them. 

Yet  the  Baby  Bells  are  tripping  over 
themselves  to  get  into  the  woeful  busi- 
ness. They  have  launched  allout  lobby- 
ing efforts  to  enter  the  48  states  that 
currently  bar  local  incumbents  from 


competing.  In  the  other 
two,  New  York  and  Texas, 
Verizon  and  SBC  have 
spent  about  $150  million 
recruiting  custbmers. 

The  Bells  have  grabbed 
startlingly  large  market 
shares  in  a  short  time.  In 
New  York,  the  first  state  to 
let  an  incumbent  Baby  Bell 
sell  long  distance,  Verizon 
has  gained  1 .2  million  cus- 
tomers in  only  nine 
months  in  the  market. 
With  the  3.5  million  cus- 
tomers it  picked  up  from 
GTE,  Verizon  could  replace 
Sprint  as  the  number  three 
carrier  in  the  U.S.  by 
midyear.  SBC  has  moved 
even  faster  in  Texas,  where 
it  has  added  1  million  cus- 
tomers— 10%  of  the  mar- 
ket— in  three  months.  A 
flood  of  other  states  are  ex- 
pected to  open  up  for  the 
Bells  within  a  year,  includ- 
ing Massachusetts,  New 
Jersey  and  Oklahoma. 
Qwest  is  trying  to  get  ten 
states  in  its  territory  ap- 
proved at  once. 

The  Bells'  enthusiasm 
for  a  dying  business  is  fu- 
eled by  economics,  old 
and  new.  Long  distance 
remains  hugely  profitable, 
even  as  today's  giants 
watch  their  sales  erode.  AT&T's  business 
has  operating  margins  of  43%,  generat- 
ing $8  billion  in  cash  (earnings  before 
interest,  taxes  and  depreciation).  Due  to 
inertia  (or  cluelessness),  half  of  its  60 
million  customers  still  pay  close  to 
list  price. 

Fiber-optic  technology  has  upended 
the  economics  of  long  distance  to  favor 
the  Bells.  In  the  old  days  the  cost  of 
making  a  New  York-to-Los  Angeles  call 
was  high  because  it  tied  up  a  precious 
transcontinental  circuit.  Today  fiber 
optics  has  all  but  eliminated  the  cost  of 
carrying  a  call  cross-country. 

"The  expense  of  providing  long  dis- 
tance no  longer  has  anything  to  do  with 


the  service  itself,  it  has  to  do  with 
marketing  and  bookkeeping,"  saj 
William  Bane  of  Mercer  Managen 
Consulting's  telecom  practice. 

Here  the  Baby  Bells — Verizon, 
Qwest  and  BellSouth — have  buil 
advantages  over  long-distance  gia 
The  Bells  already  make  frequent  c 
tact  with  their  customers,  giving  tl 
sales  reps  opportunities  to  pitch 
service  without  resorting  to  anno; 
dinnertime  come-ons.  As  a  result  \ 
zon  says  that  the  $50  it  spends  to 
quire  a  customer  is  less  than  half  v 
AT&T  or  WorldCom  must  pay.  Ano 
nitty-gritty  advantage:  The  locals' 
cremental  cost  to  bill  a  customer 
long  distance  is  trivial  since  there  are 
additional  postage  or  outsourcing  cc 

So  while  the  traditional  long 
tance  companies  lose  money  on  r 
lions  of  customers,  Verizon  brags  thi 
can  turn  a  profit  on  almost  all  of  th 
AT&T  has  to  push  calling  plans  with 
attractive  minimum  monthly  fee! 
cover  the  costs  of  low-volume  call! 
Verizon  can  get  away  with  pitching 
minimum-fee  calling  plans  to  all. 

The  local  phone  companies  n 
seem  on  pace  to  capture  more  of 
market  than  analysts  initially  p 
jected — perhaps  much  more.  Verb 
had  said  it  would  take  five  years  to 
25%  of  the  market  in  New  York,  a  ml 
it  expects  to  blow  past  early  next  y< 
Signing  up  customers  has  been  a  s^ 
says  long-distance  chief  Maura  Bre 
"Combining  local  and  long  distano 
the  most  natural  bundle  in  the  woi 
To  customers,  a  call  is  a  call  is  a  call.1 

Even  the  Bells  realize  that  long-c 
tance  prices  will  continue  to  fall  uri 
eventually,  the  service  is  free,  as  it 
ready  is  for  many  cell  phones.  In  1 
meantime  they  will  steal  away  billic 
in  profits  from  AT&T  and  its  ilk.  If  t] 
isn't  reason  enough  for  Ma  Bell  to 
sent  her  offspring,  consider  this: 

Once  the  Bells  win  approval  I 
long  distance,  they  also  will  gain  en 
into  the  profitable  business  of  hauli 
data  across  state  lines.  And  that  will 
the  start  of  a  whole  new  nightmare 
AT&T  and  the  other  beleaguered  loi 
distance  carriers. 
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It  means  solving  the 
paradox  of  a  world  that 
wants  mobility  and  a 
clean  environment. 


'hat  on  earth 
Des  it  mean  for 
i  energy  company 
>  go  beyond? 


It  means  investing  in 
alternative  fuels, 
processes  and  ideas. 


It  means  delivering 
total  energy  solutions, 
including  electricity. 


It  means  starting  a 
journey  that  will  take 
the  world's  expectations 
energy  beyond  what 
one  can  see  today. 


BY  LYNN  COOK 

WHEN  OSMO  HAUTANEN  LEFT 
the  chief  executive  job  at  Formus 
Communications,  a  wireless 
outfit  in  Denver,  last  December  he  did 
not  think  he'd  ever  take  another  job.  The 
telecom  veteran  had  just  walked  away 
with  $6  million  in  options  and  gone  ski- 
ing in  Switzerland  when  he  got  a  call 
from  a  headhunter. 

The  pitch:  Union  Pacific  was  spinning 
out  its  technology  assets  and  in  desperate 
need  of  someone  to  operate  them.  The 
idea  was  so  ludicrous  Hautanen  laughed 
out  loud.  "All  these  years  the  thing  that  il- 
lustrated how  slow  the  Old  Economy  is 
has  been  the  railroad,"  he  says.  But  he 
didn't  hang  up  the  phone  right  away. 

Though  it  may  seem  a  throwback,  the 
nation's  largest  railroad  has  valuable  as- 
sets beyond  locomotives,  steel  tracks  and 
ties.  Its  rail  fleet  uses  a  highly  efficient 
wireless  data  network  suitable  for  truck 
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fleets  and  businesses.  Its  1,400  microwave 
towers,  stretching  from  the  Mississippi 
River  to  California,  can  beam  data  at  up 
to  155  million  bits  per  second.  Its  sched- 
uling and  supply-chain  software  play  into 
some  fast-growing,  valuable  sectors. 

One  asset  UP  has  in  spades:  33,000 
miles  of  rights-of-way  for  laying  fiber- 
optic cable.  But  it's  probably  not  worth 
what  it  was  a  few  years  ago.  UP  was  mired 
in  an  operationally  messy  merger  with 
Southern  Pacific  three  years  ago  and 
missed  its  chance  to  create  the  kind  of 
wealth  Philip  Anschutz  created  when  he 
turned  his  Southern  Pacific  rights-of- 
way  into  fiber-power  Qwest  Communi- 
cations. Now  the  nation's  fiber  land  grab 
is  largely  over,  with  UP  merely  collecting 
lease  income  from  broadband  carriers. 

With  the  Southern  Pacific  merger  be- 
hind it  and  the  railroad  coming  back  to 
life  (see  box,  p.  76),  UP  Chairman  Richard 
(Dick)  Davidson  is  looking  to  unlock 


UP's  Dick  Davidson  hired  Osmo  Hautai 
from  the  other  side  of  the  railroad  trac 

some  value.  True  expansion  would  n 
happen  under  the  railroad's  thumb, 
June  UP  formed  independent  subsic 
Fenix,  run  by  Hautanen,  46,  to  show* 
its  four  new  technology  companies. 

Davidson  knows  he  is  late  to  the 
party.  "This  would  have  been  a  great 
three  years  ago,"  he  says.  But  there  is 
much  at  stake  to  stand  pat.  Davids 
legacy  to  date  is  the  botched  merger 
could  save  face  by  engineering  a  hij 
market  valuation.  The  $1 1  billion  (s; 
railroad  trades  at  a  modest  one  ti 
revenue  and  12  times  earnings,  beta 
historical  range.  That's  better  t 
Burlington  Northern,  but  hardly  a 
for  celebration.  Fenix  has  revenue  of  i 
$90  million,  but  it  has  the  potentk 
grow  quickly  and  to  be  worth  a  lot  n 
than  one  times  revenue. 

Hautanen  brings  to  Fenix  a  disa 


t's  not 
who  you  k 

It's  what 
who  you  know 

knows. 


Hiere's  research.  And  then  there's  research  written  by  the  world's  top  analysts  and  strategists.  The 
eading  industry  authorities  on  everything  from  B2B  and  healthcare  to  investing  in  the  Pacific  Rim. 
Bottom  line?  The  only  people  who  should  be  guiding  your  investment  decisions  are  the  people  who  are 
truly  "in  the  know."  Who  measure  success  one  investor  at  a  time.  Move  your  money.  Get  well  connected. 


Well  Conne 


Source:  Institutional  Investor,  December  1999. 
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Dean  Witter 
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ing  bluntness  and  a  work 
pace  that  blows  most  rail- 
road executives  out  of 
their  wing  tips.  His  first 
order  of  business  was 
scrapping  the  companies' 
stodgy  names,  such  as 
AMCI  and  PS  Technology, 
in  favor  of  the  nonsensi- 
cal yet  vaguely  Finnish 
names  of  Nexterna, 
Timera  and  Transentric. 

Three  weeks  into  the 
job  he  flew  to  Omaha,  St. 
Louis  and  Boulder,  meet- 
ing with  employees  of 
each  company  to  explain 
just  how  drastically  their 
lives  were  going  to  change. 
First  he  stripped  employ- 
ees of  their  cushy  pension 
plans  and  rolled  out  stock 
options  instead.  Extrava- 
gant perks,  such  as  em- 
ployees retiring  at  60%  of 
salary  after  contributing 
nothing,  wouldn't  fly  with 
the  investment  bankers. 

The  next  week  Hauta- 
nen  flew  to  New  York  to 
solicit  valuations  from  bankers.  By  his 
sixth  week  he  broke  the  news  that  16  key 
management  positions  would  be  turned 
over  to  newcomers.  One  company  pres- 
ident gladly  relinquished  the  top  title.  An- 
other was  completely  shocked,  his  ego 
crushed,  and  he  began  worrying  what  his 
wife  and  fellow  churchgoers  would  think. 
"I  felt  like  a  shrink,"  says  Hautanen. 

He  doesn't  want  to  stick  around  long. 
His  intent  is  to  either  take  the  companies 
public,  establish  joint  ventures  or  sell  out 
within  three  years.  UP  offered  him  a  four- 
year  contract,  but  he  turned  it  down. 
"Listen,  my  goal  is  to  hire  better  people 
than  I  am,  so  they  will  succeed  and  I  can 
get  out  of  here,"  says  Hautanen. 

At  Formus  Hautanen  stayed  as  chief 
executive  for  only  18  months.  Before  that 
he  spent  two  years  as  president  of  Philips' 
wireless  handset  division  in  Dallas.  Hau- 
tanen's  longest  job  was  an  1 8-year  stint  at 
Nokia,  leaping  from  engineer  to  vice 
president  of  sales  with  no  sales  experi- 
ence— and  speaking  no  English.  One  im- 


hen  Union  Pacific  paid  $5.4  billion  for 
Southern  Pacific  in  1996,  the  deal  was 
supposed  to  create  a  mammoth  yet 
superefficient  railroad.  A  year  later  UP  trains 
were  snarled  in  a  devastating  gridlock  that  cost 
the  U.S.  economy  billions  of  dollars. 

Some  wondered  whether  UP's  crippled  op- 
eration would  ever  recover.  It  did.  Average  ve- 
locity is  up  to  20  miles  per  hour,  compared  with 
a  creeping  I2mph  during  the  meltdown.  "We 
don't  have  to  be  fast.  We  have  to  be  reliable," 
says  Chairman  Richard  Davidson. 

Hov/d  they  do  it?  For  starters  UP  finally  signed 
on  for  its  own  crew-management  software  and 
began  fining  itself  for  late  deliveries  to  key  cus- 
tomers. Running  trains  only  one  way  on  tracks  in 
the  South  cleared  up  gridlock.  Chemical  trans- 
ports are  up  2%  this  year,  and  UP  pulled  a  record 
1,900  trains  of  coal  out  of  Wyoming's  Powder 
River  Basin  in  July  and  August. 

Perhaps  the  greater  potential  for  growth  lies 


UP  is  chug 
along  now 
the  ugly  me 
is  behir 


at  the  Mexican  border,  where 
UP  has  an  80%  rail  market 
share.  Thanks  to  record  au- 
tomobile sales  and  the  popu- 
larity of  the  PT  Cruiser  and  Ford  Focus— botl 
assembled  in  Mexican  plants— auto  transp 
are  up  16%.  Boxcars  filled  with  cases  of  Co 
beer  are  also  speeding  across  the  border. 

In  the  first  six  months  of  2000  UP  eai 
$429  million,  a  33%  increase  over  last  yeai 
$5.9  billion  in  revenue.  Yet  its  stock  price  hi 
rebounded.  UP's  worries  have  shifted  to  the 
ing  price  of  fuel,  which  will  cost  an  extra  $ 
million  this  year.  UP's  trains  guzzle  3.5  mil 
gallons  of  diesel  a  day,  making  it  the  largest  o 
sumer  after  the  U.S.  Navy. 

The  silver  lining  for  Dick  Davidson  is  that  I 
oil  prices  are  putting  the  hurt  on  the  less  fuel 
ficient  trucking  industry  even  more.  He  sees 
as  a  way  to  take  back  some  hauling  work.  "V 
take  what  we  can  get,"  he  says.  — 


mersion  course  later,  he  rolled  out 
Nokia's  phones  and  digital  wireless  tech- 
nology in  North  and  South  America. 

Maybe  some  charmed  kiss-and-run 
is  just  what  Fenix  needs.  The  three  exist- 
ing companies  aren't  traditional  outfits. 
Nexterna,  which  creates  wireless  data 
networks  for  fleet  vehicles,  already  has 
130  nonrail  customers.  It  grew  up  within 
UP  as  a  way  for  field- workers  to  commu- 
nicate with  back  offices  through  a  "least 
cost"  system  that  combines  the  Internet 
and  cellular  and  satellite  communica- 
tion. Last  year  Nexterna's  sales  were  just 
under  $15  million,  and  they're  looking 
to  see  50%  growth  in  2001.  Hautanen 
compares  it  with  publicly  traded  Aether 
Systems,  which  commands  a  $3  billion 
market  valuation  on  estimated  2000 
sales  of  $50  million. 

Timera  makes  scheduling  software 
that  has  been  tested  on  the  railroad,  an 
industry  where  the  sheer  number  of  em- 
ployees makes  coordination  incredibly 
difficult.  A  rough  comparison  is  Niku, 


public  since  February,  which  sells  sc 
ware  for  managing  consultants- for-hi 
Its  sales  of  $21  million  are  currently  dc 
ble  Timera's,  and  Niku  has  a  marl 
value  of  $1.1  billion. 

Transentric's  shipping  and  tracki 
programs  are  already  in  use  by  ci 
tomers  such  as  Quaker  Oats  and  Enter 
Rail  customer  Anheuser-Busch  u; 
Transentric  to  follow  specific  cases 
beer  while  en  route,  not  just  the  trai 
they  travel  on.  Its  software  would  be 
attractive  purchase  for  a  FedEx  or  Unil 
Parcel  Service. 

In  September  Fenix  launched 
fourth  company,  Ekanet,  to  market  U 
broadband  assets.  Ekanet  has  no  perfi 
mance  record,  but  it  does  have  n 
crowave  towers  and  33,000  miles 
rights-of-way.  Hautanen  is  looking  ir 
selling  broadband  access  through  lo' 
telcos  in  small  and  rural  towns  and  1 
eating  data  centers  on  UP  land. 

Sometimes  even  old  dogs  can  lea 
new  tricks. 
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Millions  upon  millions  of 
>usiness  articles  and  we're 
jiving  them  away  for  free. 
What  kind  of  business 
people  are  we? 
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ir  before  have  you  gotten  so  much  for  so  little.  At  FT.com's 
Search,  you'll  find  our  Global  Archive,  the  world's  largest  business 
jrce,  containing  2000  publications  from  around  the  globe  and  over  10 
3n  articles,  with  25,000  more  being  added  every  day.  And  although  our 
jrce  is  constantly  growing,  the  cost  stays  exactly  the  same— $0.00. 

The  global  economy  clicks  here.  ' 


FX  com 

FINANCIAL  T7MES 


You  can  do  ANYTHIT 


It  may  come  as  a  surprise  at  first.  Everyone 
buying  into  your  eBusiness  vision  quickly  and 
enthusiastically.  But  that's  how  life  is  when 
you've  got  a  Black  Rocket.™  The  world's  first 
Network  Services  Platform  for  eBusiness. 

What  is  Black  Rocket?  A  revolutionary  new  service 
from  Genuity"  that  gives  you  the  power  to  launch  high- 
end  Web  sites  and  other  eBusiness  applications  faster 
than  ever.  Which  saves  you  time,  money  and  headaches. 


GENUITY  is  the  leading 
Network  Services  Provider  for 
businesses  changing  the  worlds 


Black  Rocket  c 
critical  network 
like  secure  manag 
hosting  with  Genuil 
of-the-art  fiber  opti 
network  into  a  single,  secure  and  scalable  | 
Black  Rocket  also  comes  with  the  industry's  first 
Service  Level  Agreement. 

Genuity  delivers  Black  Rocket  in  10  busini 


©  Genuity  Inc.  2000.  All  rights  reserved.  Genuity,  Black  Rocket  and  the  leading  Network  Services  Provider  for  businesses  changing  the  world  are  each  trademarks  0 


h  a  BLACK  ROCKET. 


you  can  jump-start  your  eBusiness  initiatives, 
your  Web  site  or  eBusiness  application  is 
Black  Rocket  provides  a  secure,  managed 
:nt  eBusiness  environment  so  you  can  get 
and  stay  ahead  —  of  the  competition. 
;  nothing  like  Black  Rocket, 
why  eBusiness  leaders  like  IBM,  Cisco  and 
ni  Ernst  &  Young  are  already  joining  together 
ity  to  offer  eCommerce,  eMarkets  and  other 


eBusiness  solutions  built,  deployed  and  managed  on 
Black  Rocket. 

See  for  yourself.  For  more  information,  check  out  our  white 
paper  at  www.genuity.com/blackrocket  or  call  1 -80OGENUITY. 


GENU  TY 


arlcs  ore  the  property  of  their  respective  owners. 


Lanny  Davis  defended  President  Clinton.  Now  he 
shows  companies  how  to  spin  a  financial  crisis. 
Are  they  ready  for  his  confessional  approach? 


BY  ELIZABETH  MACDONALD 

A good  accounting  scandal  can  do  a 
lot  of  damage  to  a  company.  Just 
ask  Lernout  &  Hauspie.  The  voice- 
recognition  software  firm  is  currently 
entangled  in  a  Securities  &  Exchange 
Commission  investigation  of  possible 
revenue  puffery,  and  that  unpleasant 
news  has  flattened  its  stock  to  $7  from  a 
high  of  $72,  taking  $9  billion  off  its  mar- 
ket value. 


So  L&H  called  on  a  seasoned  handler 
to  spin  the  media  fallout:  Former  White 
House  scandal  boss  Lanny  Davis,  a 
54-year-old  lawyer  who  runs  a  crisis- 
management  practice  at  the  Washington 
law  firm  Patton  Boggs.  "There  was  a  feel- 
ing on  the  part  of  the  company  that  it 
was  under  siege,"  says  John  Duerden, 
Lemout  &  Hauspie's  new  chief  executive. 

Davis,  a  lean,  focused  man,  has  a  sim- 
ple philosophy:  "Tell  it  early,  tell  it  all,  tell 


it  yourself,"  he  says,  invoking 
subtitle  of  the  book  he  publisl 
last  year,  Truth  to  Tell.  Now  h 
plying  that  message  in  Silicon  ^ 
ley  as  the  tech  sector's  collapse 
Wall  Street  has  firms  fretting  more  tl 
ever  about  bad  publicity. 

It  is  quite  a  leap  from  the  gossi 
spin-happy  halls  of  Congress  and 
White  House.  Davis — whose  mot! 
named  him  after  Lanny  Budd,  the  c 
sader  in  Upton  Sinclair's  novels- 
early  1996  began  defending  the  Clintt 
from  charges  of  illegal  fundraising. 
soon  became  a  TV  star,  appearing 
Face  the  Nation,  Meet  the  Press  a 
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ew  investments  deliver  such  breathtaking  returns 
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In  any  market,  the  wise  investor  looks  for  a  consistent,  proven 
performer.  That  holds  true  for  the  luxury  car  market,  as  well.  For  years, 
the  E320  has  been  a  role  model  for  performance,  style,  safety  and 
value.  Not  surprisingly,  we  heartily  recommend  a  buy.  The  E-Class 


Mercedes-Benz 


Forthe  Mercedes-Benz  Retailer  nearest  you,  call  1-800 -FOR- MERCEDES. 
Or  visit  us  at  our  Web  site  at  wvfw.MBUSA.com. 


nore.  call  1-800-FOR-MERCEDES  or  visit  www.MBUSA.com.  AIR  BAGS  ARE  A  SUPPLEMENTAL  RESTRAINT  SYSTEM.  SO  REMEMBER  AIR  BAG  SAFETY:  BUCKLE  EVERYONE  AND  CHILDREN  IN  BACK! 
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Nightline  to  explain  the  White  House's 
"donor  maintenance"  (meaning:  kaffee- 
klatsches that  raised  $27  million  in 
1995-96). 

Davis  left  his  job  as  White  House 
special  counsel  in  early  1998,  just  ten 
days  after  Monicagate  broke.  Returning 
to  Patton  Boggs,  Davis  began  forging  a 
new  discipline  based  on  a  hybrid  of  legal 
counseling  and  quelling  scandal.  Busi- 
ness is  booming,  with  half  a  dozen  big 
corporate  clients  (he  won't  name  them) 
paying  him  $450  an  hour. 

The  Davis  approach  has  its  believ- 
ers— such  as  Michael  Young,  a  lawyer 
who  does  similar  crisis  man- 
agement work  at  Willkie  Farr 
&  Gallagher  in  New  York.  But 
other  lawyers  instinctively  re- 
ject it.  "Public  relations  peo- 
ple, who  want  to  get  the  bad 
news  out  all  at  once,  are  fight- 
ing with  defense  lawyers,  who 
insist  on  saying  absolutely 
nothing,"  says  Young.  But  in 
this  volatile  market,  when  rumors  can 
kill  a  stock,  the  defense  lawyer's  instinct 
to  clam  up  is  not  always  best  for  the 
client. 

One  scandal-tinged  company,  Mi- 
croStrategy,  called  Davis  in  July  after  a 
FORBES  story  broke  news  about  its  ac- 
counting problems — but  it  didn't  hire 
him.  "Some  people  may  advocate  try- 
ing to  spin  or  control  a  story,"  a  com- 
pany spokesman  says.  "We  simply  tried 
to  report  the  facts  as  they  became  avail- 
able. That  might  not  be  how  it  works  in 
The  West  Wing  or  in  Spin  City,  but  we 
believe  it  was  the  right  thing  to  do." 

Davis  retorts:  "It's  not  Spin  City  to 
tell  the  full  truth  early.  Any  other  ap- 
proach will  worsen  the  story." 

But  the  problem  is,  even  his  paying 
clients  sometimes  don't  listen.  Lernout 
&  Hauspie's  troubles  began  in  July,  when 
FORBES  and  the  Wall  Street  Journal  ran 
critical  articles  about  the  company  and 
its  revenue  sources. 

Our  article  argued  that  L&H  was 
avoiding  booking  software-development 
costs  by  shoving  them  onto  what  it  called 
a  "private  company,"  the  Brussels  Trans- 
lation Group.  BTG  licensed  L&H's  tech- 
nology to  develop  software,  creating  im- 


mediate revenue.  L&H  then  bought  BTG 
and  amortized  the  cost  of  the  purchase 
over  a  long  period — 15  years.  The  net  ef- 
fect was  a  quick  boost  to  revenues  offset 
by  a  slow  trickle  of  costs. 

After  the  story  broke,  management's 
thinking  "was  that  maybe  they  could 
tough  it  out,"  says  L&H  chief  Duerden, 
who  was  a  top  executive  at  Dictaphone 
when  L&H  acquired  it  in  May.  "I  felt  that 
we  were  creating  obfuscation.  We  needed 
to  be  much  more  transparent  about  the 
business." 

For  weeks  after,  Davis  urged  L&H  to 
publicly  reveal  the  names  of  the  "private 


"Tell  it  early,  tell  it  all,  tell  it 
yourself,"  Davis  preaches. 
But  companies  sometimes 
doubt  him  or  don't  listen. 


investors"  it  says  are  behind  these  30 
software  developers.  But  the  company 
refused.  Frustrated,  Davis  had  to  resort 
to  "no  comment"  responses  to  reporters 
chasing  the  story — which,  of  course, 
made  them  all  the  more  interested  in  the 
mystery.  (L&H  has  since  agreed  to  pro- 
vide the  names  to  the  SEC.) 

Lanny  Davis  then  showed  L&H  how 
to  do  a  little  "bad-news  padding" — sur- 
rounding negative  news  with  its  own 
forward-looking  pitch.  When  L&H's 
then-chief  executive,  Gaston  Bastiaens, 
stepped  down  in  August,  Davis  knew  it 
would  appear  to  the  world  that  the  res- 
ignation was  caused  by  the  accounting 
flap  (and,  pretty  much,  it  was). 

How  to  turn  a  negative  into  a  posi- 
tive? Davis  says  he  first  arranged  an 
embargoed  exclusive  about  the  naming 
of  Bastiaens'  replacement,  Duerden. 
He  says  he  tipped  the  Wall  Street  Jour- 
nal and  asked  that  the  paper  hold  off 
publishing  the  story  until  three  days 
later,  when  L&H  planned  to  issue  its 
press  release  about  the  switch. 

Davis  spun  the  story  as  Lernout 
needing  Duerden's  steady  hand  not  to 
quell  the  scandal,  but  to  manage  explo- 
sive growth,  given  the  new  chief  s  expe- 


rience as  co-president  of  Reebok  anil 
an  executive  at  Xerox.  Davis  boasts  i| 
the  resulting  story  was  a  win:  Just  4  oil 
1 5  paragraphs  focused  on  the  scand; 

In  September,  when  L&H  was  n 
fied  of  the  SEC  probe,  Davis  trotted  o 
second  lesson:  You  should  be  the  om 
break  the  bad  news.  "It's  going  to  co 
out  anyway,"  he  says,  and  if  a  comp 
owns  up  to  it,  reporters  may  think  thi 
must  not  be  all  that  bad. 

Within  two  days  of  the  SEC  not) 
L&H  issued  a  press  release  to  preen 
any  leaks.  The  story  still  got  big  play, 
L&H  is  happy  with  Davis'  work.  "I  thi 
Lanny's  done  a  pretty  gel 
job,"  Duerden  says.  "We  wi 
to  make  sure  that  we  put  th 
issues  behind  us." 

Cumulus  Media  hii 
Davis  in  March  to  spin  its 
counting  mess.  At  that  tij 
the  company  had  misg 
earnings  estimates,  and 
stock  had  plunged  66% 
rumors  of  a  numbers  game. 

First,  Davis  got  Cumulus'  audit  coj 
mittee  to  hire  Willkie  Farr's  Young 
conduct  an  accounting  review.  When 
became  clear  the  company  would  ha 
to  restate  earnings  for  most  of  1 999  b 
cause  it  had  booked  sales  prematura 
Davis  swung  into  damage  control. 

He  placed  a  "predicate"  story  witl 
local  newspaper,  the  Milwaukee  Jou 
nal-Sentinel,  speaking  as  an  unnam 
"company  spokesman"  and  arguii 
that  the  market  was  "overreacting" 
an  issue  "that  did  not  affect  the  oven 
performance  of  the  company  in  199 
which  was  very  strong."  In  the  S 
months  since,  Cumulus'  stock  has  y 
to  recover.  (The  company  didn't  retu] 
calls  for  comment). 

Now  Davis  preaches  his  messaj 
at  industry  conferences  and  in  leg 
publications.  The  biggest  issuer  of  d 
rectors'  and  officers'  liability  insui 
ance,  American  International  Groui 
has  started  reimbursing  companies  t 
to  $50,000  for  hiring  scandal  advisei 
But  he  admits  success  is  hard  to  mei 
sure:  "The  almost  perverse  situatic 
I'm  in  is  that  I  can't  prove  success  l 
what  didn't  happen." 
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Shares  Decline  Due  To  Worry  About  Failing  Profits 


Stocks  Increase  As  Investors  See 
No  Fed  Action  On  Rates 


Concerns  About  Earnings  Push  Blue  Chips  Lower 


Major  Market  Gauges  Gain, 
Flirting  With  Record  Highs 


The  market's  tough  to  call.  A  financial  advisor  isn't 
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Agilent  Technologies 

Innovating  the- HP  Way 


Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chem&ai  analysis, 
semiconductor  components-and  medical, 
products  businesses,  www.agilent.com 


The  Science  of 
Self-Preservation 

Does  the  world  need  more  social  scientists? 

Probably  not,  but  they  keep  multiplying. 

A  brief  survey  of  how  they  justify  themselves. 


BY  DAN  SELIGMAN 

WHAT  ARE  THE  ECO- 
nomic  prospects  for 
the  soft  sciences? 
Those  can  be  somewhat 
loosely  defined  as  fields — like 
anthropology,  psychology  and 
sociology — in  which  there  is 
quite  a  parade  of  scientific 
method  but  a  shortage  of 
patents  or  other  evidence  of 
practical  results.  There  is  a 
persuasive  case  to  be  made 
that  the  social  sciences  are  in 
desperate  shape.  And  yet  a 
survey  of  the  evidence  leads 
one  to  the  conclusion  that  a 
powerful  instinct  for  self- 
preservation  will  see  them 
through  to  another  century. 

Bearish  case:  The  science 
of  anthropology  is,  in  the 
words  of  some  renowned 
scholars  participating  in  a 
Web-based  discussion  group 
on  human  biodiversity,  "dying 
a  lingering  death."  The  more  I 
follow  their  reasoning,  the  more  it 
seems  likely  that  parallel  statements  can 
be  made  about  psychology  and  sociol- 
ogy. Mainstream  social  science — or  at 
least  organized  social  science — really 
does  look  to  be  in  trouble. 

The  trouble  comes  from  two  direc- 
tions. First,  organized  anthropology, 
psychology  and  sociology  keep  looking 
more  and  more  ridiculous  as  they 
plunge  deeper  into  political  correct- 
ness— the  major  sickness  being  com- 
plained about  in  the  aforementioned 
discussion  group.  But  they  also  look 
ridiculous  when  theory  to  deal  with 
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their  professions'  practical  problems, 
and  especially  the  problem  of  how  in 
hell  are  you  supposed  to  make  any  seri- 
ous money  with  Ph.D.s  in  these  de- 
grees. Am  I  supposed  to  take  seriously 
that  wishful  thinking  on  the  Web  site  of 
the  American  Anthropological  Associa- 
tion (AAA)  about  how  the  discipline  is 
a  hot  new  degree  and  corporate  Amer- 
ica is  panting  to  hire  anthropology  ma- 
jors, and  how  "anthropologist  Kather- 
ine  Burr,  chief  executive  of  the 
Hanseatic  Group,  an  investment  com- 
pany, was  among  the  first  to  predict  the 
1998  Asian  financial  crisis  [and  V— a  re- 
»  -  1  1  * 


suit,  her  investors  made  profits  w 
the  clients  of  other  money  manaj 
lost  out"? 

And  you  thought  the  Asian  fii 
cial  crisis  hit  in  1997. 

In  recent  weeks  Topic  A  for 
body  concerned  about  the  woes  of) 
cial  science  has  been  the  strange  sag) 
the  Yanomamo  Indians,  a  tribe  in 
Brazilian  rain  forest,  and  the  anthrq 
logical  expedition  that  studied  th 
some  years  back.  It  appears  that  | 
tribe  suffered  from  a  measles  epidel 
about  the  time  they  \| 
being  visited  by  NapolJ 
Chagnon,  a  respected  Frej 
anthropologist,  and  a  q 
league  of  his  named  Jan 
Neel.  According  to  an  i 
coming  book  by  journa 
Patrick  Tierney  (already  sj 
alized  in  The  New  York 
called  Darkness  in  El  Dora 
the  anthropologists  vn 
genocidal  monsters.  Tien 
says  that  they  deliberately  c 
ated  the  deadly  measles  a 
demic  as  part  of  some  kin<j 
bizarre  eugenics  experimei 
The  story  was  a  wor 
wide  media  sensation  fa 
month  or  so,  with  hundr< 
of  anthropologists  publil 
joining  in  denunciations 
Chagnon  and  Neel,  sea 
comparing  the  two  to  ™ 
Josef  Mengele.  But  by  eg 
November  Tierney's  std 
line  was  unraveling — in  p 
because  it  had  been  esta 
lished  that  the  virus  in  question  coil 
not  have  spread  measles  contagious 
also  because  there  was  nothing  in  I 
alleged  perpetrators'  history  to  sij 
gest  an  interest  in  eugenics,  and  in  a 
Case  no  reason  to  think  a  eugenic 
would  be  especially  hostile  to  t 
Yanomamo  tribe. 

Two  points  about  this  remarkal 
episode:  First,  the  credulous  reactil 
of  so  many  anthropologists  bespeak 
mind-set  aching  for  activist  causi 
Second,  the  accompanying  dial 
within  the  fraternity  made  it  clear  tk 
anthropology  today  is  defined  as  an  4 


Cindy 

Crawford's  Choice 


tivist  profession.  All  too  typical  was  the 
formulation  by  Nancy  Scheper- 
Hughes,  a  University  of  California 
(Berkeley)  anthropologist  who  was 
asked  by  the  New  York  Times  for  com- 
ment on  the  Chagnon-Neel  contro- 
versy and  went  on  to  state  that  the  core 
task  of  the  discipline  today  is  not  just 
studying  local  traditions  but  "cri- 
tiquing globalization." 

Indeed.  Sprawling  all  over  the  AAA 
Web  site  today  are  the  organization's 
position  statements  on  issues 
that  have  only  the  most  tenuous 
connection  to  anthropology — 
statements  about  gay  rights,  vio- 
lence against  women,  hate 
crimes — but  just  come  naturally 
to  political  activists.  Rational  un- 
derpinning to  all  this:  If  anthro- 
pologists run  out  of  Stone  Age  tribes  to 
investigate,  they  will  at  least  have  some 
political  hot  buttons  with  which  to  at- 
tract undergrads  to  their  courses. 

On  to  the  American  Psychological 
Association  (APA)  and  American  Socio- 
logical Association  (ASA),  two  groups  of 
which  an  old  friend  and  Harvard  emi- 
nence I  dare  not  name  recently  re- 
marked: "People  become  sociologists 
because  they  hate  society,  and  they  be- 
come psychologists  because  they  hate 
themselves" — a  thought  that  may  or 
may  not  be  related  to  the  two  symbiot- 
ically  related  themes  both  groups  keep 
pitching  at  you:  (l)  Our  discipline  is 
becoming  more  and  more  relevant  to 
the  needs  of  business  and  society,  and 
(2)  just  in  case  businesspeople  fail  to 
notice  this,  we  need  heavy  doses  of  ac- 
tivism to  get  their  attention. 

What  will  psychology  contribute  to 
the  new  world?  Russ  Newman,  the 
APA's  executive  director  for  practice, 
sees  psychology  as  "a  preeminent  pro- 
fession within  the  Internet  culture," 
where  people  will  need  help  in  the  new 
ways  of  relating  to  one  another.  At  the 
same  time,  he  avers,  the  shrinks  are 
needed  to  deal  with  all  the  "loneliness, 
depression  and  disconnection  resulting 
from  Internet  use."  In  the  traditional 
corporate  sector,  an  APA  publication 
tells  us,  psychology  is  needed  to  help 
prevent    workplace    violence — "a 


promising  new  niche  for  practitioners." 
Also  nicheworthy  is  the  prevention  of 
employee  absences:  A  recent  APA  study, 
centered  on  a  large  corporation,  finds 
that  "60%  of  employee  absences  were 
due  to  psychological  problems."  Like, 
one  assumes,  the  angst  associated  with 
getting  out  of  bed  in  the  morning. 

Anyhow,  the  organization  says  de- 
pression costs  business  $23  billion  a 
year  in  lost  work.  (Could  it  not  be  ar- 
gued with  equal  precision  that  low  in- 


service  called  PsycPort,  "  1 5%  to  61 
(huh?)  of  USC  females  are  plaguec 
"disordered  eating."  Opportuni 
abound  in  all  ages.  Another  scoq 
PsycPort  centers  on  the  San  Diego  j 
chologists  who  have  discovered  that 
tie  kids  are  sometimes  anxious  dul 
recess  periods  at  school  and  fail  to  j 
ticipate  fully  in  kickball,  capture 
flag,  and  other  "fun  group  activiti 
The  solution:  "Conflicts  between  i 
dents  are  discussed  and  resolved  bei 


More  and  more  anthropologists  today 
see  their  task  not  as  studying  tribal 
it  "critiquing  globalizatio 


telligence  costs  us  $2.3  trillion  in  lost 
patents?)  Also  expanding  the  need  for 
psychologists  are  newly  discovered 
mental  illnesses,  like  heavily  touted 
"seasonal  affective  disorder"  (getting 
upset  because  it's  winter  or,  possibly, 
summer  or  even  April).  Another  new 
market:  the  computer  needs  of  young 
women,  said  in  a  current  APA  study  not 
to  spend  enough  time  playing  com- 
puter games,  which  is  why  the  boys 
keep  winning  out  when  it  comes  to  ca- 
reers in  computing. 

Yet  another  hitherto  unknown 
problem  waiting  for  psychologists  to 
solve  it  is  the  problem  of  female  athletes 
with  eating  disorders.  According  to  a 
recent  bulletin  issued  by  an  APA  news 

Psychology's  Century 


APA  membership  grew  at  a  6.8%  rate 
during  the  past  100  years  versus  1.3% 
for  the  American  people. 
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returning  to  the  classroom." 

The  sociologists  in  the  ASA  presl 
a  similar  picture:  plenty  of  activis 
typified  by  the  "community  action 
search  initiative"  played  up  heavily] 
the  organization's  recent  conventie 
The  stated  goal  of  this  program  is  1 
link  sociologists  with  community; 
tion  groups  and  to  use  sociological 
search  to  advance  the  goals  of  the 
groups" — the  goals,  needless  to  s| 
being  assumed  desirable.  A  slog 
found  all  over  the  convention  literati 
is  "Doing  Activist  Sociology." 

The  convention  also  featured 
number  of  tips  on  ways  to  make  moil 
out  of  sociology,  especially  "financ 
sociology,"  a  somewhat  murky  disj 
pline  represented  in  the  workshop  n 
by  the  Institute  for  Socio-Financl 
Studies.  The  ISFS  is  said  to  be  support 
by  "investment  bankers  and  mutu 
fund  companies."  Of  possible  inten 
to  the  corporate  sector  is  an  ISFS  pr 
gram  to  develop  "the  concept  of  ma 
tering  in  the  workplace."  Matterii 
here  refers  to  the  sense  of  feeling  "vj 
ued"  by  employees  and  customers,  b! 
exactly  what  it  all  leads  to,  and  wheth 
it  really  matters,  is  not  entirely  clear. 

Desperate  they  may  be,  but  anthr 
pologists,  psychologists  and  sociologis 
have  an  innate  drive  for  survival  ar 
will  muddle  through.  Fuzzy  science 
here  to  stay.  Also  fuzzy  statistics. 
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t  the  Crossroads 

B?  Merle  Hinrichs  has  been  doing  some 
sion  of  it  for  30  years.  He's  also  profitable. 


NDREW  TANZER 

jONTENT  WILL  LEAD  YOUR  Cus- 
tomers to  commerce.  Sounds  a  bit 
trivial  these  days.  But  Merle  Hin- 
made  the  discovery  more  than  30 
ago.  In  1965,  after  getting  a  mas- 
from  Thunderbird,  The  American 
uate  School  of  International  Man- 
lent,  the  Glenvil,  Nebr.  native 
■d  to  Asia,  where  he  sold  ads 
rade  publications  in  Tokyo 
-long  Kong. 

^e  dealt  with  thousands  of 
ame  manufacturers  through- 
tie  Far  East  that  had  few  out- 
d  advertise  to  buyers  and  re- 
s  in  the  U.S.  and  Europe.  So 
)71  Hinrichs  launched  the 
i>f  a  handful  of  homely  trade 
izines — Electronic  Compo- 
Timepieces,  Gifts  &  Home 
ucts  among  them — bare  ex- 
to  showcase  light-industrial 
s,  from  apparel  and  toys  to 
les  and  consumer  electron- 
"he  beauty  lies  underneath: 
^ear  ad  and  subscription  rev- 
s  amounted  to  $62  million, 
t  two-thirds  of  total  sales  for 
al  Sources  Ltd.,  Hinrichs' 
5    Kong-based  company, 
le  had  huge  foresight,"  says 
Solomon,  managing  director 
amarind  International,  a 
I  Kong-based,  British-owned  buy- 
gent  for  European,  North  Ameri- 
and  Australian  importers.  "He 
ght  small  factories,  many  of  which 
had  a  language  barrier,  to  the  at- 
)n  of  overseas  buyers." 
3me  of  them  quite  large.  By  the  late 
>  Hinrichs  was  convinced  that  the 
e  of  global  trade  was  electronic.  So 
veloped  order-processing  software 
rushed  electronic  data  interchange 
ces  for  importers  like  Liz  Clai- 
e.  But  EDI  Systems  are  costly,  cum- 
>me  and  subject  to  the  vagaries  of 


clients.  Then  along  came  the  Internet. 

"The  Web  was  like  manna  from 
heaven,"  says  Hinrichs,  59.  In  1995  he 
launched  Asian  Sources  Online — the 
first  B2B  site  in  Asia.  In  those  ancient 
times  few  of  his  clients  even  had  e-mail. 
Hinrichs  had  to  coax  them  online, 
which  he  did  by  working  out  bulk  deals 
with  service  providers  like  AT&T.  Little 


global*  sources 


Manna  for  Merle:  The  Web  provides  over  50%  of  his  sales 

by  little,  factories  began  to  move  their 
display  ads  from  print  to  the  Web,  vir- 
tually eliminating  the  lag  time  between 
product  placement  and  buyer  order. 
(Even  today  it  takes  two  months  or 
more  for  a  print  ad  produced  in 
Chengdu,  the  capital  of  Sichuan 
province,  to  reach  an  importer  in  New 
York.)  Global  Sources  sends  one  of  its 
700  ad  sellers,  armed  with  digital  cam- 
era, laptop  and  modem,  to  a  factory  like 
Xunxing  Zipper  Group  or  Double 
Hero,  an  eyeglass  maker.  Product  pic- 
tures and  information  are  quickly 


downloaded  onto  a  template  and  trans- 
ferred to  the  Global  Sources  Web  site, 
and  can  be  updated  hourly. 

The  online  division  will  soon  over- 
take the  magazines.  Last  year  the  unit 
had  operating  income  (net  before  de- 
preciation, interest  and  taxes)  of  $3.6 
million  on  sales  of  $26  million,  or  30% 
of  the  total.  This  year,  Bear  Stearns  esti- 
mates, Web-derived  revenue  will  exceed 
50%  of  the  total  $109  million.  Unlike  a 
lot  of  B2B  marketmakers,  Global 
Sources  doesn't  take  a  cut  of  the  sale  to 
buyers  like  Wal-Mart,  Home  Depot, 
Newell  Rubbermaid,  Dell  and  Staples.  It 
gets  a  fee  from  sellers  for  hosting  their 
Web  sites  and  providing  product 
profiles. 

This  is  a  business  with  dy- 
namic potential.  Asia  produces 
more  than  50%  of  the  world's 
general  consumer  merchandise. 
Global  Sources  is  tapped  into  just 
a  fraction  of  it.  According  to  fig- 
ures audited  by  Pricewaterhouse- 
Coopers,  Hinrichs'  online  com- 
munity includes  90,000  suppliers 
worldwide  and  219,000  buyers 
who  generate  about  2  million 
sales  inquiries  and  50  million  hits 
a  month.  A  July  A.C.  Nielsen  sur- 
vey reported  that  the  average  im- 
porter using  Global  Sources  was 
purchasing  $10,000  to  $50,000 
per  order. 

None  of  this  is  lost  on  Hin- 
richs. In  April  he  did  a  reverse 
merger     with     Fairchild,  a 
Bermuda-based    optical  disk 
equipment  business.  His  15% 
stake  is  worth  $119  million. 
Competition?  Surprisingly  little. 
Hong   Kong's  quasi-governmental 
Trade  Development  Council  operates  a 
good,  but  limited,  Web  site.  China's  Ali- 
baba.com  has  raised  plenty  of  venture 
capital  but  lacks  Global  Source's  depth 
in  ad  sales  and  customer  relationships. 

Besides,  Hinrichs  isn't  sitting  on  his 
duff.  Global  Sources  is  now  rolling  out 
tools  to  encourage  other  entrepreneurs 
to  offer  fee-based  services  like  trade  fi- 
nance, cargo  inspection  and  insurance 
and  logistics  via  his  site.  "I  feel  that  this 
is  just  the  beginning,"  he  says.  F 
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Looking  Forward  By  Virginia  Postrel 


When  the  "Cool"  Look  Is  Illegal 


FROM  MANHATTAN'S  TRENDY  NEW  HUDSON  HOTEL 
to  the  Westin  chain's  pristinely  white  "heavenly 
beds,"  hotel  design  is  hot.  It's  as  indicative  of  the 
burgeoning  esthetic  economy  as  candy-colored 
iMacs  and  Michael  Graves  toasters.  Hotel  style  has 
become  both  a  competitive  weapon  and  a  cultural  marker. 

Instead  of  just  providing  places  to  sleep,  hotels  are  estab- 
lishing consistent  environments  tailored  to  customers'  spe- 
cific tastes.  Do  you  want  the  predictability  of  Marriott's  all- 
the-same  rooms?  The  clubby,  masculine  pinstripes  of 
Sheraton's  new  style?  A  one-of-a-kind  boutique?  The  right 
"look  and  feel"  creates  the 
comfort — or  excitement — to 
attract  and  retain  a  particular 
slice  of  the  traveling  public. 

All  of  which  is  fine  for 
furniture.  But  what  about  the 
hotel  staff?  They're  as  much  a 
part  of  the  atmosphere  as  the 
grain  of  the  tables  or  the  beat 
of  the  lobby  music.  But  when 
hoteliers  try  to  control  the 
look  and  feel  of  their  person- 
nel, they  can  run  into  big 
legal  trouble. 

For  starters,  employees  also 
take  their  personal  style  more 
seriously  these  days — and  that 
may  conflict  with  hotel  stan- 
dards. In  May,  for  instance,  an  African -American  cashier  at  the 
Williamsburg  Inn  came  to  work  with  a  new  hair  color.  The 
hotel  calls  it  "flaming  metallic  orange-gold";  her  union  says  it 
was  just  plain  blonde.  The  boss  told  her  to  change  it,  under  a 
company  policy  that  requires  that  dye  jobs  be  "natural  look- 
ing." (The  hotel  is  part  of  Colonial  Williamsburg,  but  the 
cashier  job  doesn't  require  colonial  costume.)  The  union  held 
a  press  conference  and  charged  racial  discrimination. 

The  upshot:  bad  press,  but  no  legal  action.  Courts  gener- 
ally let  employers  dictate  employee  style,  as  long  as  the  rules 
stick  to  "mutable"  traits,  such  as  hair  color  or  dress,  and  are 
reasonably  objective. 

But  controlling  style  is  a  matter  of  nuance,  and  hence 
hard  to  define.  Consider  the  case  of  the  Mondrian  Hotel  in 
Los  Angeles.  After  celebrity  hotelier  Ian  Schrager  took  over 
the  property,  his  new  management  fired  the  bellhops  and 


Hotel  style  has 
become  both  a 
competitive 
weapon  and  a 
cultural  marker ... 
which  is  fine  for 
furniture.  But 
what  about  the 
hotel  staff? 


hired  a  new  "cool-loo! 
crew.  All  the  new  staff 
white,  compared  with 
one  of  the  fired  emplo 
The  Equal  Employment) 
portunity  Commission  f 
suit,  which  was  settled  ii 
gust.  The  hotel  is  paying 
of  the  nine  former  bel 
$120,000  and  has  hired  a 
personnel  manager  to  gi 
against  future  problems 
"Coolness"  is  too  vague  and  subjective  to  pass  must 
a  business  necessity.  "There's  no  consensus  whatsoeve 
what  'cool'  looks  like,"  says  Michael  S.  Mitchell,  an  emj 
ment  lawyer  in  New  Orleans  and  editor  of  the  news 
Hospitality  Workforce  Trends.  "It  not  only  varies  from  pa 
to  person,  it  varies  from  day  to  day." 

Of  course,  anyone  who  knows  anything  about  po 
culture  knows  that  "cool"  comes  in  all  colors.  What  i 
hotel  had  fired  its  old  bellmen  but  hired  a  multiethnic 
No  good.  "It  would  also  have  to  be  multiage,"  says  Mitfl 
"If  you  think  cool  means  young  folks,  you've  got  a  prob 
The  law  forbids  not  just  race  and  sex  discrimination  bu 
discrimination,  too. 

Other  experts  go  further.  Donna  Harper,  the  EEOC's  ad 
assistant  general  counsel  in  the  Mondrian  case,  warns 
hiring  only  the  "lithe"  or  "athletic-looking"  would  violati 
Americans  With  Disabilities  Act,  which  also  protects  an} 
with  "a  limb  impairment,  or  a  facial  impairment  or  a  dij 
urement."  Looking  for  the  right  body  type  might  consti 
racial  discrimination,  she  says,  because  you'd  screen  out "] 
pie  whose  body  types  for  anthropological  reasons  relate 
race  and  nationality  are  never  going  to  fit  your  ideal." 

"It's  one  thing  to  have  to  have  somebody  who's  slec 
and  athletic  and  young-looking  playing  Tinkerbell 
Broadway  production  of  Peter  Pan"  says  Harper.  "It's  so 
thing  entirely  different  if  the  job  is  to  wait  on  tables,  or  ii 
essence  of  the  job  is  to  carry  bags,  or  to  check  people  in 
make  sure  to  get  the  correct  information  and  assign  the 
rect  room." 

In  this  view,  how  individual  employees  look  is  irrelev 
We  live  in  an  age  when  style  is  strategy  and  hotels  have  "c 
ing  directors."  The  first  step  in  good  design  may  soon  be 
ing  the  right  lawyers. 


Virginia  Postrel  is  editor-at-large  o/Reason  magazine  and  the  author  of  The  Future  and  Its  Enemies, 
recently  published  in  paperback  by  Touchstone.  Find  past  columns  flfwww.forbes.com/postrel  or  use 

your  :CueCat  device  on  the  cue  code  (right)  to  take  you  there  instantly. 
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The  average  crash  test  produces  vast  amounts  of  data  that  reveal  the 
"  way  materials  and  components  respond  to  loads.  But  crash  tests  take 
time  and  devour  resources.  With  advanced  visualization  technology 


available  only  from  SGI,  the  world's  top  16  auto  manufacturers  are  now  studying  the 
effects  of  a  crash  using  simulations  on  high-performance  computers.  The  technique 
saves  millions  in  development  costs.  Plus,  it  raises  safety  standards  by  allowing  engineers 
to  simulate  every  phase  of  development.  With  innovative  technology  such  as  this,  SGI 
is  helping  auto  manufacturers  achieve  new  standards  for  their  industry.  It's  what 
we  do  best.  And  it's  what  helps  our  customers  stay  ahead.  To  learn  more  about  our 
solutions,  or  for  information  on  our  services,  consulting,  and  support,  visit  our  Web  site. 

www.sgi.com/ahead 
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Baby  Dell 

CDW  has  become  the  number  one  reseller 
of  computer  products  by  peddling  the 
old-fashioned  way— person-to-person. 


BY  MARK  TATGE 

DELL  COMPUTER  MAY  HAVE  REVO- 
lutionized  the  PC  industry  by  sell- 
ing direct  over  the  Internet.  But 
CDW  Computer  Centers  is  one-upping 
Dell  by  taking  a  giant  technological  step 
in  reverse — backing  off  the  Web  in 
favor  of  sales  calls  over  the  phone.  This 
year  the  Vernon  Hills,  111. -based  com- 
pany is  poised  to  earn  $160  million  on 
more  than  $3.9  billion  worth  of  desk- 
top computers,  laptops, 
servers  and  peripherals,  with 
the  help  of  1,052  telephone 
account  reps  who  "warm 
call"  customers.  Only  12%  of 
sales  will  come  from  the  In- 
ternet. "It's  an  old-fashioned, 
feet-on-the-street  model," 
says  Gregory  C.  Zeman, 
CDW's  41 -year-old  president. 

Apparently  there's  some- 
thing to  the  cliche  about  high 
touch  in  an  age  of  high  tech. 
Sales  and  net  profits  at  CDW 
have  risen  in  excess  of  40%  a 
year  since  1995,  when  the 
company  decided  to  remake 
itself  from  a  Web  catalog 
house  to  a  direct-sales  oper- 
ation. That  growth  has  come 
at  the  expense  of  retailers  like 
CompUSA,  catalog  competi- 
tors and  privately  owned 
firms  that  service  and  sell  PCs 
to  the  $100  billion  market 
for  small  to  medium-size 
businesses — and  has  thus 
earned  CDW  the  moniker 
"Baby  Dell." 

"Our  focus  is  to  go  out 
and  get  a  customer's  periph- 
eral business,  and  as  we  earn 
their  respect  we  move  up  the 
food  chain,"  says  Zeman. 


Every  client,  no  matter  how  small  the 
order,  is  assigned  an  account  manager 
to  handle  questions  and  problems.  That 
may  explain  why  the  average  customer 
invoice  has  risen  to  a  current  $1,049 
from  $685  in  1995.  Repeat  orders  gen- 
erate 80%  to  90%  of  sales. 

Life  wasn't  always  so  sweet.  Like 
most  direct-mail  computer  resellers, 
CDW  was  looking  at  decreased  response 
rates  to  the  55  million  catalogs  it  sent 


out  each  year — thanks  to  online  sho 
ping.  Making  matters  worse,  comput 
vendors,  locked  in  mortal  combat  I 
market  share,  stopped  subsidizing  t 
Web-based  catalog  craze.  An  indust 
shakeout  ensued;  a  handful  of  catal 
companies  restructured  or  died.  "\ 
realized  that  we  couldn't  continue 
grow  by  just  mailing  out  more  cat 
logs,"  says  Zeman. 

Nor  could  he  live  by  the  Web  alor 
Competition  is  simply  too  stiff.  ! 
Zeman  decided  to  use  the  Internet  a: 
vast  source  of  product  information  ai 
a  means  of  tracking  orders — and  a; 
way  to  lead  clients  to  their  sales  r 
(whose  picture  appears  on  a  custome 
personalized  extranet  Web  page). 

To  strengthen  its  sales  force,  CE 
added  488  account  managers  betwe 
1996  and  1999.  New  hires  are  requir 


Apparently  there's  something  to  the  cliche 
about  high  touch  in  an  age  of  high  tech. 


Sales  and 


And  just  when  would  you  like  that?  CDW  President  Greg  Zeman  ships  most  orders  the  same  day. 
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to  spend  up  to  five  months  at  CDW 
University  where  Zeman  and  company 
founder  and  Chief  Executive  Michael 
Krasny  show  up  and  pitch  the  virtues  of 
telephone  sales.  The  training  includes  a 
stint  at  one  of  CDW's 
two  retail  showrooms, 
where  Krasny  helps  load 
customers'  cars. 

Zeman  looks  to  hire 
college  graduates  aged 
22  to  30,  who  can  earn 
upward  of  $100,000 
after  three  years.  Typical 
account  reps  generate 
$7,000  a  day  in  revenue 
during  their  first  year,  a 
figure  that  often  triples 
by  the  third  year  they 
are  on  the  job.  The  trick 
is  hanging  on  to  sales 
associates  until  they  hit  their  stride.  In- 
dustry turnover  runs  75%  to  90% 
within  two  years  of  hiring;  CDW  does 
slightly  better  at  60%  to  70%. 

Keeping  employees  happy  is  part  of 
Zeman's  job — that's  the  best  way  to 
keep  inventory  turning  over  24  times  a 
year.  Dressed  in  a  brown  button-down 
shirt,  he  looks  more  like  your  average 
high  school  social  studies  teacher  than 
a  company  president.  There  are  plenty 
of  pep  talks  to  the  troops.  And  lots  of 
food  to  manage  the  stress  and  keep  the 
sales  staff  glued  to  the  phones:  free 
bagels,  sweet  rolls,  ice  cream,  coffee. 
Night  shift  warehouse  workers  get  their 
dinners  gratis.  Krasny  installed  a  fitness 
center  to  work  off  those  extra  pounds, 
as  well  as  an  ATM  and  a  dry  cleaner. 

To  lure  young,  single  city-dwellers, 
in  April  CDW  opened  a  72,000-square- 
foot  call  center  overlooking  the  Chicago 
River.  The  office  has  been  such  a  hit  that 
the  company  plans  to  double  the  em- 
ployees downtown  to  1,000  by  year-end 
2001 .  "They  want  to  be  down  here,"  says 
Zeman,  "where  the  action  is."  Not  all 
the  time,  they  don't.  Salespeople  who 
meet  their  annual  goals  get  to  travel  any- 
where in  the  U.S.  for  four  days — on  the 
company's  dime.  And  don't  forget 
CDW's  stock-purchase  plan.  The  stock 
split  2-for-l  in  the  past  six  months  and 
currendy  trades  in  the  low  60s. 


CDW  has 
trimmed 
operating 
expenses 
despite 
tripling  its 
sales  force. 


All  that  extra  staff  has  adde» 
overhead,  of  course.  But  CDW  has  a 
ally  managed  to  trim  its  operating 
penses  from  7.1%  of  its  revenue 
1996  to  6.5%,  despite  tripling  its 
force  since  then.  C 
Financial  Officer  H; 
J.  Harczak  Jr.  says  ] 
of  the  decline  col 
from  lower  markei 
expenses:  With  ven 
ad  support,  discoi 
and  reimburseme 
the  total  is  runn 
about  0.5%  of  sa 
versus  a  typical  2.4°/ 
2.6%.  Another  chun 
savings  can  be  chal 
up  to  improved  or 
handling;  most  itt 
are  shipped  fron 
200,000-square-foot  warehouse 
headquarters  the  same  day  they're  s» 
CDW  also  benefits  by  not  having 
manufacturing  expenses  of  a  Co 
paq — its  biggest  vendor,  represent 
10%  of  its  sales— or  the  cost  of  bu 
ing  stores  like  a  CompUSA. 

There  are  cost  savings  from  a  m 
sive  information  tracking  system  t 
monitors  how  many  calls  are  hand 
per  sales  associate,  the  average  time 
call,  the  size  of  the  order  and  w. 
product  is  moving  out  the  wareho 
door.  If  sales  of  a  particular  prod 
slow,  CDW  can  ramp  up  marketing 
quickly  adjust  pricing.  "We  can  m; 
changes  on  the  fly,"  says  Harczak. 

The  future,  of  course,  hangs  on 
sales  force.  While  the  average  accoi 
manager  generates  $4  million  in  sa 
annually,  up  12%  from  a  year  ago,  m 
of  the  staff  hasn't  logged  a  lot  of  mi. 
Currently  77%  of  the  reps  have  1 
than  24  months  of  experience,  and  5( 
less  than  12  months. 

CDW  is  also  trying  to  figure  ou 
more  lucrative  way  to  integrate  1 
human  touch  with  the  electronic  a 
"The  Web  is  an  enabler  for  us.  It  he 
facilitate  the  transactional  part  of  1 
purchase,"  says  Harczak.  "If  only  I  c 
get  an  account  representative  wh 
selling  $2  million  to  sell  $3  milli 
through  the  Web."  And  how. 
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ATWORK 


Appeals  "R"  Us 

How  do  you  get  your  case  to  the  Supreme  Court?  Talk  to  Tom  Goldstein,  a 
30-year-old  lawyer  with  virtually  no  court  experience.  Has  he  got  a  deal  for  yoi 


His  home  away  f  roe 
home:  Goldstein  wil 
be  seeing  a  lot  o 
William  Rehnquist  ir 
the  next  few  months 


BY  MICHAEL  FREEDMAN 

A YEAR  AGO  LAWYER  THOMAS  C.  GOLDSTEIN  CALLED 
a  Fresno,  Calif,  attorney  he  had  never  met  and  of- 
fered to  take  one  of  his  cases  to  the  Supreme 
Court.  Pretty  bold,  given  that  Goldstein,  then  29, 
had  argued  exactly  one  case  in  his  career.  But  he 
was  offering  a  cut-rate  price:  For  $15,000  up  front,  Goldstein 
pitched  the  lawyer,  he'd  get  the  case  to  the  Supreme  Court.  If 
the  court  agreed  to  hear  it,  Goldstein  would  get  another 
$10,000,  plus  an  hourly  rate  of  $260,  half  the  price  of  fancy 
Washington,  D.C.  firms.  The  lawyer  bit,  and  so  did  the 
Supreme  Court,  which  agreed  to  hear  the  case.  "My  big  ad- 
vantage is  cost  competitiveness,"  Goldstein  says. 

This  is  an  odd — some  lawyers  say  unseemly — way  to 
market  a  legal  career,  especially  in  the  elite  category  of 
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Supreme  Court  attorneys.  A  small  number  of  lawyers  argi 
high  court  cases  regularly;  most  are  either  from  establish 
firms  like  Sidley  &  Austin  or  are  Constitutional  law  profe 
sors  like  Laurence  Tribe,  who  can  sit  back  and  wait  for  lucr 
tive  or  headline-making  cases  to  come  their  way. 

But  Goldstein  is,  in  effect,  ambulance-chasing  at  tl 
nation's  highest  court.  He  pursues  cases,  targeting  smal 
business  owners,  investors  and  others  who  can't  afford  tl 
stiff  legal  fees  of  the  white-shoe  firms.  He  tries  to  gue 
which  cases  the  court  is  most  likely  to  hear.  Then  he  cole 
calls  lawyers  involved  in  the  lower-court  stage  and  undercu 
competition  on  prices.  His  fees  run  up  to  $150,000  froi 
start  to  finish,  compared  with  $400,000  for  big  law  firms. 

This  term  he'll  be  involved,  as  lead  attorney  or  backu 
in  6  cases,  including  the  Fresno  one  and  another  on  beha 
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Goldstein  is,  in  effect,  ambulance- 
chasing  at  the  nation's  highest  court. 
He  targets  those  who  can't  afford 
the  legal  fees  of  the  white-shoe  firms. 


c 


of  a  Florida  investor  who  lost  $500,000  when  a  real  estate 
partnership  went  bust.  That's  10%  of  the  60  or  so  cases  the 
court  has  agreed  to  hear  so  far  in  its  term  that  began  in 
October.  By  comparison,  Chicago-based  Sidley  &  Austin, 
which  has  900  lawyers  worldwide,  will  be  involved  in  4. 

"People  say,  'Oh,  it's  so  hard  to  get  to  the  Supreme 
Court,'"  Goldstein  says.  "That  misunderstands  what's 
going  on." 

Goldstein,  an  American  University  law  school  graduate, 
has  been  a  Supreme  Court  junkie  for  years.  As  an  intern  he 
collected  court  statistics  for  National  Public  Radio's  legal 
correspondent  Nina  Totenberg.  Later,  as  an  associate  at  the 
D.C.  office  of  Cleveland-based  firm  Jones,  Day,  Reavis 
&  Pogue,  he  made  something  of  a  hobby  guessing  from 
thousands  of  cases  which  ones  the  court  was  going  to  hear. 

Goldstein  argued  his  first  high  court  case  in  April  1999  as 
an  associate  at  the  firm  founded  by  litigator  David  Boies. 
Representing  a  Kentucky  lawyer  in  a  case  about  technicalities 
in  the  appeals  process,  he  lost  in  a  unanimous  decision.  In 
October  1999  he  went  off  to  practice  on  his  own,  taking  two 
more  Supreme  Court  cases  with  him.  Using  a  loss-leader 
strategy,  he  did  the  first  for  free  and  the  second  for  $25,000,  a 
two-thirds  discount  to  what  he  would  have  otherwise 
charged.  But  he  figured  the  experience  and  publicity  were 
worth  it.  He  won  one  and  lost  one,  but  with  three  cases  now 
on  his  resume  he  could  get  potential  clients  to  listen. 

The  Supreme  Court  hears  just  3%  of  the  2,500  or  so  cases 
that  petition  for  a  hearing  each  year,  so  the  key  to  making  this 
business  plan  work  is  picking  the  right  cases.  Goldstein  daily 
trawls  through  hundreds  of  federal  appeals  decisions,  looking 
for  significant  cases  where  circuit  courts  have  ruled 
differently.  The  Supreme  Court  is  more  likely  to  review  one 
of  these  cases  to  resolve  the  disagreement.  Goldstein 
winnows  the  list  based  on  the  legal  question  in  each  suit — 
and  the  likelihood  of  earning  a  paycheck.  That's  how  he 
spotted  the  Fresno  case,  in  which  a  California  businessman 
is  claiming  a  leaky  irrigation  canal  owned  by  the  government 
damaged  crops  on  his  1,000  acres  of  farmland.  The 
government  refused  to  pay  the  damages,  now  totaling 
$250,000,  and  the  9th  Circuit  Court  of  Appeals  ruled  in  its 
favor.  The  case  examines  the  scope  of  the  government's 
immunity  in  cases  of  flood  damage,  an  issue  the  Supreme 
Court  had  refused  to  hear  five  times.  But  Goldstein 
successfully  argued  the  court  was  wrong  in  the  past  because 
a  clear  disagreement  existed  among  the  circuit  courts. 

Goldstein,  who  works  alone  out  of  his  Washington,  D.C. 


home,  says  he'll  net  $275,000  in  fee 
year.  He  isn't  worried  about 
petition  from  big  firms.  Obsessive  c 
tracking  is  unlikely  to  catch  on 
lawyers  who  can't  bill  for  the  t 
Besides,  the  big  firms  shy  away  f 
soliciting  business,  although  Goldst 
approach  doesn't  violate  any 
ethical  standards. 
What  could  halt  Goldstein's  career  plan?  A  lousy  ba 
average.  He's  lost  two  of  three  so  far,  and  a  few  more  1< 
might  make  it  tough  to  attract  new  clients,  low  price  or 
Says  Carter  G.  Phillips,  a  Sidley  &  Austin  lawyer  w 
among  the  busiest  Supreme  Court  arguers:  "Most  sop! 
cated  clients  aren't  going  to  decide  this  solely  on  the  vo 
of  arguments  done.  They're  going  to  ask  him  about  tin 
suits."  But  Goldstein  has  already  accomplished  one  th 
He  sure  is  known. 


CREATIVE  GIVING 


A  Career, 
Not  a  Job 

A  former  General  Mills  executive 
trains  the  poor  to  enter  the  white 
collar  world  that  he  left. 


BY  EILEEI 

N 


BY  EILEEN  GLANT0N 

INE  YEARS  AGO  STEVEN  ROTHSCHILD  Wa) 
senior  executive  at  General  Mills,  traveling 
world  to  monitor  the  company's  internatic 
operations.  These  days  he  earns  no  salary  J 
works  from  a  small  office  in  downtown  M 
neapolis.  Fancy  business  lunches  have  been  replaced  w 
coffee  breaks  with  former  drug  abusers,  gang  members ; 
high  school  dropouts. 

Why  the  big  change?  Rothschild,  55,  started  a  job  tre 
ing  program  in  Minneapolis  called  Twin  Cities  Rise 
1993.  He  didn't  want  this  to  be  any  job  training  progn 
He  had  become  convinced  that  the  burgeoning  welfare- 
work  movement  was  keeping  too  many  people  in  pove 
by  training  them  only  for  low-paying  jobs.  His  idea:  H 
graduates  launch  substantial  careers  as  computer  tech 
cians,  accountants  and  customer-service  employees.  "1 
country  has  spent  billions  of  dollars  on  getting  people 
welfare  and  gotten  very  little  in  return,"  he  says. 

So  far  the  program  has  placed  80  people,  predominai 
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men,  in  white-collar  jobs,  and  is  geared  up  to  expand  to  serv- 
ing 1,000  people  a  year  by  2005.  Not  bad  for  a  cause  that  de- 
veloped from  a  midlife  crisis. 

Rothschild,  a  Wharton  business  school  grad,  rose  quickly 
through  the  ranks  at  General  Mills.  He  developed  Yoplait  yo- 
gurt, and  was  rewarded  with  an  executive  vice  presidency  that 
put  him  in  charge  of  international  operations  and  new  busi- 
ness development.  Still,  with  several  other  middle-aged  man- 
agers ahead  of  him,  Rothschild  felt  fairly  sure  he'd  never  run 
the  company.  He  contemplated  starting  his  own  business,  and 
in  1991,  at  the  age  of  45,  quit  his  job  to  think  about  it. 

He  ended  up  deciding  to  start  the  nonprofit.  For  Roth- 
schild, long  involved  in  poverty  causes,  the  big  factor  was  that 
General  Mills  rarely  hired  graduates  of  the  job  programs  it 
assisted.  Like  many  businesses,  what  General  Mills  needed 
was  people  with  computer  skills  as  well  as  trained  customer- 
service  employees — not  the  file  clerks  and  janitors  that  work- 
fare  programs  were  sending  to  the  work  pool. 

So  Rothschild  put  up  $100,000  in  seed  money  and  began 
soliciting  grants  from  foundations.  In  late  1994  Twin  Cities 
Rise  enrolled  its  first  19  students,  offering  them  English  and 


Steve  Rothschild 
pulled  the  plug  on 
his  career  to  help 
teach  people  needed 
job.  skills. 


math  classes;  practical  courses  like  computer  program! 
and  bookkeeping;  and  a  required  course  in  "empowerm 
which  focuses  on  self-esteem  and  social  skills.  The  work 
isn't  easy.  Students  take  12  to  15  hours  of  courses  each  v 
plus  hold  a  job,  for  6  to  18  months. 

Students  come  to  Twin  Cities  Rise  through  social 
vice  agencies,  drug  rehab  programs,  churches  and  frie 
Tevis  Celestin,  29,  is  typical.  He  had  been  jailed  for  d 
related  offenses  in  Louisiana  and  later  became  associ 
with  gang  members  in  Los  Angeles.  After  moving  to  P 
neapolis  he  entered  a  drug  treatment  program  and 
learned  about  Twin  Cities  Rise.  Last  year,  after  compk 
the  program,  he  got  a  $30,000  job  as  an  information  t 
nology  analyst  for  Supervalu,  a  food  distributor  and 
eery  operator  that  employs  67,000  people.  Celestin's  c 
puter  courses  got  him  his  job,  but  he  is  proudest  of  his 
attitude:  "I  learned  I  have  to  handle  myself  profession 
no  matter  what."  So  far,  so  good.  Celestin  is  thriving 
just  got  a  $5,000  raise. 

As  in  most  social  programs,  the  failure  rate  is  high.  C 
half  of  the  students  quit  within  the  first  eight  weeks. 

those  who  stay,  the  payoff  can  be  wort 
The  average  starting  salary  for  gradual 
$23,400,  more  than  double  the  avei 
$10,748  income  of  clients  beginning 
program.  By  comparison,  workers  in  N 
nesota  who  complete  the  governme 
welfare-to-work  program  earn  an  ave: 
of  $8.60  an  hour,  or  $17,888  a  year.  Wlf 
more,  81%  of  Twin  Cities  Rise  gradu 
stay  with  their  new  companies  for  at  I 
two  years — good  news  for  employers  in 
tight  job  market. 

Companies  that  hire  graduates 
Twin  Cities  Rise  a  placement  fee  of  109 
25%  of  a  year's  salary,  plus  retention  fee 
up  to  $6,000  a  year  for  three  years  if 
employee  stays  with  the  company.  If 
worker  leaves  or  performs  poorly,  the 
are  refunded.  The  state  allows  a  comp 
to  take  80%  of  the  fee  as  a  tax  credit.  I 
year  fee  income  will  account  for  30°/ 
Twin  Rise's  $1.5  million  budget  (charit; 
donations  account  for  the  rest). 

The  organization  spends  an  avei 
$20,000  per  graduate.  That  covers  teach 
salaries,  tuition  for  those  who  take  sup 
mentary  classes  at  trade  schools  or  local 
leges,  even  bus  passes.  Students  pay  not! 
up  front. 

Rothschild  isn't  paid,  at  least  in  mo 
"I  think  I  was  a  pretty  good  business  g 
he  says.  "But  I  also  felt  that  business 
here  to  serve  society,  and  if  it  didn't  do  s 
would  lose  some  of  its  reason  for  being, 
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COMMERCIAL  PILOT 


CHARTER  PILOT 


STUNT  PILOT 


I  C>Y\  N°  matter  how  daring  you  are,  you  always  feel  in  control  in  Allen-Edmonds  shoes.  We  have  styles 

^  from  business  to  casual.  Not  to  mention  the  widest  selection  available,  from  size  5-18, 
N/l'tTl/'Yf^l/iO  widths  AAAA  to  EEE.  Plus,  our  exclusive  Recrafting™  process  is  perfect  for  shoes 
L^XLllOllvXw  that  have  seen  turbulent  times.  For  a  catalog  and  nearest  dealer,  call  1-800-235-2348. 

All    Walks  of  Life™  Shoes  from  top  to  bottom:  Park  Avenue,  Cameron,  tiolbrook  www.aUenedmonds.com  Made  in  USA  (MKU) 
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BY  PETER  BRIMELOW 


Private  School  Surge 


Total  K  12  pui 
enrolled  in  scha 

1 


Their  market  share  appears  to  be  off  its 
peak.  But  a  closer  look  reveals  it's  rising. 
Another  symptom  of  public  school  failure. 


Private  schools'  market 
share  seems  not  to  have 
increased  over  a  century ... 


13.6% 


Total  private  school  enrolment 


11.2% 


11.2% 


DESPITE  ALL  THE  MOANING  ABOUT  PUBLIC  EDUCA- 
tion,  the  proportion  of  K-12  U.S.  children  in  pri- 
vate schools  seems  to  be  eerily  stable — and  low.  It 
was  1 1.2%  of  total  enrolment  in  1998,  the  latest  year  for 
which  figures  are  available,  and  an  identical  11.2%  in 
1890,  the  earliest  year  for  data. 

But  a  closer  look  shows  two  powerful  trends  are 
masking  each  other.  Enrolment  in  Catholic  schools 
has  slumped,  from  12.6%  of  total  enrolment  in  1960 
to  a  recent  4.7%.  Enrolment  in  other  private  schools 
has  soared,  from  1%  of  1960  total  enrolment  to  a  re- 
cent 6.5%. 

"Catholic  schools  are  the  private  schools  for  the 
poor,"  says  Michael  Antonucci,  director  of  the  Sacra- 
mento, Calif.-based  Education  Intelligence  Agency.  He 
believes  the  move  to  the  suburbs  that  began  in  the  1950s, 
together  with  the  greater  competition  in  the  form  of  in- 


...  but  in  fact  the  increase  is 
just  masked  by  Catholic 
school  collapse. 


creased  public  school  spending,  have  drawn 
off  the  Catholic  schools'  traditional  clientele. 

By  contrast,  Antonucci  suggests,  richer 
families  have  led  the  movement  into  non- 
Catholic  private  schools  that  began  in  the  1970s, 
a  decade  that  saw  the  burgeoning  of  the  public 
schools'  problems  with  falling  standards  and  racial 
integration. 

Another  symptom  of  public  school  failings:  Home 
schooling  has  drawn  off  800,000  to  1  million  children — 
a  staggering  2%  or  so  of  all  school  attendees.  F 

Research:  EDWINS.  RUBENSTEIN,  research  director,  Hudson  Institute, 
Indianapolis,  edwinr@hudson.org.  Graphics:  DAVID  LADA. 


About  1  million  children,  equal  to  2%  of  total 
enrolment,  were  schooled  at  home  in  1998. 


4.7% 


1890 


1900 
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1940 


1950 


1960 


1970 


1980 


1990 


1998 


Source:  Department  of  Education.  (The  number  of  home-schooled  children  is  based  on 

Department  of  Education  estimates:  home-schooled  children  are  not  included  in  the  Department's  total  enrolment  figures.) 
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NEW  WORLD 


NEW  OPEN  STAND AR 


■ 


©server 


Now  the  flexibility  and  affordability  of  Linux  comes  with  the  assurance  of  IBM 
service  and  support.  Linux.  It's  no  curiosity.  It's  a  reality.  And  like  the  TCP/IP, 
Java™  and  XML  standards  before  it,  a  reality  that  IBM  is 
backing  wholeheartedly,  not  only  across  the  board  in  server 
hardware  compatibility,  but  with  the  full  depth  of  IBM 
research,  service,  support  and  consulting.  The  combination 
is  a  case  of  best  of  all  possible  worlds  —  the  freedom  of 
Linux,  brought  to  you  by  the  worldwide  Linux  community, 
plus  the  mission-critical  assurance  of  IBM.  For  more 
information  about  the  possibilities  of  Linux  and  these 
new  IBM  servers,  go  to  ibm.com/eserver/linux 

the  new,  Linux-ready  IBM(e)  server  xSeries  200  with  the  Intel'  Pentium  III  processor,  starting  at  $1,2551 


For  three  decades  Angelo  Mozilo's  mortgage  company  has  outrun  the  b 
banks  by  being  smarter  and  leaner.  Now  he  may  have  to  sell  out  to  ther 

BY  BERNARD  CONDON 

he  senses  a  boom  coming.  A  few  y 
ago  15  big  independent  home  len< 
were  in  business,  but  most  have  g 
under  or  sold  out  to  large  bai 
Mozilo's  is  the  only  big  indie  left. 

"I'm  perceived  as  a  tough  guy,  a 
of  a  bitch,"  he  says. 

But  is  tough  good  enough  toe 
The  big  banks  that  helped  put  Moz 
peers  out  of  business  are  gunning 
him  now.  Rumors  of  an  imminent 
are  rife.  Chase  is  said  to  have  stuc 
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|  T'S  BEEN  47  YEARS,  BUT  ANGELO 
I  Mozilo  remembers  the  fight  like  it 
I  happened  yesterday.  Flat  on  his 
I  back,  a  gash  across  his  face,  he  had 
I  become  a  punching  bag  for  a 
teenage  bully.  Again.  As  Mozilo  tells  it, 
he  got  to  his  feet  and  gave  the  Bronx 
slugger  a  bloody  nose.  And  then  comes 
a  last  detail,  the  most  important  of  all. 
"I  won.  He  turned  away  first." 
The  bad  boy  of  the  mortgage  indus- 
try is  playing  the  tough  guy  again.  Since 


Mozilo  started  Countrywide  Credit 
three  decades  ago,  the  61 -year-old  has 
gone  toe-to-toe  against  the  biggest  bul- 
lies in  the  business,  and  gloated  over  his 
many  victories.  The  country's  third- 
largest  source  of  mortgage  loans,  Coun- 
trywide lent  $75  billion  to  homebuyers 
last  year,  beating  out  Bank  of  America,  a 
company  with  40  times  its  assets. 

Mozilo's  secret  is  to  run  a  leaner 
shop  than  the  others  and  work  the 
housing  cycles  better,  gambling  when 


There  are  places  in  this  world  where  you  are  not  a  CEO,  am  I  willing  to  go  there?  If  the  answer  is  yes  and  youd  like 
!FO,  a  president,  a  senior  VP,  a  VP,  a  mogul,  a  player  to  further  develop  your  newfound  respect  for  the  bigger 
;ven  a  hotshot  Places  where  all  you  are  is  a  {^TurB^h  P'cture'  tnen  we  suggest  you  visit  a  Land  Rover  Centre 
ion  being.  The  question  you  must  ask  yourself  is,  !'  what  a  Range  Rover  is  really  made  of. 

COURAGE 


UUUN I K I WlUt 


the  books.  The  board  of  Washington 
Mutual  has  discussed  an  offer.  Lloyds 
Bank  and  other  European  outfits  have 
expressed  interest.  Wells  Fargo  has 
made  an  offer. 

Mozilo  has  long  insisted  his  company 
is  not  for  sale.  But  that  was  before  the 


ing  in  the  shadow  of  giants.  In  the 
1950s  he  worked  weekends  in  his  fa- 
.  ther's  butcher  shop  in  the  Bronx.  New 
supermarkets  were  beginning  to  lure 
customers  away.  Mozilo  pushed  for  a 
prepackaged-meat  section  for  shoppers 
in  a  hurry,  but  his  father  didn't  want  to 


broker  contacts  with  him.  Mozilo 
Loeb  were  frustrated  by  this  setup 
they  were  to  expand  nationally,  t 
needed  to  pump  money  into  exp 
sion,  not  commissions. 

Then  they  changed  the  industry! 
ever.  Mozilo  figured  a  quarter  of  hoij 


"The  big  banks  impose  their  mentality  on  a  business  that's 
totally  different.  Ego?  Stupidity?  I  don't  know  what  it  is." 


drop  in  Countrywide  shares,  down  32% 
in  two  years.  It  was  before  risky  moves  to 
morph  into  a  financial  supermarket.  It 
was  before  his  falling  out  with  the  part- 
ner who  helped  him  build  Countrywide 
from  scratch:  David  Loeb  left  earlier  this 
year  and  sold  much  of  his  stock.  The  two 
aren't  speaking.  So  now,  amid  talk  that 
Mozilo  may  let  his  baby  fall  into  the 
clutches  of  the  banks  he  has  ridiculed  for 
years,  he's  sounding  different. 

"It's  winner- take -all  today,"  he  says. 
"We're  going  to  be  a  major  player — one 
way  or  another." 

Mozilo  got  an  early  lesson  in  thriv- 


borrow  for  an  expansion.  Business 
withered,  and  his  father  died  of  a  heart 
attack  a  few  years  later. 

Mozilo  vowed  never  to  shrink  from 
risk.  He  went  to  business  school  at 
New  York  University  while  working 
full  time  at  a  mortgage  lender,  where 
he  met  Loeb.  In  1968  they  struck  out 
on  their  own. 

At  the  time  the  industry  was  domi- 
nated by  a  cozy  alliance  between  loan 
officers  and  the  real  estate  brokers  who 
sent  them  clients.  If  a  rival  bank  offered 
a  richer  commission,  say  1%  of  a  loan, 
the  loan  officer  would  bolt  and  take  his 


buyers  choose  their  lenders  purely 
price.  So  he  gambled.  In  1974  he  fii 
his  loan  officers,  giving  the  savings 
commissions  back  to  customers, 
then  took  the  unusual  step  of  trump 
ing  lower  prices  in  ads  aimed  at  real 
tate  brokers  and  homebuyers.  Prices 
the  chief  battleground  today. 

Mozilo  stuck  his  neck  out  again 
the  early  1980s.  While  most  lendl 
hesitated  to  expand  as  interest  rates  fj 
he  doubled  the  number  of  Count! 
wide  branches  in  three  years.  He  wis 
pulled  back  when  savings  and  loa 
lent  money  at  unprofitable  rates  later 


First  In,  Last  Out  

Countrywide  was  the  only  big  independent  lender  competing  against  banks  at  the  beginning  of  the  1990s.  Then  interest  rates  fe 
and  copycat  firms  sprang  up.  Mozilo  decided  to  bet  big.  He  sold  shares  three  times  in  14  months  to  fund  new  branches.  The  othe 
independents  have  since  folded.  Mozilo  is  now  triumphant  but  alone.  The  banks  have  him  in  their  crosshairs  once  again. 
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www.cathaypacific.com 


wwwxathaypacific.com 


.  hat's  the  address  of  our  newly-updated  website.  Incredibly  easy  to  navigate, 
i  can  access  destination  information  and  schedules  and  real-time  departures 
d  arrivals.  You  can  check  out  in-flight  entertainment  programmes  and 
mbers  of  The  Marco  Polo  Club  can  check  their  mileage  balance.  So  you 
1  virtually  plan  your  trip  online.  Which  means  you'll  be  off  to  a  flying  start. 

Fly  Cathay  Pacific.  The  Heart  of  Asia. 

l9i  Cathay  Pacific 


u  mi  n  i  n  r  w  i 


the  decade,  but  he  took  a  chance  again 
in  1991,  when  rates  started  falling.  He 
raised  $350  million  from  three  stock  of- 
ferings in  14  months.  Two  years  later  a 
price  war  broke  out.  Mozilo  chewed  out 
rivals  for  starting  it,  though  some  be- 
lieved he  fired  the  first  shot. 

"We're  going  to  put  a  fork  in 
them,"  he  said  of  the  big  banks  at  an 
industry  conference  in  1995.  Not 
quite,  but  he  did  nearly  triple  his  loan 
portfolio  in  the  next  four  years. 

To  drive  his  workers,  Mozilo  mixed 
equal  parts  pride  and  fear.  Some  recall 
him  checking  slips  from  the  company 
garage  to  see  who  was  cutting  out  early. 
Employees  took  the  stairs  rather  than 
waste  time  waiting  for  an  elevator.  To 
rally  the  troops,  he  never  failed  to  re- 
mind them  that  they  were  the  industry's 
best.  They  bought  it:  The  top  seven  ex- 


the  checks.  Countrywide  serviced  $250 
billion  in  loans  last  year,  up  from  $16 
.  billion  ten  years  ago. 

But  the  growth  masks  a  big  prob- 
lem. Credit-rating  agencies  allow 
Countrywide  to  borrow  only  $3  for 
every  dollar  of  servicing  rights.  Banks, 
with  more  assets  to  cushion  them  in 
bad  times,  can  borrow  up  to  $8  for 
every  buck — which  they  do,  plowing 
the  proceeds  back  into  their  business. 

The  banks  use  that  leverage  to  buy 
up  servicing  rights  on  loans  extended 
by  other  institutions.  Grow  this  enough 
and  you  can  subsidize  low,  even  un- 
profitable, rates  in  your  lending  busi- 
ness— and  further  undercut  Country- 
wide. "We  would  own  40%  of  the 
market  today  if  we  had  their  leverage," 
fumes  Mozilo,  with  6%  now.  "But  I've 
got  a  governor  on  my  engine." 


The  price  competition  unleasheq 
Countrywide  years  ago  has  gotterj 
fierce  lately  that  even  big  banks  fini 
tough  to  make  money.  First  Union  i 
other  onetime  mortgage  players  h 
bailed  out  of  the  business.  Count 
wide's  net  margin  has  fallen  to  2 
from  28%  in  five  years. 

So  why  not  sell  out? 

After  three  decades  Mozilo  can 
forgiven  if  he  is  hesitant,  especially  if  s 
ing  means  handing  his  company  ovei 
unworthy  competitors.  "Will  the  ba, 
mess  it  up?  Historically  they  have,'" 
says.  "They  impose  their  mentality  a 
business  that's  totally  different.  Ego?  S 
pidity?  I  don't  know  what  it  is." 

The  betting  in  some  quarters  is  t 
Mozilo  will  choose  instead  to  sell  t 
foreign  bank.  An  overseas  bidder  wo 
be  more  likely  to  leave  Countryw 


Mozilo  fired  everyone.  Then  he  trumpeted  his  lower  prices 
in  newspaper  ads.  The  industry  was  changed  forever.  


ecutives  under  Mozilo  have  been  at  the 
company  16  years,  on  average. 

"He's  the  Rommel  of  the  mortgage 
business,"  says  Jonathan  Gray,  a  San- 
ford  Bernstein  analyst.  "He  wouldn't  be 
scared  of  the  devil  himself." 

Today  Mozilo's  shop  is  simply  more 
efficient  than  the  rest.  Countrywide 
spends  95  cents  for  every  $100  in  lend- 
ing, compared  with  $1.50  at  many  big 
banks.  Its  earnings  per  share  have  risen 
almost  30%  a  year  for  the  past  decade. 
Nearly  all  of  that  growth  has  come  not 
through  M&A  but  internally.  The  com- 
pany has  even  built  a  consulting  busi- 
ness, advising  lenders  overseas  on  how 
to  do  business  the  Mozilo  way. 

To  understand  Countrywide  today, 
forget  about  the  lending.  Focus  on  the 
bill  collecting.  In  industry  jargon  it's 
called  servicing  rights,  the  tedious  but 
lucrative  work  of  billing  borrowers  and 
collecting  their  monthly  payments. 

After  lending  money  to  homebuy- 
ers,  Countrywide  typically  packages  the 
loans  into  securities  and  sells  them  in  a 
secondary  market.  But  it  keeps  a  bit  of 
those  monthly  interest  payments,  40 
basis  points  or  so,  as  a  fee  for  collecting 


[Countrywide  Funding  Corporation 
proudly  announces 
TWO  ORANGE  COUNTY  LOCATIONS 
to  provide 

MORTGAGE  MONEY 


The  price  is 
right:  Ads  fr 
the  early  days. 


while  eiplo^incj  the  Oregon  Territory 


O  I960  COUNTRYWIDE  FL'NDWC  CORPORATION 


alone  and  let  Mozilo  stay  in  char 
Others  say  he  may  strike  a  stock  d 
with  Wells  Fargo  or  another  U.S.  ba. 
He  might  have  to  sacrifice  his  job  a 
shed  the  Countrywide  name,  but 
prospect  of  a  big  return  on  his  $1 
million  worth  of  Countrywide  stc 
may  be  tough  to  resist. 

Mozilo  isn't  talking,  but  recent  s 
nals  indicate  the  dealmaking  has  stall) 
Lately  he  talks  mostly  about  his  plans 
turn  Countrywide  into  a  financial : 
permarket.  Last  month  he  started  s» 
ing  mutual  funds  and  anr 
ities  from  his  540  branch 
He  even  has  invaded  enei 
territory  by  buying  a  bank 
Washington,  D.C. 

Or  maybe  this  is  ji 
Mozilo  playing  tough  agai 
slipping  into  a  familiar  a 
to  get  more  money  from 
suitors.  If  you  listen  to  h: 
long  enough,  you  can  alrm 
hear  a  certain  surrender 
his  voice. 

"Now  I  know,"  he  told 
employee  recently,  "how  t 
last  dinosaur  felt." 


ttonal  financing 
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I  found  this  product  code  on  a  sleeve  of  some  new  type 
of  golf  balls  a  friend  gave  me.   I  scanned  it  with  my  pen. 

Went  directly  to  the  Web  site.   Some  aerospace  engineer 
invented  them.  He's  got  a  new  one  that  goes  even  further. 
He  needs  capital.   I  got  a  tee  time  and  called  him. 


The  Pen  That  Reads  Product  Codes 


The  new  Cross  :Converge_nce  reads  product  codes  and  cues  like  the  one. below.  Simply  press  the  button  and 
sweep  it  over  a  product  code  anywhere  you  find  one.  Back  at  your  computer,  download  the  data  and  easily 
navigate  the  related  Web  sites.  Get  a  Cross  Convergence  today,  only  at  www.cross.com  or  cajj  1-800-510-9660. 


C  R  O  S 


Pinehurst  is  a  federally  registered  trademark  of  Pmehurst.  Inc. 


JnslghlsBy  Peter 


More  Kilowatts,  Please 


THINK  OF  YOUR  BRAIN  AS  A  1,400-WATT  BULB  THAT 
never  sleeps.  Averaged  out  per  capita  and  around 
the  clock,  that's  how  much  it  takes  to  power  our 
homes  and  businesses.  Peak  loads  are  higher,  but 
most  dumb  electrical  devices  are  switched  off 
much  of  the  time. 

Increasingly,  however,  the  new  brains  of  our  economy — 
integrated  circuits — are  kept  running  full  time.  And  it  doesn't 
take  a  whole  lot  of  new,  always-on  load  to  move  that  1,400- 
watt  average. 

Consider  the  instant-on  circuit  in  your  television,  which 
is  smart  enough  to  serve  up  four  extra  seconds  of  Leno  or 
Letterman  every  evening.  That  takes  about  8  watts — a 
pretty  big  piece  of  the  35-watt  round-the-clock  average  for 
your  whole  TV  and  VCR.  All  together,  conventional  home 
appliances  cost  you  about  50  watts  in  standby  power. 

Always-on  integrated  circuits  cost — and  do — a  whole  lot 
more.  TiVo  will  sell  you  a  digital  appliance  that  learns  your 
habits,  checks  program  listings  on  the  Web,  trolls  the  air- 
waves day  and  night  for  programming  you  like  and  down- 
loads it  to  a  hard  drive  for  instant  replay  on  demand.  That 
will  cost  you  an  extra  30  watts.  Make  that  at  least  50  watts 
when  over-the-air  and  cable  broadcasting  gives  way  to 
streaming  video  on  the  Web) — delivered  via  a  huge  new  in- 
frastructure of  power-hungry  servers  and  data  caches. 

The  humble  phone  line  you  just  added  for  surfing  the 
Web  adds  3  watts  to  the  load  in  your  local  phone  company's 
switching  office.  And  about  the  same  again  in  the  data  and 

long-distance  networks. 
Upgrade  that  phone 
line  to  a  broadband 
connection  and  you'll 
add  15  watts.  And  each 
new  piece  of  communi- 
cations gear  at  your  end 
spawns  another  some- 
where else. 

The  communica- 
tions gear,  however, 
is  doing  the  easy  stuff — 
directing  traffic,  mainly, 
and  propelling  bits 
down  low- friction  pipes. 
The  real  power  de- 
mands come  where  bits 


The  Hungry  Circuit 


Smart  integrated  circuits  sharply 
outsell  dumb  bulbs.  Used  in 
connected  devices,  circuits  eat 
up  power  outside  the  home,  too. 

18  Shipments  (bil) 
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Sources:  Digital  Power  Group;  U.S.  Census 
Bureau,  U.S.  Department  of  Commerce. 


meet  screens  and  hard  drh 
Your  PalmPilot,  for  ex 
pie,  has  a  little  screen.  It's  p 
ered  by  the  recharging 
die — which  runs  somew] 
between  2  watts  (when  em 
and  12  watts  when  your  F 
is  in  it.  Which  is  probably  c 
a  bit  of  the  time,  since  tr 
also  where  you  sync  the  F 
with  your  PC. 

The  PC  has  a  bigger  scr 
I  along  with  a  hard  drive,  motherboard  and  periphera 
;  which  together  average  several  hundred  watts  when  r 
=  ning.  Nobody  has  good  data  on  just  how  much  of  the  I 
that  is  in  the  average  household.  But  our  dependence 
these  machines  for  mailing,  browsing,  banking  and  shopj 
grows  daily,  as  does  the  number  of  tasks  we  count  on 
i  machines  to  handle  in  the  background.  And  if  you  wanl 
*  stant-on  in  your  PC,  you  leave  it  running.  With  a  bac 
power  supply  behind  it.  Which  can  draw  a  continuous 
watts  just  to  live  up  to  its  "uninterruptible"  name. 

And  increasingly  your  Palm  will  be  linking  to  ser 
owned  by  Yahoo,  AOL,  Amazon  or  Ebay.  Such  companies 
ploy  tens  of  thousands  of  larger  servers,  running  round 
clock  in  huge  data  warehouses.  Some  50  million  new 
were  sold  into  the  U.S.  market  in  the  past  12  months.  Bu 
all  indirectly  own  steadily  growing  shares  of  larger  sen 
caches,  backup  systems  and  the  heavy-duty  cooling  syst« 
they  entail.  The  U.S.  now  has  an  installed  base  of  one 
one-half  computers  per  household — two-thirds  of  th 
outside  the  home. 

Television  is  an  unusual  technology  in  that  most  of 
electric  power  it  demands  is  consumed  inside  homes.  Bui 
the  economy  as  a  whole,  two-thirds  of  the  power  is  c 
sumed  on  commercial  and  industrial  premises,  only  o 
third  in  the  home.  Computing — television's  inevitable  t 
cessor — is  now  becoming  commercialized  ; 
industrialized,  with  most  of  the  muscle  located  somewl 
out  there  behind  the  wall. 

As  I  wrote  here  last  month,  each  new  generation  of 
croprocessors  consumes  more  power,  because  chip  speeds  i 
and  speed  gobbles  up  power.  Running  time  is  the  other  po 
glutton.  The  new  industrial  infrastructure  is  all-electric,  anc 
ways  on.  Power  companies  and  their  suppliers  are  smiling 


Peter  Huber,  a  Manhattan  Institute  senior  fellow,  is  the  author  of  Hard  Green:  Saving  the  Environment 
from  the  Environmentalists  and  the  Digital  Power  Report.  Find  past  columns  afwwv.forbes.com/huber 

or  use  your  -.CueCat  device  on  the  cue  code  (right)  to  take  you  there  instantly. 
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J  Celanese 


greater 


Our  benchmark:  extended  market  leadership  in  our  core  businesses. 
We  already  receive  two  thirds  of  our  revenues  from  products  that  are  leaders  in  their  worldwide  markets. 
Going  forward,  we  will  make  strategic  investments  in  markets  with  strong  growth  prospects  and 
high  potential  for  increased  value,  as  well  as  lower  cyclically. 

Our  goal:  a  continuous  increase  of  shareholder  value. 

Celanese  AG.  A  global  leader  in  the  chemical  industry,  www.celanese.com 


£>  2000  Research  In  Motion  Limited  All  rights  reserved 
BlackBerry  is  an  end-to-end  wireless  email  solution  developed 
by  Research  In  Motion  (RIM).  BlackBerry,  the  BlackBerry  logo, 
the  "envelope  in  motion"  symbol,  RIM,  the  RIM  Wireless  Handheld 
family  of  marks  and  the  RIM  logo  are  trademarks  of  RIM. 


Afferent. 


ire's  plenty  of  buzz  out  there.  Everyone's  rushing  to  promise  wireless  connectivity  via 
irything  from  your  phone  to  your  organizer  to  your  toaster!  But  let's  face  it.  Those  products 
re  never  built  to  handle  the  requirements  of  your  corporate  email  system.  BlackBerry™ 
Jifferent.  It's  a  wireless  email  solution  that  was  specifically  engineered  to  work  with  your 
>iness  email.  BlackBerry  is  designed  to  let  you  easily  manage  your  existing  email  account 
the  go.  It  gives  you  the  industry's  most  advanced  wireless  handhelds  and  the  only 
npletely  integrated,  end-to-end  solution.  No  wonder  BlackBerry  is  quickly  becoming  the 
porate  standard  for  wireless  email.  For  business,  it's  simply  better. 


D  I  o  a  1/  D  a  rt-ii 


WWW.BLACKBERRY.NET 
|(\J  pQ@BLACKBERRY.NET 


BLACKBERRY 

WIRELESS    EMAIL  SOLUTION 


s  chosen  to  do  one  very  difficult  thing  -  business  email  -  extremely  well." 


The  Web  notwithstanding, 
ours  is  still  a  world  of  atoms, 
not  bits.  Need  proof?  Check 
out  some  of  America's  most 
impressive  heavy  machinery. 


Meta 


BY  BRETT  NELSON 

IGHTEEN  YEARS  AGO  FORBES  WROTE  THAT 
"capital-intensive  heavy  industries  are  still 
needed  but  are  no  longer  center  stage."  That 
proved  out.  While  total  U.S.  manufacturing  out- 
put since  1982  has  grown  at  a  faster  annual  rate 
than  GDP — 3.5%  versus  3.2% — wealth  creation 
in  the  U.S.  has  moved  away  from  things  mea- 
sured in  tons  and  toward  weightless  things  like  photons.  A  lot 
of  big  iron — in  drop-forging  presses  and  paper 
and  steel-rolling  mills — has  moved  to  Europe, 
Asia  and  Mexico,  where  a  strong  dollar  buys 
more  production  and  labor  is  cheaper. 

Look  hard,  though,  and  you'll  find  a  host  of 
private  companies  (and  a  handful  of  publicly 
traded  powerhouses)  that  are  still  shoveling  big 
masses  of  atoms  around  on  U.S.  shores.  These 
outfits  make  towering  boom  cranes,  deep-sea 
oil  exploration  equipment,  plastics  machinery 
and  exotic  machine  tools — equipment  that 
drills,  mills  and  stamps  the  components  of 
cars,  planes  and  other  machine  tools.  Heavy 
machinery  still  accounts  for  roughly  7%,  or  $140  billion,  of 
the  total  U.S.  manufacturing  pie. 

Survival  of  these  businesses  depends  on  having  a  techno- 
logical edge  that  differentiates  one  machine  from  another. 
Often,  size  matters.  A  more  powerful  stamping  press  can 
whack  more  dies  at  the  same  time,  reducing  production 
costs,  for  example.  "When  you  need  to  make  something  big 
and  precise,  it's  an  American  core  competence,"  says  veteran 


machinery  analyst  Eli  Lustgarten  of  Boston-based  V 
Wainwright  &  Co. 

Should  we  care  if  big  metal  goes  the  way  of  the 
nosaur — or  the  DRAM?  Old-time  manufacturing  types  ai 
that  having  a  strong  industrial  base  is  vital  to  preserving 
tional  security.  (How  else  would  we  make  weapons?)  M 
to  the  point,  making  machinery  is  critical  to  maintaining 
standard  of  living.  Technological  advances  in  manufactui 
(and  software)  were  a  key  factor  in  the  2.7%  annual  gro 
in  total  productivity  (number  of  goods 
man-hour)  during  the  second  half  of 
1990s,  versus  1.5%  for  the  first  half,  accorc 
to  Manufacturers  Alliance.  The  higher  the  f 
ductivity,  the  more  goods  and  services  c 
sumers  can  afford  on  the  same  income. 

Manufacturing  also  gives  more  peop 
shot  at  that  standard.  Every  $1  of  a  manu 
tured  product  sold  generates  an  additic 
$1.19  of  economic  output  across  all  sectors, 
cording  to  a  study  by  the  National  Associal 
of  Manufacturers.  (By  contrast,  the  service 
tor,  which  makes  up  the  majority  of  the  1 
economy,  generates  only  77  cents  of  extra  activity.)  Wh 
more,  manufacturing  jobs  pay  a  third  better  on  average  t 
service  jobs. 

Which  recalls  perhaps  the  most  pressing  reason  to  k 
an  eye  on  big  metal:  the  roughly  1.4  million  people  t 
heavy  machinery  firms  employ.  The  following  pages  hi 
light  some  of  their  astounding  handiwork  and  ingenuity. 

Pull  flap  for  the  gatefol 
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<©  b2b  solutions 


2:09  PM  >  Customer  places  online 
order  from  personalized  shopping  list. 


2:45  PM  >  Staples'  preapproval  process  allows 
customer's  order  to  be  processed  in  minutes. 


Staples®  uses  IBM 
software  and  servers  to 
process  online  ordering  and 
payment  from  their  large 
corporate  customer  site. 

Today,  their  B2B  customers 
enjoy  a  more  efficient 
purchasing  channel. 


Staples  is  an  I  =  =v=  e-business 


IC  DEEP-SEA  MANIFOLD 

slurp  hot  oil  (180  degrees)  from  a  mile-deep  well  through  a  complex  system  of 
d  on  the  floor  of  the  South  Atlantic?  Rather  than  run  multiple  flow  lines  to  the  sur- 
perhaps  10  miles  long,  costing  $1  million  per  mile  to  install— Chicago-based  FMC 
its  ilk)  uses  a  200-ton  manifold  (shown  here),  which  collects  the  oil  from  sepa- 
es  into  one  flow  line.  (At  that  depth  the  whole  system  has  to  be  set  up  by  remote- 
nachines.)  Ocean-surface  rigs  can  get  70%  of  recoverable  reserves  out  of  the 
tly  subsea  rigs  manage  30%  or  40%.  That  means  plenty  of  work  for  FMC  (sales, 
"There's  a  lot  of  oil  in  the  world,"  says  Christopher  Cunningham,  manager  of 
lore  division.  "We  just  have  to  be  more  sophisticated  about  getting  it." 

NSTER  E2-IOOO  PRESS 

}  feet  of  reinforced  concrete  beneath  it,  this  press,  made  by  the  Minster  Machine 
more  than  650,000  pounds  and  delivers  three  times  that  much  force  with  each 
ip  (up  to  30  per  minute)— mostly  cutting  out  the  undercarriages  of  automobiles, 
ms  have  been  known  to  shake  crystal  off  a  shelf  2  miles  away.  Founded  in  1896 
iwned  Minster,  Ohio-based  firm  (sales,  $140  million)  supplies  large  presses  to 
tors  for  the  auto,  appliance  and  computer  industries.  Need  more  oomph  for  a 
le  of  steel?  No  problem:  Minster  makes  a  1,600-ton  version. 

NiTOWOC  2IOOO  CRANE 

&  Crane  Rental,  owner  of  two  of  these  massive  boom  cranes,  prefers  its  "superlift- 
s"  to  have  at  least  20  years  of  big-crane  experience  before  manning  those  14-foof- 
fs.  That's  because  only  seasoned  veterans  can  be  trusted  to  hoist  serious  loads— 
300,000-pound  sections  of  worn-out  steel  duct  at  a  Nebraska  power  plant.  It  took 
nitrailers  to  haul  the  crane  in  pieces  to  the  site  and  nearly  2  million  pounds  of  coun- 
keep  it  from  tipping.  Public  since  1971,  Manitowoc  (estmated  sales,  $850  million) 
refrigeration  and  marine  equipment.  But  it's  the  crane  division  that  gives  the 
Wis.  company  a  real  lift:  For  the  six  months  ended  June  30,  earnings  from  crane 
jrew  22%  to  $37.5  million,  more  than  half  of  the  company's  total  operating  profit. 


►  Stamp  Champ 
1,000  tons  force  p> 

30  feet  tan 

$2  million  price  tag 


@  b2b  solutions 


Appliance  dealer  enters 
Whirlpool"  partner  portal. 


MILACRON  T3000  BLOW  MOLDER 

cinnati-based  Milacron  (sales,  $1.6  billion)  is  the  world's  second-largest  maker  of  plastics  machinery,  behind  Munich-based  Atecs.  This 
billion  market  is  composed  mainly  of  injection  molders,  blow  molders  and  extruders.  Industrial  blow  molders  blast  air  into  a  die  cavity  lined 
1  plastic  to  form  hollow  shapes  for  car  bumpers  and  swimming  pool  slides,  as  well  as  milk,  oil  and  shampoo  containers.  This  machine  cranks 
structural  bumper  bars  (80  per  hour)  for  Chevy  Malibus.  At  141,000  pounds,  it's  downright  meek  compared  with  a  large  injection  molding 
;hine— say,  440,000  pounds  with  3,500  tons  of  clamping  pressure— used  to  make  office  furniture  and  Stanley  screwdrivers.  This  year  large 
Jels  will  account  for  about  a  quarter  of  Milacron's  estimated  $350  million  in  injection-machinery  sales,  the  firm's  fastest-growing  unit. 
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►  INGERSOLL  MILLING  MACH 

Family-owned,  Rockford,  III. -based  Ingersoll  Milling  Machine  Co.  (sales,  $500 
spent  a  century  building  big  machine  tools.  (The  largest  has  a  33-foot  diameter  rota 
can  machine  parts  that  weigh  up  to  I.I  million  pounds.)  This  dual-tabled  mill,  at 
Lafayette,  Ind.  facility,  works  on  4-foot-tall  engine  blocks  for  backup  generators  ui 
ries  and  mines.  Despite  its  330  tons,  the  machine  can  cut  features  to  within  \ei 
thousandth  of  an  inch  of  their  specified  size— about  one-fourth  the  width  of  a  hun 


TPHOENIX  VERTICAL  MILL 

A  little  company  with  a  big  imagination,  privately  held  Phoenix  (sales,  $7.5  r 
some  of  the  largest  vertical  lathes  (shown  here)  in  the  world.  Customers  use  t 
chine  components  for  Boeing  rocket  launchers.  We're  talking  big  parts:  up  to  10 
19  feet  in  diameter.  The  Seekonk,  Mass.-based  firm  refurbishes  old  machines,  too 
tracts  with  GE  to  rebuild  six  machines  that  mill  parts  for  aircraft  engines.  Co-ovi 
Fuller  has  to  get  a  lot  out  of  his  27  mechanics  and  electricians  to  survive.  "Manu 
a  ball-busting  business,"  he  says.  "You  take  a  risk  every  time  you  build  a  new  ma 


1 


-  W  c  > 

o  5'  o  w 

_  0)  n  i 

C  3  (t)  0) 

ID   O  V  T3 

c  5  S2.  o 
«  in  -1 

»  » 

W  fD  o  — 

~  m  3:  o 

O  dj  (t>  3 

g-  3  S  =■ 

d  3. 

■o  n>  a>  ^ 

m  o  Q_  Q) 


O 

3 

0J   Q.  Q.  Q) 

S  s  P 


8  5 

Q.  (Q 


3  o 
Q.  5  S 


C/5  <t>  <D 
<T5   ^  ~ 

3. 


C  o 


-3  —  (3 
<   5   in  ® 


a  3 


3  f 


3  a) 

•<  CD 


0)  cr 


<    0)  „ 


Oj  CD 

S- 

CD 

3 


(0  3 


0)  QJ 


O  en 

3  »  5  ¥ 

"  n  § 
<"  O  °  - 

3  10  cr  o 
»°Eti 
J»  !■» 

o  zr  — ■  n> 
5  ^  ^  ~" 

Si    ~»  01 


(D 


o' 


INS 

S  J  Q  o 
O  Q-^  X 

0  @  _  O 
■5  o  S  m 
>  -I  => 
=  S  Q  tt 

—  O  <D 

<o  ?;  o-  x 

3  (I)  01  51 

01  —  ~  C 

-  m  "n  a. 

5q3» 

£  <»  5i 

CD   3   3  QJ 

~!  p  o  n 


<P  3-, 


as? 
1°  3 


CD 


c  CO 


2.  <n 

0  o  » 
6  3  Q- 

is* 

no  3  § 

II™ 

5"  cd  2. 

<D   CO  ? 

ui  ui 

01  CD  (Q 
g  "D  CD 

O  cr  o 
O  0)  c/> 

^  CD  ^ 

5  Q.  *< 
£D  <t> 

=■  O  q, 

O  _ 

f  S  "8 

(D   —  2. 

c5? 

3  CD  o 
CD-g  ? 

W  : 


S.  CD 


3  a 


C/i  „ 

§  S  | 
o.  a  3 

O    j]  (D 

III 

0  01  3 

1  q  o 

i»  O 
01   Q.  X. 

|_  —  CD 

Lis? 

Ol  CD 

oj  a 
s  °  5 

CD   C  3 

eg  to  v< 

01  O  — 
CD   3  3 

3  2  3 

Q.  01  CD 


Business-to-business  e-commerce  isn't  just  about  putting 
your  catalog  and  prices  online.  It's  become  a  worldwide 
electronic  watering  hole  for  today's  business  transactions. 


YOU'VE  SEEN  THE  NUMBERS: 

15215  ('-commerce  is  5  times  greater  than  consumer 
Web  purchases,  and  according  to  Gartner,  the 
forecasts  for  B2B  activity  in  2004  are  as  high  as  $7 
trillion  (it  could  go  higher).  Yet  B2B  e-commerce  isn't 
just  about  customer  payments,  partner  payments  or 
online  inventory  queries.  As  companies  transform 
themselves  into  e-businesses,  they're  beginning  to 
manage  procurement,  supply  chains  and  partner 
networks  online. 

The  results  are  staggering:  costs  are  slashed; 
geographic  boundaries  are  transcended;  efficiencies 
are  dramatically  improved;  and  value  is  added  at 
every  step. 

SONTACT YOUR  DATABASE." 
It's  clear  that  there  are  enormous  advantages  in 
using  the  Internet  to  deepen  and  secure  relationships 
with  any  and  all  of  your  customers  and  suppliers. 
Advantages  like  being  more  accessible,  providing 
better  service  and  locking  in  key  relationships.  To  do 
this,  you'll  need  to  design  a  system  that  is  open,  so  you 
can  easily  integrate  with  any  of  your  partners' 
applications  regardless  of  their  platform.  As  a  result, 
those  businesses  that  are  the  most  flexible  and  have 
the  quickest  response  time  will  succeed. 

JOE  BUSINESS,  MEET  MR.  E-MARKETPLACE. 

The  greatest  value  opportunity  is  e-marketplaces. 
They  are  the  ultimate  realization  of  e-business.  Suppliers, 
buyers  and  marketmakers  are  coalescing  around  these 


worldwide  trading  huh*  where  hundred-,  even 
thousands,  ol  industry  players  are  gathe  ring  to  do 
business.  Suppliers  are  finding  customer-.  Buyers  an- 
nualizing enormous  savings  online-. 

Also  consider:  18  months  from  now,  there  are 
expected  to  be  2  billion  wireless  devic  e--  connected  to 
the  Internet.  Increasingly,  both  your  customers  and 
employees  will  require  access  to  the  information  they 
need,  anytime,  anyplace. 

MAKING  IT  HAPPEN. 

IBM  has  learned  hv  doing,  and  this  has  helped  us 
deploy  open  Internet  trading  platforms  that  span  all  .'5.~> 
ol  the  world  s  major  computing  environments.  Manv 
are  built  on  powerful  IBM  WebSphere" software,  for 
massive  scalability,  speed  and  reliability. 

With  application  software  leaders  like  i2  and  Ariba. 
IBM  has  over  6.000  dedicated  B2B  e-commerce  and 
e-marketplace  salespeople.  Also.  IBM  embraces  Linux 
and  delivers  a  comprehensive  tool  set  lor  development 
of  e-business  applications  across  all  servers. 

And  the  130,000  people  of  IBM  Clobal  Services  can 
provide  the  strategic  insight  to  help  you  navigate  the 
complexities  of  B2B  e-commerce  as  well  as  provide  the 
infrastructure  to  host  your  site. 

It  vou  need  some  help  getting  started,  call  a  trained 
e-business  specialist  at  800.ibm.7080  (ext.  b2b) 
or  visit  ibm.com/b2b,  where  you  will  find 
tailored  e-business  solutions  and  case  histories 
about  the  companies  that  have  spearheaded  the 
152 B  e-commerce  revolution. 


HERE  ARE  SOME  SAMPLE  SOLUTIONS  FROM  IBM. 

YOU  ARE 

WHAT  WE  HAVE  FOR  YOU 

Developing  your 

Web  Selling  Solution  Planning  Services  >  A  comprehensive  planning  session  led  by  IBM  B2B  e-commerce 
consultants,  designed  to  identify  a  strategic  action  plan  for  a  focused  e-commerce  initiative  based  on  your  needs. 

®     e-commerce  Executive  Assessment  >  A  business  case  assessment  for  small  and  midsized  companies, 
conducted  by  accredited  IBM  Business  Partners.  Includes  a  strategic  proposal,  competitive  Web  site  analysis  and 
prototype  e-commerce  site. 

e-commerce  strategy 

Establishing  a  basic  Web 
presence,  so  that  you  can  start 

IBM  Small  Business  WebConnections  Platinum  Package  >  Start  selling  and  taking  orders  over  the  Web 
A  subscription  service  including  shared  Web  and  e-mail  access  for  up  to  100  employees  Starting  at  $249  a  month.- 

e    

transacting  with  customers 
and  partners  online 

IBM  Start  Now  for  e-commerce  >  IBM's  Start  Now  solutions  combine  the  software,  hardware  and  services  to  help  you 
quickly  implement  e-business  solutions  that  will  improve  customer  service,  e-commerce  and  collaboration  With  financing, 
from  $1,250  per  month.' 

Establishing  a  Web-based  network 
with  your  partners  and  suppliers  to 
streamline  buying  and  selling 

e 

IBM  Web  Selling  and  Procurement  Service  Offerings  >  Allow  you  to  navigate  the  complexities  of 
linking  customers,  vendors  and  suppliers  to  your  business  in  order  to  manage  inventory  and  payments  online. 

Trying  to  extend  your  reach  to 
customers  and  suppliers  through 
wireless  applications  and  services 

0 

IBM  Wireless  Solutions  >  Services  and  WebSphere  Everyplace  Suite  software  that  enable  you  to  extend  your 
e-business  applications  to  wireless  devices,  with  the  end-to-end  security  and  scalability  that  are  necessary  in  the 
rapidly  expanding  wireless  world. 

Creating  an  e-marketplace  or 
a  Web-based  trading  network  for 
all  interested  buyers  and  sellers 

0 

IBM  E-Marketplace  Solutions  >  Start  with  a  consulting  engagement  to  help  develop  your  strategy  and  then  add  a 
software  platform  that  allows  you  to  rapidly  create  and  deploy  an  e-marketplace.  Seamlessly  link  buyers  and  suppliers  over 

the  Internet. 

To  find  a  tailored  solution  that  fits  your  needs,  or  for  a  free  B2B  e-commerce  white  paper  developed  for  IBM  by  Forbes  Partnersh 
Programs,  visit  ibm.com/b2b,  or  to  talk  to  a  trained  e-business  specialist,  call  800.ibm.7080(ext  b2b] 
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CHOICE  ISN  T  ALWAYS  THIS  OBVIOUS. 


Ith  care,  for  example.  Say  you're  looking  for  a  way  to  offer  employees  and  retirees  quality  health  care  at  an  affordable  price.  One  person  cares  rr 

m 

st— another,  quality.  And  for  someone  else,  it  could  be  a  preferred  doctor.  Enter  Sageo,™  a  new  alternative  that  can  take  on  your  administral 
ide  your  employees  and  retirees  access  to  a  broad  array  of  health  plans,  guidance  on  how  to  use  their  health  benefits,  and  a 
f  interactive  health  and  medical  educational  resources  from  Mayo  Clinic.  If  your  company  is  looking  for  a  cost-effective  way  to     S  3  g  G 
tealth  care  to  employees  and  retirees,  isn't  it  obvious  what  to  do?  Contact  us  at  1-877-465-7000  or  visit  www.sageo.com. 


ird  Arnault  has  bunnm* 
largest  luxury-brand  company  in 
the  world  by  scooping  up  the  best 
brands  and  keeping  his  hands  off 
them.  Can  he  keep  it  up? 


BY  RICHARD  HELLER 

B  N  THE  $68  BILLION  (WORLDWIDE 
I  retail  sales)  kingdom  of  branded 
H  luxurv  goods,  Bernard  Arnault 
I  reigns  supreme.  Using  his  family's 
H  midsize  construction  firm  in  the 
backwaters  of  Lille,  France  as  his  origi- 
nal base,  Arnault  has  in  less  than  20 
years  built  what  is  now  called  LVMH 
Moet-Hennessey  Louis  Vuitton  S.A. 
into  the  world's  largest  holding  com- 
pany for  luxury  brands,  among  them 
Louis  Vuitton,  Dior  and  Dom 
Perignon. 

Last  year  the  company  grossed  $8.5 
billion — almost  three  times  more  than 
second -place  Richemont  and  nearly  six 
times  more  than  archrival  Gucci.  Ar- 
nault, 5 1 ,  is  now  one  of  Europe's  wealth- 
iest entrepreneurs,  worth  $12.6  billion. 


The  question  facing  him 
is:  Can  he  keep  it  up? 
Last  year  alone  LVMH 
paid  $1.5  billion  to  ac- 
quire 15  more  luxury 
names,  including  Thom- 
as Pink,  Chateau 
d'Yquem,  Chaumet  and 
the  Philips  auction 
house,  as  well  as  heavy 
participation  in  both 
Fendi  and  Pucci. 

These  deals  should 
add  about  6%  to  LVMH's 
revenue  base.  But  they 
also  reinforce  the  skep- 
tics who  doubt  Arnault 
can  continue  to  consoli- 
date luxury  brands  into 
an  ever-expanding 
LVMH  without  compro- 
mising the  very  design 
and  production  qualities 
that  convince  con- 
sumers to  hand  over 
$1,000  for  a  Vuitton 
handbag,  say,  or  $150  for 
a  bottle  of  Dom 
Perignon. 

Or  to  put  the  skep- 
tics' case  another  way: 
Can  mass  and  class  co- 
habit under  one  roof? 

His  competitors 
seem  to  think  so.  Gucci 
recently  added  such 
brands  to  its  portfolio  as  French  fashion 
house  Yves  St.  Laurent  and  Italian  shoe- 
maker Sergio  Rossi.  Prada,  too,  with  the 
purchases  of  German  fashion  house  Jil 
Sander,  half  of  Fendi  (with  LVMH)  and 
England's  Church  &  Co.,  has  diversified. 

But  no  company's  structure  is  quite 
like  LVMH's.  At  Gucci,  Domenico  De 
Sole  insists  on  exerting  strong,  central- 
ized control  over  the  brands  in  his  port- 
folio. Tom  Ford  is  Gucci's  design  czar, 
responsible  for  every  shoe,  party  dress 
and  necktie  Gucci  produces.  Finan- 
cially, De  Sole  imposes  tight  controls 
from  headquarters. 

LVMH  is  a  much  looser,  less  central- 
ized organization.  There  is  no  design 
czar — instead,  LVMH's  50  freestanding 
business  units  operate  autonomously. 


Once  the  budgets  have  been  set,  i 
nault  and  his  200-person  headquart 
staff  let  the  business  and  creative  ty 
run  their  operations  as  they  see 
There  are  head  office  accountants  a 
auditors,  but  even  they  are  under  sti 
order  from  Arnault  to  give  LVMH's  c 
ative  teams  plenty  of  leash. 

"The  theory  is  that  the  closer  y, 
can  get  the  entrepreneurs  and  the  c 
ators  to  the  action,  and  the  more  fr 
dom  they  have,  the  more  value  creati 
there  is,"  says  Myron  Ullman  III,  gro 
managing  director.  "We  push  as  mu 
as  we  can  down  to  the  company  leve 

Gucci's  De  Sole  rates  such  a  systerr 
being  "more  like  an  old-fashion 
French  bureaucracy  than  a  mode 
global  company."  But  the  loose  stn 
ture  is  how  Arnault,  in  partnership  w 
Prada,  won  Italian  fashion  house  Fen 
De  Sole,  who  sits  on  the  board 
Forbes.com,  our  online  affiliate,  puTj 
out  of  the  bidding  because  the  Fei 
family's  ownership  structure  precluc 
the  management  and  creative  cont 
De  Sole  craved.  Arnault  cared  less  abc 
tight  control,  and  so  won  the  chase 

The  danger  in  decentralized  corp 
rate  structures,  of  course,  is  that  th 
may  spin  out  of  control.  This  nea 
happened  in  1998,  when  some  35  to 
LVMH  units  reported  directly  to  Arna 
at  the  center.  To  impose  order,  last  ye 
Arnault  brought  in  Ullman  as  his  nui 
ber  two.  Ullman,  53,  had  been  the  fc 
mer  president  of  Macy's  and  was  t 
chairman  and  chief  executive  of  S 
Francisco-based  DFS  (Duty  Free  Ston 
when  LVMH  bought  control  of  t 
duty-free  retailer  in  1997. 

But  Arnault  is  still  the  central  a 
thority  at  LVMH.  When  doing  deals, 
prefers  to  pay  in  cash  rather  than  sto< 
Doing  so  avoids  diluting  his  holdir 
in  LVMH,  but  it  also  creates  hu 
amounts  of  goodwill,  much  of  whi 
gets  amortized  against  earnings  o\ 
many  years. 

Reflecting  its  frantic  pace  of 
quisitions,  LVMH's  balance  sheet  cu 
rently  carries  over  $3  billion  in  goo 
will.  Last  year's  charge  to  earnings 
depreciate  this  accumulated  goodw 
$102  million— nearly  15%  of  LVML 
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No  more  one-banded  driving. 
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reported  aftertax  profits.  These 
charges  will  weigh  on  LVMH's  earn- 
ings for  years  to  come. 

Another  problem  with  buying  for 
cash:  You  have  to  raise  the  money.  At 
the  end  of  1999,  LVMH's  net  debt  ex- 
ceeded'$7  billion.  Debt  is  a  high  1 10% 
of  equity.  Gucci,  by  contrast,  has  $2.7 
billion  in  cash  on  its  books. 

But  Arnault  is  no  capital-starved 
telecom  entrepreneur.  LVMH's  21% 
holding  in  Gucci  alone  is  worth  over  $2 
billion,  and  net  debt  dropped  12%  dur- 
ing the  first  half  of  2000.  Gian-Luca 
Manca,  a  luxury-goods  analyst  at  HSBC 
in  London,  figures  that 
LVMH's  debt/equity  per- 
centage will  drop  to  75% 
next  year. 

Some  of  the  savings  will 
go  into  Sephora,  the  rapidly 
growing  but  moneylosing 
chain  of  cosmetics  retail 
outlets.  LVMH  purchased 
the  57-store  Sephora  in 
1987;  it  now  has  400  stores 
in  12  countries,  65  in  the 
U.S.  Every  store  is  expected 
to  make  money  in  its  third 
year,  but  LVMH  has  been 
opening  Sephora  stores  so 
rapidly  that  the  chain  will 
continue  to  lose  money  for 
a  while.  DFS,  meanwhile, 
which  traditionally  cushioned  Sepho- 
ra's  losses,  has  yet  to  fully  recover  from 
the  Asian  crisis  and  the  loss  of  tourism 
to  the  region.  All  told,  LVMH's  retailing 
division,  which  accounts  for  one-third 
of  its  revenues,  lost  $20  million  in  the 
first  half  of  this  year. 

It's  not  the  only  struggling  division. 
Perfume  is  profitable,  but  operating 
margins  are  hovering  around  5%,  low 
for  the  industry;  watches — a  new  ven- 
ture for  LVMH  with  the  1999  purchases 
of  the  Tag  Heuer,  Chaumet  and  Zenith 
brands — are  performing  only  slightly 
better,  at  7%,  while  they  push  double 
digits  at  competitors  like  Gucci,  Tiffany 
and  Bulgari.  In  fact  LVMH's  profitability 
is  carried  by  its  wines  and  spirits  and 
fashion  and  leather  divisions.  With  op- 
erating margins  of  25%,  wines  and 
spirits  earned  $184  million  during  the 


first  half  of  this  year;  fashion  \ 
leather's  38%  margin  led  the  divisioi 
profits  of  $470  million. 

Arnault's  critics  charge  his  app^ 
for  brands  is  too  voracious,  and  t 
consolidation  and  centralization  of 
luxury-goods  industry  will  suffoc 
the  designers  and  image-builders  v 
created  the  great  individual  bra 
names  in  the  first  place. 

But  another  question  looms:  W 
will  happen  once  the  acquisitions  sic 
Arnault's  strength  has  been  in  acqii 
ing  well-known  brands,  not  build 
them.  Of  the  more  than  50  busines 


^jooJVIuchjrf ^SomefiooiUhinp1 

With  the  addition  of  15  luxury  labels  last  year  alon 
LVMH  now  controls  more  than  50  brands. 


1999  revenue  (Sbillions) 


Fashion  and  leather  goods 
$2.28 


Other 
$0.15 


Wines  and  spirits 
$2.24 


Watches  and 
jewelry1 
$0.56 


Perfumes  and  cosmetics 
$17 


Exchange  rate  used:  Dec.  31,  1999.  Pro  forma  1999  revenues. 

Source:  Company  repor 

that  make  up  the  group,  just  5  wi 
new  creations.  And  only  one  of  the 
Christian  Lacroix,  has  emerged  a 
well-known  brand. 

"The  reason  we  have  been  so  si 
cessful  over  the  last  ten  years,"  prote 
Arnault,  "is  that  we  have  never  co: 
promised  on  quality  and  real  creativ; 
Today's  customers,  as  opposed  to  th< 
of  some  years  ago,  do  not  want  t 
trappings  of  luxury  in  the  vulgar  sen 
They  want  authenticity.  They  are  r 
looking  to  show  off.  They  are  rati 
looking  for  understatement." 

But  LVMH's  net  profit  margin  1 
year  was  just  8.6% — about  one-thi 
the  margins  posted  by  Gucci  a: 
Richemont,  and  well  below  those 
Swatch,  Bulgari  and  Hermes. 

Perhaps  it's  time  for  Arnault 
show  some  understatement  himself. 
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Backseat  DriveLBy  Jerry  Flint 


The  End  of  the  Boom 


IT'S  FORECASTING  TIME  AGAIN.  MY  PROGNOSIS  FOR  THE 
car  industry  is  a  modest  downturn  in  2001.  A  year  ago 
most  forecasters  were  predicting  a  drop  from  the  record 
16.9  million  sales  of  1999. 1  thought  things  might  slip  a 
bit,  but  was  optimistic.  The  headline  on  my  Nov.  29, 
1999  column  was  "Another  17  Million?"  and  the  last  line 
was:  "No,  trees  don't  grow  to  the  sky,  but  right  now  it's  se- 
quoia time  in  the  car  business."  But  even  then,  I  wasn't  opti- 
mistic enough.  As  of  now  it  looks  as  if  the  U.S.  will  buy  17.6 
million  cars  and  light  trucks  in  2000. 

Now  there  are  signs  of  trouble.  Heavy  truck  sales,  those 
big  highway  haulers,  are 
slumping  badly,  and  they  have 
often  been  a  trend  indicator. 
Sales  of  smaller  vehicles  are 
keeping  up  only  by  dint  of  re- 
bates and  subsidized  loans. 
Zero  down,  zero  interest,  zero 
payments  for  a  year.  That's 
not  Yugo,  that's  GM. 

And  the  stock  market  isn't 
exactly  everybody's  friend,  ei- 
ther. Plus,  higher  gasoline 
prices  aren't  good  for  car  sales, 
nor  are  scares  such  as  the 
Ford/Firestone  tire  problem. 

All  analysts  are  predicting 
a  downturn,  which  they  have 
been  doing  every  year.  Sooner 
or  later  they  will  be  right.  So  the  questions  are:  When?  How 
big?  Who  will  be  hurt? 

Yes,  there  will  be  a  downturn,  but  not  a  steep  one.  Sales 
will  run  16.5  million  to  16.9  million,  which  until  last  year 
would  have  been  a  record.  But  this  is  a  drop  of  1  million  or 
so  vehicles,  and  it  won't  be  evenly  distributed.  The  Germans 
will  sell  at  or  above  2000  levels:  BMW,  Mercedes,  VW,  Audi 
and  Porsche.  The  largest  of  the  Japanese,  Toyota  and  Honda, 
will  look  good  in  2001,  too,  selling  as  many  as  they  did  this 
year  or  more.  Korean  makers  Hyundai  and  Kia  will  show 
gains  as  they  build  their  product  lineup.  Daewoo  is  a  ques- 
tion because  of  its  financial  position  at  home. 

The  problem  is  with  the  home  team.  Most  if  not  all  of 
the  sales  drop  will  be  among  General  Motors,  Ford  and 
Chrysler. 

GM's  market  share  is  below  29%,  and  sales  will  continue 


Yes,  there  will  be  a 
o  downturn  next  0 
year.  But  the 
problem  is  with  ^ 
the  home  team. 
Most  if  not  all  of 
the  sales  drop  will 
hit  GM,  Ford  and 
Chrysler. 


to  fall  next  year.  GM  has  n< 
trucks  coming,  including 
oversize  pickup  and  a  n« 
sport  utility.  These  all  loJ 
good.  The  trouble  is  that  G 
rolls  out  new  stuff  so  slo\^ 
that  it's  hard  to  tell  when  t 
new  models  will  be  on  sale 
volume. 

GM  also  shows  an  amazii 
lack  of  launching  talent.  Tl 
Pontiac  Aztek,  new  this  spriij 
had  a  184-day  inventory  on  Sept.  30,  meaning  the  vehicle: 
either  a  flop  or  a  very  slow  starter.  The  launch  of  the  big  Sa 
urn,  new  a  year  ago,  was  the  worst  I  had  ever  seen,  so  bj 
that  the  factory  laid  off  one  shift  early  this  year. 

Ford  should  be  better.  The  new  Escape,  which  is  a  small) 
sport  utility,  is  just  rolling  out  in  volume  and  could  be  a  H 
next  year.  That  will  be  offset  by  delays  in  bringing  out  the  aj 
new  Explorer.  It  is  pushed  back  as  Ford  works  its  way  out 
the  rollover/tire  problem.  A  new,  smaller  Jaguar  at  midyea 
and  the  Lincoln  Blackwood,  a  strange  half-pickup  with  a  hi 
draulic  cover,  should  help  Ford  at  the  high  end  of  the  ma 
ket,  while  the  small  Focus  seems  strong  at  the  bottom.  Ail 
my  bet  is  that  the  Explorer  will  be  the  best-selling  SUV  nej 
year,  too — despite  everything.  Overall  I  think  Ford  will  c 
fairly  well  and  hold  25%  market  share  next  year.  And  I  thir 
the  stock  is  a  buy  at  $25. 

The  Chrysler  half  of  DaimlerChrysler  is  a  problem.  Tl 
PT  Cruiser  is  possibly  the  hottest  car  in  the  world,  but  it's  n< 
enough  to  carry  the  company.  There  is  a  new  minivan,  but 
looks  just  like  the  old  minivan.  A  new  Jeep  Cherokee,  t 
come  from  a  rebuilt  plant  in  Toledo,  is  late. 

Chrysler  needs  a  new  big  pickup  or  a  new  Durango  SU1 
Chrysler  was  a  success  not  because  of  quality  or  the  integril 
of  its  dealers,  but  because  it  hit  the  spot  with  hot  product 
Alas,  the  German  bandmasters  seem  to  know  only  that 
pfennig  saved  is  a  pfennig  earned,  and  appear  to  be  doir 
their  best  to  delay  or  kill  new  cars.  Still,  there's  plenty  of  fig! 
in  Chrysler  and  hope  for  a  better  day. 

Next  year  will  again  prove  that  this  is  a  product-base 
business,  not  a  brand-marketing  business.  Those  with  grea' 
looking  cars,  terrific  engines  and  good  quality  will  succee 
in  2001.  Those  taken  in  by  the  brand-marketing  myth  wi 
fall  on  their  faces,  again.  I 


Jerry  Flint,  a  former  FORBES  Senior  Editor,  has  covered  the  automobile  industry  since  1958. 

Find  past  columns  at  www.forbes.com/flint  or  use  your  :CueCat  device  on  the  cue  code  (right)  to  take 

you  there  instantly. 
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WJDY  PETERSEN'S 

THE  FREQUENT  FLYER 

IT'S  NOT  JUST  ABOUT  THE  MILES 

roday,  information  about  frequent  flyer  programs  is  as  ubiquitous  as  stock  market  tips.  The 
sheer  popularity  of  the  miles  phenomenon  has  made  frequent  flyer  programs  a  common  news 
jm  for  all  major  magazines,  newspapers  and  special  publications.  But  unlike  less  discriminating 
lalyses  of  frequent  flyer  programs,  this  special  section  has  been  prepared  for  you,  the  Forbes 
ader.  You  are  entrepreneurial  and  insightful,  and  I  know  that  you  expect  as  much  from  my  advice, 
after  reading  the  section  you  still  have  a  frequent  flyer-related  question,  simply  e-mail  me  at 
rbesflyer@insideflyer.com  and  I'll  see  that  you  get  the  answer  you  need.  And  remember,  it's  not 
st  about  the  miles  anymore. 


RANDY  PETERSEN  has  made  a 
living  out  of  being  a  frequent  flyer.  As 
editor  and  publisher  of  InsideFlyer 
magazine  for  the  last  14  years,  he's 
turned  a  few  thousand  dollars  of 
"sweat  investment"  into  a  unique 
business.  He  now  operates  twelve 
companies,  which  cover  everything 
from  magazine  and  book  publishing  to 
insuring  miles  to  producing  T-shirts 
with  the  slogan,  "What  Part  of 
Upgrade  Don't  You  Understand?"  He's 
been  dubbed  "the  world's  leading 
expert  on  airline  frequent  flyer  pro- 
grams" by  the  New  York  Times,  and 
we  are  pleased  to  extend  his  witty 
advice  to  all  of  our  readers. 

InsideFlyer 


MILEAGE  MANAGERS:  TAKING 
CONTROL  OF  YOUR  MILES  FOR 
THE  MAXIMUM  ADVANTAGE 

Tracking  miles  can  be  as  time 
consuming  and  complex  as  manag- 
ing an  investment  portfolio.  There 
are  two  ways  to  approach  the  man- 
agement of  your  miles  and  points: 
take  what  you  get,  and  get  what 
you  take.  For  most  travelers  (fre- 
quent or  not),  the  solution  seems  to 
be  easy.  Simply  take  what  the  air- 
lines and  hotels  are  willing  to  give 
you  based  on  the  latest  "prize"  list 
you  receive  from  various  frequent 
traveler  programs.  This  approach 
does  work;  however,  the  just 
rewards  aren't  likely  to  win  you  guru 
status  down  at  the  golf  club. 


ASK  YOURSELF  WHY  YOU 
BELONG  TO  THIS  FREQUENT 
FLYER  PROGRAM 

When  members  can't  use  their 
miles-  or  have  trouble  getting  an 
upgrade,  they  can  find  reassurance  in 
the  following  advice:  Choose  the 
award  before  choosing  the  program. 
Not  all  programs  are  created  equal. 
Ask  around  to  find  out  which  program 
has  the  best  award  to  Hawaii  (Delta 
SkyMiles)  or  which  program  gives 
away  the  most  upgrades  (Continental 
OnePass).  Note:  Continental  is  the 
most  award-winning  frequent  flyer 
program  to  date,  having  won  more 
Freddie  Awards  (the  frequent  flyer  ver- 
sion of  the  Academy  Awards)  than  all 
of  the  other  airlines  combined. 

One  of  the  biggest  influences  at  the 
moment  is  the  ease  with  which  mem- 
bers can  earn  miles.  The  impending 
growth  of  airline  incentive  mileage 
programs  can  and  will  change  how 
members  decide  to  choose  one  pro- 
gram over  another.  If  the  airlines  can 
establish  a  high  profit  margin  from 
these  ancillary  programs,  then  there 
is  less  incentive  to  offer  bonus 
mileage  enhancements  to  their  mem- 


bers —  provided  that  the  loyalt 
factor  is  already  in  play. 

I  believe  that  there  are  a  number 
strategies  you  can  follow  that  eel 
help  lend  a  method  to  the  madnes 
Overall,  belonging  to  several  prograrr 
can  be  very  complicated,  and  shoul 
be  approached  with  much  thought  ari 
consideration.  The  amount  of  time  yd 
invest  in  managing  your  program 
should  depend  on  your  interest  in  th 
programs,  your  patience  (it  takes  timj 
to  actually  manage  your  programs 
and  which  program's  benefits  yoj 
want  to  receive. 

Here's  a  typical  scenario.  Danm 
Sargeant  doesn't  fly  as  much  as  hi 
used  to,  but  he  has  millions  of  mile 
accrued  that  he  will  never  use.  Hi: 
problem?  Remembering  which  pro 
grams  he  had  awards  with.  His  solii 
tion  was  to  sign  up  for  one  of  th* 
online  mileage  managers,  whicl 
specialize  in  tracking  miles  anc 
points.  The  current  favorite  is  Mile} 
Direct.com,  which  not  only  tracks  frg 
quent  flyer  miles  and  points  in  oni 
consolidated  statement,  but  includes 
the  unique  AwardWizard  that  show; 
members  exactly  which  awards  thej 


The  Five  Steps  of  Program  Management 

1 .  Choosing  the  Right  Program 

This  is  where  it  all  starts. 

2.  Setting  Goals 

Which  way  are  you  going? 

3.  Adjusting  Your  Mind-Set 

Like  everything  else,  it  starts 
with  attitude. 

4.  Planning 

For  awards  or  upgrades, 
timing  is  everything. 

5.  Record  Keeping 

The  trend  toward  relying  on 
someone  else  to  assist  you  in 
managing  your  miles  and  points 

Earn  a  free  vacation  faster.  Get  both  hotel  points  Is  airline  miles  for 
the  same  stay  at  over  2,000  hotels  in  the  Hilton  HHonors''  family. 

Hilton  HHonors 

Points&Miles" 


Hilton 


CONRAD 
INTERNATIONAL" 


Don  m  iTree* 

HOTllt ■Sl'ttn  RISOkTS  Ctuil  ; 


KMBASSY  SUITES 
HOTELS' 


m 

Hilton 
Garden  Inn' 


SUITES 


HOMEWOOO 
SUIITiS 

Hilton 


To  enroll  in  Hilton  HHonors  or  to  make  reservations,  call  your  professional  travel  agent  or  call  1-800-HHONORS 
Or,  receive  a  1,000  point  bonus  by  enrolling  online  at  www  hiltonhhonors.com 

Online  enrollment  bonus  offered  through  December  31. 2000.  Hilton  HHonors  membership,  earning  of  points  and  miles,  and  redemption  of  points 
are  subject  to  HHonors  Terms  and  Conditions.  ©2000  Hilton  HHonors  Worldwide 


have  earned  and  which  awards  they 
are  close  to  earning. 

If  you  do  take  the  plunge  and 
decide  to  join  several  programs,  you 
have  to  know  the  five  basic  steps  of 
program  management.  Each  can 
help  with  members'  specific  needs. 
(See  table  on  page  2.) 

SYSTEMS 

No  matter  how  simple  or  elaborate, 
no  system  is  worth  anything 
unless  it  works.  And  with 
frequent  flyer  programs, 
the  two  things  that  count 
are  the  number  of  free 
trips  (or  other  benefits) 
you  actually  receive  and 
the  number  of  times  you 
sit  in  first  class.  Of 
course,  there  is  a  catch 
to  earning  miles:  you  have 
to  invest  a  little  time  in 
planning  and  keeping 
records  to  get  the  most 
out  of  your  frequent  flyer 
programs.  You  also  have 
to  adjust  your  mind-set. 


These  poor  souls  will  undoubtedly  get 
the  upgrades,  but  the  free  trips  will 
always  remain  elusive.  Remember  to 
decide  on  the  benefit  or  award  you  want 
before,  choosing  a  program  that's  right 
for  you.  For  some  of  us,  perks  are  more 
important  than  points,  so  don't  let 
anyone  tell  you  that  the  world  only 
revolves  around  another  free  ticket. 

SETTING  GOALS 

Saving  for  a  free  award  for  the 
next  four  years  might  be  wishful 


With  frequent  flyer 
programs,  the  two 
things  that  count  are  the  number 
of  free  trips  (or  other  benefits) 
you  actually  receive  and  the 
number  of  times  you 
sit  in  first  class. 


CHOOSING  THE 

RIGHT  PROGRAM 
t 

By  planning  and  playing  the 
game  carefully,  the  opportunity  to  max- 
imize your  awards  dramatically  increas- 
es. Many  serious  travelers  believe  that 
the  mere  act  of  joining  a  program  will 
ensure  them  a  great  award.  Wrong!  If 
you  are  enrolled  in  too  many  frequent 
flyer  programs  or  do  not  plan  carefully 
you  only  penalize  yourself.  Woe  to  the 
traveler  who  simply  sticks  with  one  pro- 
gram, fails  to  identify  a  goal,  and  casu- 
ally accumulates  miles.  It  could  take 
this  person  years  to  reach  a  top  award. 
Pity  even  more  the  traveler  who  spreads 
his  business  among  multiple  airlines. 


thinking.  Understand  what  your  earning 
ability  is  (flying,  credit  card,  telephone, 
investments,  etc.)  and  don't  choose 
awards  beyond  your  ability  to  earn. 
You'll  get  easily  discouraged  when  you 
can't  reach  those  goals.  The  biggest 
mistake  people  make  is  not  knowing 
why  they  joined  a  frequent  flyer  program 
to  begin  with.  Be  different  —  know 
what  you  want  and  figure  out  how  to  get 
it.  Then  define  your  goals  and  develop  a 
management  plan  to  achieve  them. 

How  a  person  goes  about  setting 
goals  can  tell  you  a  lot  about  that 


person.  Most  people  are  happy  sei 
tling  for  the  minimum  the  airline  i 
willing  to  give.  But  be  careful  not  11 
fall  into  the  trap  of  settling.  If  ya 
have  a  strategy  and  the  right  mino 
set,  you'll  be  amazed  at  how  quick; 
the  extra  miles  can  add  up.  Thes 
days,  certain  awards  are  overprice 
for  the  infrequent  flyer,  so  it  might  b 
time  to  switch  programs.  Continents 
and  Northwest  still  offer  travel  aware 
for  20,000  miles,  and  TWA  even  ha! 
some  for  15,000  miles,  so  if  yoi 
favorite  frequent  flyer  prograr 
still  has  its  lowest  awards  se 
at  25,000  miles,  you  may  war 
to  reconsider.  Several  airline 
such  as  Delta  and  Unit© 
sponsor  auctions  that  alloi 
you  to  redeem  your  miles  f<| 
such  things  as  a  dude-ranct 
outing  or  tickets  to  the  Supfi 
Bowl  —  that  is,  if  you  can 
get  the  free  seat  you  wantec 
So  decide  which  award  ben« 
fits  appeal  to  you  before  join 
ing  a  program. 

ADJUSTING 
YOUR  MIND-SET 
The  biggest  problem  fc 
most  frequent  flyers  is  a  lack  c 
imagination.  If  you're  going  to  benef 
from  frequent  flyer  programs,  yo 
must  start  viewing  them  as  a  game 
Then  you're  going  to  have  to  make  u 
your  mind  about  what  has  to  be  don 
to  win.  Once  you've  decided  to  b 
flexible,  you  should  establish  a  spe 
cific  objective  (for  example,  accumi 
lating  100,000  miles  in  12  month 
and  taking  your  spouse  to  Hong  Kon 
for  your  fifth  wedding  anniversary; 
Then  look  at  each  bit  of  travel  as  a 
opportunity  to  meet  your  objective 
and  think  big! 


Now  you  have  even  more  ways  to  earn  miles,  and  more  ways  to  spend  them  -  on  great  stuff 
like  books,  CDs,  videos,  Internet  service  and,  of  course,  travel.  Check  out  the  new  AOL  AAdvantage 
Rewards  program  with  free  membership  at  www.aolaadvantage.com 

AOL  Keyword:  AOL  AAdvantage 


in  Airlines" reserves  the  right  to  change  the  AAdvantage  program  rules  and  regulations  at  any  time  without  notice.  American  Airlines  is  not  responsible  for  products  or  services  offered  by  other  participating 
lies.  For  complete  details  about  the  AAdvantage  program,  visit  www.aa.com.  AOL  is  a  mark  of  America  Online,  Inc.  American  Airlines  and  AAdvantage  are  marks  of  American  Airlines,  Inc. 
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BEST  DAYS  FOR  AWARD  TRAVEL 
U.S.:  Monday,  Tuesday,  Wednesday 
Florida:  Monday,  Tuesday,  Wednesday 
Hawaii:  Tuesday,  Wednesday,  Thursday 
Asia:  Tuesday,  Wednesday,  Thursday 
Caribbean:  Tuesday,  Wednesday 
Europe:  Tuesday,  Wednesday,  Thursday 
Mexico:  Tuesday,  Wednesday 
South  America:  Tuesday,  Wednesday 


WORST  DAYS  FOR  AWARD  TRAVEL 
U.S.:  Friday,  Sunday 
Florida:  Friday,  Sunday 
Hawaii:  Friday,  Saturday,  Sunday,  Monday 
Asia:  Friday,  Saturday,  Sunday 
Caribbean:  Saturday,  Sunday,  Monday 
Europe:  Friday,  Saturday,  Sunday 
Mexico:  Friday,  Saturday,  Sunday 
South  America:  Friday,  Saturday,  Sunday 


PLANNING 

Determining  how  to  make  the  most 
out  of  a  system  of  rules,  regulations 
and  rewards  is  no  easy  task.  Some- 
times you  need  legal  advice  just  to 
figure  out  what's  being  offered.  But 
by  adopting  some  of  the  following 
ideas,  you'll  be  taking  a  step  toward 
careful  planning. 

1)  Never  redeem  tomorrow  what  you 
can  redeem  today.  With  the  explosive 
growth  of  members  in  these  programs, 
don't  think  that  awards  will  get  easier 
to  use  in  the  future. 

2)  Face  it.  even  your  neighbors  now 
belong  to  frequent  flyer  programs,  so 


you  must  have  a  plan  when  consider- 
ing using  an  award  for  a  popular  des- 
tination. This  means  knowing  which 
days  offer  the  best  award  travel 
opportunities.  (See  table  at  left.) 

RECORD  KEEPING 

Given  all  the  time  and  effort 
invested  in  analyzing  your  flights, 
programs,  tie-ins,  rules  and  regula- 
tions, losing  your  hard-earned  miles 
through  poor  record  keeping  and 
disorganization  would  be  criminal.  If 
mileage  credits  are  lost,  you 
can  be  sure  that  there  will  be 
neither  sympathy 
nor  help  from  the 
airline.  It  makes 
no  difference  to 
them  whether 
you  or  they  are 
responsible  for 
the  loss  of  your 
records.  There- 
fore, you  should 
take  as  much 
care  with  your 
records  as  you 
do  with  your 
checkbook  (at 
least  with  fre- 
quent flyer  pro- 
grams you  get 
something  of 
value  in  return  for 
your  trouble).  A  planning  worksheet 
is  essential  to  keeping  accurate 
records.  The  MilesDirect.com  serv- 
ice actually  includes  a  built-in  rec- 
onciler to  help  you  "balance"  your 
mileage  checkbook.  Mileage  earned 
should  be  logged  in  by  category: 
flights,  tie-ins,  bonuses,  renewals, 
etc.  As  with  all  systems,  there  will 
come  a  time  when  you  haven't 
received  mileage  credit  for  a  certain 


flight,  tie-in  or  bonus.  And  when  thai 
time  comes,  you'll  wish  you  haq 
copies  of  the  documents  that  wert 
submitted.  Keep  copies  of  every] 
thing,  especially  original  boarding 
passes.  Program  rules  vary  widely 
for  retroactive  credit,  so  be  sure  tJ 
know  the  rules  of  your  program.  Thi 
best  method  for  making  sure  thai 
credit  earned  is  also  credit  received 
is  by  making  sure  you  are  in  compli) 
ance  up  front. 

WHY  MANAGE  YOUR  MILES? 

Let's  say  that  you  want  to  earn  twfl 
free  Business  Class  tickets  to  Europe) 


Many  serious  travelers 
believe  that  the  mere  act  of 
joining  a  program  will  ensure  them 
a  great  award  Wrong!  If  you  are 
enrolled  in  too  many  frequent  flyer 
programs  or  do  not  plan  carefully 
you  only  penalize  yourself. 


on  Northwest.  That's  160,000  miles 
Accumulating  that  kind  of  mileage 
through  flying  alone  translates  into 
eight  hours  of  flight  a  day,  50  days  i 
year.  Fact:  in  most  major  frequent  flye 
programs  today,  almost  40%  of  mile; 
earned  are  from  non-flight  activity 
Northwest  WorldPerks,  with  its  new 
business  class-award  seating  arrange 
ments,  might  be  the  program  to  take 
advantage  of  since  its  business-class 


OVER  1.8  BILLION  POINTS 
AWARDED  THROUGH  Q  3,  20  00. 
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(  Did  you  get  your  share?  ) 

Imagine  a  hotel  rewards  program  that's  so  rich,  it  even  rewards  you  when  you're  not  staying 
there.  As  a  member  of  Radisson  Gold  Rewards'",  you  can  earn  free  nights  faster  and  easier 
than  you  ever  thought  possible.  Just  stay  at  Radisson  or  make  purchases  at  any  of  the 
1,500  Gold  Points  Rewards'"  network  partner  locations  plus  shop  or  book  travel  online 
at  www.24k.com. 

No  other  frequent  guest  program  offers  you  this  kind  of  earning  power. 

Travel,  dine,  cruise,  shop  and  play  your  way  to  a  world  of  rewards.  Redeem  your  Gold  Points® 
for  free  room  nights  with  no  blackout  dates.  Or  use  your  Gold  Points  for  luxury  cruises, 
airline  miles  and  brand  name  merchandise.  For  a  full  selection  of  redemption  options, 
pick  up  a  Gold  Points  Rewards  catalog  at  any  participating  Radisson  hotel  or  visit  www.24k.com. 


A  billion  points.  Countless  rewards.  Get  your  share! 
For  program  details  and  to  enroll,  visit  www.radisson.com. 


For  reservations  visit  www.radisson.com, 
call  1-800-333-3333  or  contact  your  travel  professional 


pjkints 

f    ^    GOLD  REWARDS 


FREE  NIGHTS.  GLOBAL  REWARDS. 

JOIN  TODAY. 


A  member  of  the  Gold  Points  Rewards  network,  www.24k.com  q«ld 


service  has  not  yet  been  overbooked.  .  money  shopping  and  earn  additional 
And  to  make  it  easy,  WorldPerks  is  the  Gold  Points  at  the  same  time.  Cate- 
first  program  in  the  world  to  allow  you    gories  such  as  automotive,  electron- 


to  book  your  own  award  seats  online  — 
in  real  time. 

TIPS  BY  TYPE 

Not  all  frequent  flyers  are  created 
equal.  Here  are  some  tips  based  on 
the  type  of  traveler  you  are. 


TRAVELER: 

THOSE  WHO  FLY  LESS 
THAN  FIVE  TIMES 
A  YEAR 

•  Choose  a  program  that 
offers  free  airline  awards  at 
lower  levels.  Continental  and 
Northwest  are  the  two  major 
airlines  with  programs  that 
feature  domestic  awards  for 
only  20,000  miles  (off-peak 
and  Saturday-night  require- 
ments are  part  of  the  rules). 
US  Airways,  TWA,  America 
West  and  Alaska  Airlines  also 
have  discounted  awards. 

•  Partners  are  a  must.  Make 
sure  your  car  rentals,  hotels 
and  other  travel  choices  are 
related  to  earning  miles  in 
your  chosen  program. 


ics,  sporting  goods  and  home  office 
are  easy  to  use  and  take  advantage 
of.  As  of  now,  no  other  hotel  program 
is  as  complete  as  this  one.  Why  is 
this  important?  Simple:  you  can  also 
convert  your  Gold  Points  into  free  car 
rentals,  free  food  at  T.G.I.  Fridays 
and,  of  course,  more  airline  miles. 
Those  only  interested  in  accumulat- 
ing more  miles  should  think 
of  this  program  as  an  airline 


r 


V 


Once  you've  become  a 
mileage  consumer, 
become  a  mileage  expert.  In 
other  words,  you  should  know  nq£ 
to  cash  in  an  award  if  an  airline 
ticket  to  the  same  destination  will 
cost  less  than  $350. 


FREQUENT  FLYER: 

THOSE  WHO  FLY  BETWEEN  SIX) 
AND  FIFTEEN  TIMES  A  YEAR 

•  Concentrate  on  attaining  elite-levl 
status.  Pay  close  attention  to  ti 
qualifying  level  of  miles  necessary 
achieve  elite-level  status  with  boi 
your  airline  and  hotel  programs.  /> 
extra  flight  or  night  in  a  hotel  is  da 
nitely  worth  the  benefits  of  acquirii 
elite-level  status. 

•  Never  break  the  pair.  Use  of  the  cc 
rect  partners  at  this  level  means  tit 
 .      difference  between  a  fre 

trip  to  Paris,  France,  aij 
one  to  Paris,  Texas. 


1 1 

1 

•  Go  for  the  hotel  aware 
you  need  for  those  fra 
nights.  Instead  of  choa 
ing  hotel  partners  for tj 
miles,  start  to  chooq 
hotel  partners  for  tH 
hotel  points.  Earnir) 
those  hotel  points  wl 
guarantee  you  a  cor 
pletely  free  vacation  tf| 
next  time  you  cash 
your  chips. 


J 


•  You  need  to  study  more  than  other 
types  of  travelers,  constantly 
researching  which  new  programs 
might  be  better  for  you.  For  instance, 
Radisson's  popular  Gold  Rewards  pro- 
gram recently  added  an  interesting 
online  feature  called  24k.com.  This 
offers  members  the  opportunity  to 
track  and  manage  their  hotel  points 
online  and  offers  hundreds  of  new 
ways  to  earn  points.  The  site  has  an 
online  mall  where  you  can  save 


partner,  because  most  airlines  don't 
have  shopping  programs  yet. 

•  Go  for  the  miles  with  hotel  choices. 
The  best  choice?  Hilton  HHonors 
allows  you  to  earn  both  miles  and 
hotel  points  with  each  stay. 

•  Become  a  mileage  consumer:  make 
sure  your  wallet  has  an  affinity  credit 
card  associated  with  your  choice  of  fre- 
quent flyer  programs  and  enroll  in  a  tele- 
phone program  to  earn  additional  miles. 


•  Become  a  mileage  ex  per 
You  should  know  not  to  cash 
an  award  if  an  airline  ticket  to  the  sarr 
destination  will  cost  less  than  $35(1 
You  should  know  that  the  Starwood  Pr1 
ferred  Guest  program  is  the  best  valq 
among  hotel  programs,  since  they  offt 
more  nights  with  value  promotions 
any  rate  than  all  other  hotel  prograrr 
combined.  You  should  know  that  ther 
is  a  distinct  difference  between  mile 
that  expire  and  awards  that  expire, 
you're  unfamiliar  with  either  the  AC 
AAdvantage  program  or  the  new  Milt 
Point  program,  then  you  need  to  gj 


1997:  DINERS  CLUB  VOTED  #1 
1099:  DINERS  CLOD  VOTED  #1 
1000:  DINERS  CLOD  VOTED  #1 

THE  REWARDS  ARE  ENDLESS. 


That's  right.  For  the  third  year  in  a  row,  the  readers  of  InsideFlyer 
magazine  voted  Diners  Club  as  having  "the  best"  rewards  program 
anywhere.  And  why  wouldn't  they?  After  all,  only  Diners  Club  lets  you 
earn  miles  good  on  every  major  U.S.  airline  with  no  mileage  cap  or 
expiration  date.  Plus,  you  can  earn  free  hotel  stays,  vacation  packages 
or  name-brand  merchandise.  And,  of  course,  the  Diners  Club  Card  is 
welcomed  by  airlines,  hotels,  car  rental  companies  and  millions  of 
other  places  you  go.  Call  1  -800-2-DINERS*  today  and  discover  what 
makes  Diners  Club  so  special. 


Diners  Club 
International' 


*Calls  randomly  monitored  to  ensure  service  quality. 


BREAKING  THE  PLASTIC  MOLD. 


0ITIBAN<O 


0  Citicorp  Diners  Club  Inc.  www.dinersclubus.com 


back  to  frequent  flyer  school.  These 
new  programs  offer  you  additional 
membership  value  in  your  programs 
by  allowing  you  to  trade  miles 
for  merchandise.  Interested?  Visit 
www.aolaadvantage.com  or  www. mile 
point.com.  Learn  to  read  the  fine 
print,  not  just  the  headlines. 

AIR  WARRIOR: 

THOSE  WHO  FLY  MORE 
THAN  15  TIMES  A  YEAR 

•  Go  for  a  million  miles  in 
one  program.  Some  pro- 
grams, such  as  the  Ameri- 
can Airlines  AAdvantage 
program,  will  grandfather 
their  Gold  elite-level  bene- 
fits for  life  once  you've  hit 
a  million.  For  two  million 
actual  miles,  American 
will  give  you  lifetime  Plat- 
inum status. 

•  Be  familiar  with  the 
Reward  Exchange  from 
Hilton,  which  protects  your 
expiring  miles.  Earning  a  lot 
of  miles  can  cost  you  dearly. 
Learn  how  you  can  protect 
your  expiring  miles  with  pro- 
grams such  as  the  Privilege- 
Flyer  AwardExtender  program  (800- 
333-5937)  or  the  Hilton  HHonors 
Reward  Exchange,  which  allows  you  to 
transfer  miles  from  one  program  to 
another.  Selective  programs  apply  and 
there  is  a  mileage  "fee"  for  the  trans 
fer,  but  at  least  they  won't  expire. 

•  Look  at  charity  and  non-flight 
awards.  Extra  miles  are  perfect  to 
donate  at  year's  end.  Become  famil- 
iar with  awards  from  American  and 
Delta,  which  allow  you  to  redeem 
your  miles  for  free  membership  in 
their  airport  lounge  programs.  Take 


advantage  of  selective  airline  promo- 
tions, which  allow  you  to  change  air- 
line miles  into  hotel  nights. . 

•  Pay  attention  to  auctions.  You  prob- 
ably don't  need  another  airline  trip, 
but  how  about  attending  the  British 
Open  or  the  World  Series?  Don't  be 
shy  —  you'll  earn  more  miles. 

•  Compare  your  choices.  Still  have  an 
affinity  credit  card  with  your 


GLOBAL  WARRIOR: 

THOSE  WHO  FLY  INTERNATIONAL 
MORE  THAN  DOMESTIC 

•  Memorize  the  international  alliances) 
If  you  don't  know  every  member  airlinfl 
of  the  Star  Alliance,  oneworld  alliance 
or  the  SkyTeam  alliance,  then  you'vq 
got  to  go  back  to  school.  With  benefit^ 
that  are  increasingly  being  shared  by 
programs  throughout  the  world,  you 
can't  afford  not  to  know  which  airport 
lounge  benefits  you  might  be  eligible  foi 
or  who  the  latest  partners  are. 


One  of  the  major  secrets 
of  upgrades  is  knowing 
when  you  are  eligible.  For  most 
members,  that  can  be  24  to  100 
hours  in  advance  for  a  confirmed 
upgrade.  Airlines  vary  as  to  when 
that  time  period  actually  starts. 


•  Join  more  than  just  you| 
local  frequent  flyer  pro- 
gram.  Savvy  global  warriors 
make  a  point  of  belonging 
to  at  least  one  internation- 
al program  in  addition  tq 
their  domestic  favorites. 
Why?  Internationals  have 
fewer  members  to  compete! 
against  for  the  benefits. 


major  frequent  flyer  program?  Try 
using  an  affinity  credit  card  from  a  pro- 
gram you  have  far  fewer  miles  with. 
Savvy  frequent  flyers  never  hesitate  to 
carry  a  Diners  Club  card  in  their 
wallet.  Hailed  as  the  most  flexible 
credit  card  for  frequent  flyers,  it  offers 
you  the  ability  to  move  miles  and 
points  into  all  major  programs  and  has 
won  the  prestigious  Freddie  Award 
three  years  running.  Earn  miles  in  sev- 
eral programs  so  that  your  choice  of 
airlines  will  get  you  around  "sold  out" 
situations  when  you  are  trying  to 
redeem  awards. 


•  Not  all  upgrades  are  con- 
sidered equal.  Granted,  most 
global  warriors  have  the  ben- 
efit of  flying  business  class 
or  above,  but  it's  always 
good  to  know  which  frequent! 
flyer  programs  allow  system-wida 
upgrades  as  part  of  their  benefits 
package.  After  distinguishing  those 
that  do  from  those  that  don't,  find) 
out  if  the  upgrade  is  transferable  to) 
a  traveling  companion.  There's  been1 
plenty  of  change  in  this  area  as  of 
late  (e.g..  Delta  announcing  the  dis- 
continuation of  their  system-wide 
upgrades),  so  be  sure  to  log  on  andi 
keep  abreast  of  the  latest  frequent 
flyer  program  updates.  The  best 
place  to  look  is  the  FlyerTalk  bulletin' 
board  (www.flyertalk.com),  which 
features  the  latest  news  and  tips. 


ntinental  Airlines.  Inc. 


WE'RE  NOW  FLYING 
THE  YOUNGEST 


Proud  to  fly  the  youngest 


jet  fleet  in  the  industry. 


State-of-the-art  aircraft.  Now  boarding.  For  reservations, 
call  your  travel  agent  or  Continental  Airlines 
at  1-800-523-FARE,  or  ticket  online  at 
www.continental.com. 

Fleet  includes  regional  jets  operated  by  Continental  Express. 


1  Airlines 


Work  Hard. 
Fly  Right, 


from  more  than  a  quarter  of  a  million  will  be  an  interesting  year  for  deciding 
fellow  frequent  flyers.  how  to  use  your  miles. 


f 


L 


CONVERTING  MILES 
TO  MERCHANDISE 

There's  no  hotter  topic  today  within 
the  frequent  traveler  circuit  than  the 
idea  that  programs  should  offer  more 
than  just  free  airline  awards.  To  that 
end,  American  Airlines  has  partnered 
with  AOL  to  introduce  AOL  AAdvan- 
tage.  The  sheer  size  of  both 
the  American  frequent 
flyer  program  (40  million 
members)  and  that  of  AOL 
(23  million  subscribers) 
marks  the  significance  of 
this  merger.  In  addition  to 
introducing  dozens  of 
ways  to  earn  more  miles, 
AOL  AAdvantage  has 
made  it  possible  to 
redeem  miles  for  mer- 
chandise. Given  the  tie-in 
with  Time  Warner,  it 
comes  as  no  surprise  that 
books,  music  and  movies 
are  among  the  first  items 
available  for  you  to  buy.  I 
traded  in  some  of  my  AAd- 
vantage miles  for  a  few 
Harry  Potter  books  for  my 
nieces  and  nephews.  It  only  "cost"  me 
a  few  thousand  miles,  and  I  was  able 
to  redeem  it  all  online.  The  impact  of 
this  program  will  certainly  influence 
others.  Then  there's  MilePoint,  a  pro- 
gram that  seems  to  apply  to  all  major 
airlines  other  than  American.  Essen- 
tially, you  can  cash  in  your  miles  with 
programs  such  as  Delta,  Continental, 
Northwest  and  Hilton  for  actual 
money,  which  can  be  used  for  dis- 
counts at  online  shopping  locations 
like  Amazon,  L.L.  Bean  and  The  Sharp- 
er Image.  There  is  no  doubt  that  2001 


BEING  UPFRONT 
ABOUT  UPGRADES 
•  He  who  hesitates  sits  in  coach.  But 
once  you  start  to  enjoy  the  benefits  of 
an  upgrade,  you  quickly  learn  what  loy- 
alty is  all  about.  The  following  can  help 
you  be  the  first  one  on  the  plane  and  the 
first  one  off. 

•  One  of  the  major  secrets  of 
upgrades  is  knowing  when  you 


Don't  have  the 
miles  necessary  for  an 
upgrade?  Look  no  further 
than  your  favorite  hotel  guest 
program.  Several  of  them 
offer  airline  upgrades  for 
redemption  of  your  hotel  points. 


best  when  you  deserve  the  privilege 
sitting  up  front.  Leave  the  flowers  j 
the  grandstanding  to  those  who  lik^ 
embarrass  themselves. 

•  Know  your  choices.  There  are  gj 
erally  three  ways  to  upgrade  a  flia 
the  complimentary  upgrades 
receive  as  a  member  of  an  airliri 
elite-level  program,  mileage  deduct 
and  paid  upgrade  stickers.  Over 
percent  of  frequent  flyers  think  tj 
the  only  way  you  can  upgrade  isi 
using  your  miles.  When  ci 
paring  sticker  purchase 
mileage  redemption,  sticl 
purchase  is  the  smart  chou 


are  eligible.  For  most  members,  that  can 
be  24  to  100  hours  in  advance  for  a  con- 
firmed upgrade.  Airlines  vary  as  to  when 
that  time  period  actually  starts.  For 
some,  it's  the  day  of  departure,  while  for 
others  it's  the  actual  time  of  your  flight. 
Knowing  which  is  which  is  one  secret  I 
have  learned  the  coach  way. 

•  Know  when  to  hold  'em,  know  when 
to  fold  'em.  While  some  people  brag 
about  the  tricks  they  use  to  snow  ticket 
agents  and  counter  personnel  when  they 
grovel  for  upgrades,  the  system  works 


•  Respect  the  fact  that  mj 
airlines  will  offer  complimetl 
ry  upgrades  when  flying  oi 
full-fare  ticket.  It  is  wise  to  ; 
your  travel  agent's  assistar 
with  this  rather  than  needles 
using  your  miles  to  upgrai 
The  two  airlines  offering  i 
best  upgrades  in  this  categ: 
are  Continental  and  Northwe 


•  Airlines  aren't  the  sole  sow 
of  upgrades.  Don't  have  1 
miles  necessary  for  an  upgrac 
Look  no  further  than  your  favorite  he 
guest  program.  Several  of  them  of 
airline  upgrades  for  redemption  of  y. 
hotel  points. 

THE  STAY'S  THE  THING 

Contrary  to  what  the  Wall  Stn 
'  Journal  would  have  you  believe,  he 
programs  are  not  "dying  a  fast  2 
ignominious  death."  In  the  world 
frequent  traveler  programs,  then 
one  word  that  remains  the  best-ke 
secret:  hotels.  Hotel  guest  progra 
offer  some  of  the  most  significc 


GUESS  WHERE  THE  WORLD'S 
LEADING  FREQUENT  FLYER  EXPERT 

LOVES  TO  GO? 


-    World  Perks®  at  www.nwa.com 

Here  Mr;  Petersen  can  freely  check  his  mileage  balance,  flight  and 
seat  availabilities,  book  award  travel  and  even  review  his  account 
history.  So  can  you.  It's  how  we're  clearing  the  way  and  why  he  says 
"nwa.com  is  miles  ahead  of  the  pack.  It's  simply  world-class." 


y  Petersen 
tor,  InsideFlyer  magazine 


©2000  Norll 


Northwest  Airlines,  Inc. 


NORTHWEST 

A  I  K  I.  I  N  E  S 


and  rewarding  benefits  you'll  find.  I 
know.  I've  been  on  the  Regency  level 
at  the  Hyatt.  I've  enjoyed  a  free  vaca- 
tion (not  air  or  hotel  only)  in  Europe, 
compliments  of  Holiday  Inn.  I've 
received  free  hotel  nights  from  Star- 
wood (Sheraton  and  Westin),  earned 
both  miles  and  points  while  staying 
at  the  Hilton  and  moved  many  of  my 
stays  to  Radisson  with  its  Gold 
Rewards  program.  While  frequent 
flyer  programs  only  seem 
to  offer  free  airline  tick- 
ets nowadays,  hotel  pro- 
grams offer  airline  tick- 
ets in  addition  to  free 
hotel  nights,  upgrades 
to  first  class  on  certain 
airlines,  merchandise 
and  (as  of  now)  points 
that  don't  expire.  Here 
are  a  few  tips  for  choos- 
ing hotel  programs: 


•  Not  all  programs  allow  you  to  earn 
points  with  each  stay.  Make  sure  your 
rate  qualifies  if  it  is  below  the  corpo- 
rate standard. 

•  Redemption  is  usually  lower  because 
most  people  focus  only  on  cashing  in 
their  miles  with  airlines.  Use  this  to 
your  advantage  when  cashing  in 
awards  —  especially  airline  awards  — 
with  your  hotel  program. 


i 


A  former  Freddie 
Award-winning  hotel  pro- 
gram is  Hilton  HHonors. 
With  Hilton's  recent 
acquisition  of  Doubletree 
Hotels  and  Embassy 
Suites,  it's  the  odds-on 
favorite  hotel  program.  If  your  goal  is 
earning  absolutely  the  most  of  every- 
thing, then  this  hotel  program  is  the 
right  one  for  you.  It  is  the  only  major 
hotel  program  offering  both  miles  and 
points  for  your  stays. 

•  Don't  overlook  Starwood.  It  might 
just  be  the  most  pleasant  surprise  of 
them  all.  While  you  can  convert  your 
points  into  frequent  flyer  miles  if  you 
choose,  you'll  benefit  from  the  hotel's 
many  perks.  Starwood  offers  more 
hotel  property  bonuses  than  almost 
all  the  other  programs  combined. 


There  are  generally  three 
ways  to  upgrade  a  flight: 
the  complimentary  upgrades 
you  receive  as  a  member  of  an 
airline's  elite- level  program, 
mileage  deduction  and  paid 
upgrade  stickers. 


that  you  no  longer  use  and  are  inter- 
ested in  getting  some  value  out  of 
those  "orphan"  miles. 

•  Holiday  Inn  just  might  be  the  pro- 
gram that  has  everything.  It  offers  a 
selection  of  merchandise,  free  vaca- 
tions, airline  tickets  and  the  ability 
to  trade  in  your  points  for  almost 
anything  you  can  imagine  with  its  Pri- 
ority Club  catalog.  And  remember: 
Holiday  Inn  is  owned  by  Bass  Hotels 
and  is  affiliated  with  both  Inter- 
Continental  Hotels  and  Crowne 
Plaza  Hotels. 

•  While  the  airlines  have  cooled 
their  heels  on  too  many  mileage 
offers,  Hilton  and  Marriott  allow 
you  to  earn  double  and  triple 
miles  —  even  when  earning i 
hotel  points  at  the  same  time. 


•  One  way  that  I  always  take 
advantage  of  airline  miles  is  to 
earn  free  hotel  nights  without 
point  deduction  from  Hyatt.  Hyatt 
consistently  offers  promotions 
where  you  can  earn  at  least  one 
free  night  by  staying  three  nights 
during  a  promotional  period. 


•  Remember  that  hotel  programs  also 
are  associated  with  various  affinity 
credit  cards.  A  few,  like  Marriott,  even 
have  their  own.  Many  participate  in 
American  Express  Membership 
Rewards  or  Diners  Club  Rewards.  Use 
these  options  to  top  off  award  choices. 

•  In  a  pinch,  there's  no  better  pro- 
gram to  rely  on  than  the  Hilton 
HHonors  Reward  Exchange,  which 
allows  you  to  exchange  various  fre- 
quent flyer  miles  for  hotel  points. 
Note:  this  works  especially  well  if  you 
have  miles  with  an  airline  program 


In  concluding  this  edition  of  "Who 
wants  to  be  a  Mileage  Millionaire,"  I 
hope  you've  enjoyed  the  tips  and 
understand  that  I'm  not  trying  to  bring 
you  the  news  —  I'm  simply  trying  to 
tell  you  what  the  news  means.  Until 
next  time,  this  is  Randy  Petersen, 
wishing  you  all  the  upgrades  you  want. 

P.S.  If  you  really  do  want  the  news  as 
it  happens,  you  might  consider  visiting 
www.webflyer.com  and  signing  up  for 
its  MilesLink  newsletter.  Each  month  it 
e-mails  you  the  best  of  what's  going  on 
with  frequent  flyer  programs.  ■ 


lake  your  travel 


II  us  where  you  you  want  to  go 
id  leave  all  the  rest  to  us! 


vardPlanner  is  a  travel  planning 
rvice  created  exclusively  to 
deem  frequent  flyer  awards  for 
u.  We  handle  all  the  details  so 
u  don't  have  to.  AwardPlanner 
II  provide  you  with: 

kward-planning  assistance  for  hotel, 
lirline  and  car  rental  reservations 

m 

knowledgeable  award  redemption  ^ 
ipecialists  to  assist  in  the  completion 
if  your  award  itinerary 

bll-free  assistance  when  redeeming 
in  award  from  any  frequent  traveler 
rogram  of  your  choice 

k  Web  site  to  submit  your  travel 
equest  and  much  more 


"  more  information  call 
300-209-2870 

visit  www.awardplanner.com 


AwardPlanner 

We  Make  Awards  Happen 


Let  3  Million  Flowers  Bloom 

Poland's  admission  to  the  EU  will  be  good  for  Europe  and  for  the  U.S. 
Communism  is  but  a  ghost.  The  star  of  the  former  Eastern  bloc  is  risin 


BY  NIGEL  HOLLOWAY 

THE  U.S.  HAS  A  PRICKLY  RELA- 
tionship  with  many  European 
allies,  but  Poland  is  not  one  of 
those.  Wedged  between  Ger- 
many and  Russia,  Poland  has 
looked  to  America  for  support  and  was 
understandably  eager  to  join  NATO 
when  asked  in  March  1999.  Now 
Poland  wants  to  join  the  European 
Union,  but  the  strength  of  ties  between 
Warsaw  and  Washington  makes  some 
members  of  the  Brussels  club  suspi- 
cious. They  fear  that  Poland  is  a  Trojan 
horse  for  the  U.S. 

They  needn't  worry.  After  200 
years  of  oppression  by  its  larger 
neighbors  Poland  is  nobody's  tool. 
But  it  will  continue  to  enjoy  a  special 
relationship  with  the  U.S.  The  7  mil- 
lion Americans  of  Polish  descent  will 
see  to  that. 

The  Polish  government  has  said  that 
it  wants  to  join  the  EU  in  2003,  but  the 
EU  is  hesitating.  Poland  is  a  large  fish  to 
swallow.  And  its  application  is  compli- 
cated by  the  fact  that  four  other  for- 
merly communist  economies — Hun- 
gary, the  Czech  Republic,  Slovenia  and 
Estonia — plus  Cyprus  are  expected  to 
join  at  the  same  time. 

Some  Westerners  are  licking  their 
chops  at  the  prospect  of  chewing 
their  way  into  such  a  large  and  un- 
protected market.  But  Polish  compa- 
nies are  no  pushovers. 

Talk  to  Poland's  most  vigorous 
companies  and  their  leaders  tell  a  simi- 
lar story:  While  still  consolidating  their 
positions  at  home,  they  are  beginning 
to  venture  abroad.  "We  are  becoming 
more  and  more  prepared  for  the  Euro- 
pean and  U.S.  markets,"  says  Henryka 
Bochniarz,  head  of  the  Polish  Con- 
federation of  Private  Employers.  She 
says  that  the  Polish  economy  has  bene- 
fited from  a  virtuous  cycle  of  liberaliza- 
tion and  economic  growth.  The  re- 
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New  fizz:  Warsaw  is  big  on 


forms  in  Poland  began  earlier  than  else- 
where in  the  former  communist  bloc, 
were  more  ambitious  and  have  lasted 
longer. 

Key  to  understanding  the  eco- 
nomic development  of  Poland  is  the 
surge  of  pent-up  entrepreneurial  en- 


ergy released  when  the  Berlin  \ 
crumbled  in  1989.  Capitalism 
never  completely  suppressed  by 
Communists.  So  when  Marxism 
elbowed  aside,  Poland  saw  the  creai 
of  3  million  businesses  in  a  decade 
greater  number  per  capita  than  an 
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fhe  reforms  in  Poland  began  earlier,  were  more  ambitious 
md  have  lasted  longer.  Capitalism  was  never  completely 
oppressed.  GM  could  find  it  has  its  best  European  plant  there. 


►  l3y  fii  y  ri  u  jjj  b  ■■a' 


Poland  will  be  the  biggest  country  to 
join  the  EU  since  Britain  in  1973. 

 POPULATION  


Poland        Average  EU  member 


 GDP  IN  1999  

Poland  EU  average 

 GDP  PER  CAPITA1  

Poland  EU  average 


eighbors. 

Jnder  communism  Warsaw  was  a 
]  city,  even  by  Soviet  standards, 
ly  the  Polish  capital  looks  like  a 
tern  city  on  the  way  up:  beauti- 
'  dressed  young  people,  snazzy 
mrants  and  streets  clogged  with 
atest  cars.  The  Stalinist  Palace  of 
ure  that  scars  the  skyline  is  full — 
longer  of  apparatchiks  but  of 
nesspeople. 

"he  result  of  all  this  activity  is  the 
t  enterprising  economy  in  eastern 
>pe.  Poland's  real  GDP  has  grown 
lore  than  5%  a  year  since  1992.  It's 
>nly  country  in  either  eastern  Eu- 
or  the  former  Soviet  Union  whose 
omy  has  grown  by  more  than  25% 
:  1989. 

'oland  now  generates  $160  billion 
inual  output — only  $25  billion  less 
worn-out  Russia.  It  has  the  largest 
:al  market  in  eastern  Europe,  with 
:ompanies  valued  at  $25  billion,  or 
sixth  of  GDP.  (U.S.  stocks,  by  con- 
,  are  worth  double  our  GDP).  More 
gn  direct  investment  has  gone  to 
nd— $20  billion  since  1989— than 
ny  other  country  in  the  former 
munist  bloc. 

"hey  may  be  on  the  EU's  sidelines 
low,  but  already  Poland's  muscu- 
mtrepreneurs  are  beginning  to 
ure  abroad.  Take  Wojciech  Kos- 
va,  the  president  of  BRE  Bank.  He 
me  president  of  the  Polish  Devel- 
lent  Bank  at  the  age  of  29,  joined 
(49%-owned  by  Germany's  big 
imerzbank)  five  years  later  and 
me  its  chief  executive  in  1998.  BRE 
acquired  one  Polish  bank  and 
tegic  stakes  in  some  of  Poland's 
erest  companies.  Earlier  this  year 
became  the  first  bank  in  the 
imerzbank  axis  to  venture  into 
tria,  when  it  bought  a  51%  stake 
itermarket  Factoring  Bank,  Aus- 
s  largest  factoring  company. 


AVERAGE  ANNUAL  GROWTH  RATE 

 OF  GDP  1996-99  

Poland  EU  average 

'On  a  purchasing  power  parity  basis. 
Sources:  EBRD;  European  Commission;  OECD. 

Maria  Wisniewska,  the  president  of 
Bank  Pekao,  Poland's  largest,  also  has 
big  plans.  "Our  strategy  is  to  become  an 
important  player  in  central  and  eastern 
Europe,"  she  says.  It  is  buying  a 
Lithuanian  bank  and  is  eyeing  oppor- 
tunities in  Slovakia,  the  Czech  Repub- 
lic, Croatia  and  Bulgaria. 

Is  Polish  industry  advanced 
enough  to  export  to  western  Europe? 
Ask  General  Motors.  GM  began  mak- 
ing the  Agila,  a  four-passenger  mi- 
crovan,  in  March  in  a  new  $440  mil- 
lion plant  in  Gliwice  in  southern 
Poland.  Up  to  85%  of  the  annual  pro- 
duction of  125,000  vehicles  will  be 
sold  in  western  Europe.  Warren 
Browne,  the  managing  director  of  GM 
Poland,  is  delighted  with  the  perfor- 
mance of  the  2,500-strong  work 
force.  "If  they  hit  their  quality  targets 
this  year,  it'll  be  the  best  GM  plant  in 
Europe,"  he  says. 

After  including  Polish  investments 
by  the  European  subsidiaries  of  U.S. 
companies,  America  is  by  far  the  largest 
direct  investor  in  Poland.  That  is  the 


estimate  of  Tony  L.  Housh,  a  partner 
of  Millennium  Capital,  a  privately  held 
Polish  investment  group.  Among  the 
big  U.S.  investors  are  GM,  International 
Paper,  Citigroup,  PepsiCo,  Philip  Mor- 
ris, AIG,  Cargill  and  Lucent.  The  west- 
ern Europeans  are  no  laggards,  of 
course.  They  hold  leading  positions  in 
Poland's  financial  services  and  retail- 
ing sectors  and  own  strategic  stakes  in 
TPSA,  the  government  telco,  and  LOT, 
the  government-owned  airline. 

Poland  has  seen  nine  prime  min- 
isters and  eight  finance  ministers  in  1 1 
years,  yet  the  economy  has  consis- 
tently forged  ahead.  The  firmest  indi- 
cation of  Poland's  growing  political 
maturity  came  in  June  with  the  resig- 
nation of  Leszek  Balcerowicz,  the  fi- 
nance minister  and  renowned  eco- 
nomic reformer.  On  the  day  he 
resigned  the  zloty  hardly  budged,  and 
the  Warsaw  Stock  Exchange  index  fell 
by  an  unexceptional  3.7%. 

The  withdrawal  of  Balcerowicz 
and  his  Freedom  Union  from  the  cen- 
ter-right coalition  could  lead  to  par- 
liamentary elections  within  six 
months.  As  a  result  the  former  Com- 
munist Party  could  return  to  power. 
Yet  Polish  businesspeople  generally 
agree  that  markets,  not  ideology  and 
rhetoric,  shape  policy.  Even  if  left- 
wingers  control  both  the  presidency 
(the  left-wing  incumbent,  Aleksander 
Kwasniewski  won  by  a  large  margin  in 
the  Oct.  8  election)  and  parliament, 
the  privatization  program,  now  nearly 
completed,  is  expected  to  continue. 
Many  predict  that  even  with  leftists  in 
power  corporate  tax  rates  will  con- 
tinue to  fall.  Poland  needs  capital. 

When  at  last  Poland  joins  the  EU, 
the  process  of  maturation  will  speed 
up.  Its  admission  to  the  big  European 
club  will  be  hailed  as  one  of  the  greatest 
triumphs  of  capitalism  since  the  fall  of 
the  Berlin  Wall.  F 
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All  in  the 
Family 

Outside  shareholders 
could  use  a  cold  one 
after  the  Coors  family 
bungled  a  speculative 
play  in  the  packaging 
business. 


BY  JOHN  GORHAM 

THE  CONSERVATIVE  COLORADO 
Coors  family  is  as  proud  of  its 
clean  balance  sheets  as  it  is  of  the 
sparkling  Rocky  Mountain  water  in  its 
beer.  Founder  Adolph  Coors  swore  off 
borrowing  after  he  had  to  beg  his 
bankers  for  more  loans  when  an  1894 
flood  damaged  his  Golden  brewery.  It 
would  be  almost  a  century  before  the 
family  borrowed  again. 

The  old  man  must  be  turning  in  his 
grave.  The  problem  isn't  with  the 
namesake  brewer,  which  boasts  a  parsi- 
monious 10%  debt-to-capitalization 
ratio.  The  trouble  is  with  a  lesser- 
known  spinoff  called  Graphic  Packag- 
ing International,  an  $831  million 
( 1999  sales)  maker  of  paper 
packages  for  everything 
from  Hamburger  Helper  to 
Marlboro  cigarettes. 

Under  Adolph's  great- 
grandson  Jeffrey,  Graphic 
did  something  very  un- 
Coors-like.  It  acquired  a 
competitor — and  hocked 
itself  up  to  the  eyeballs  to 
pay  for  the  deal.  Long-term  debt  has 
tripled  since  1999  to  $615  million. 

Would  that  Jeffrey  had  heeded 
great-granddad.  The  purchase  pushed 
Graphic  to  the  brink  of  default,  and  the 
company  had  to  be  bailed  out  by  a  fam- 
ily trust.  The  bailout  was  little  comfort 
to  Graphic's  outside  shareholders,  who 
could  be  heavily  diluted  in  the  deal.  The 


stock  has  plunged  84%  from  its  52- 
week  high  to  $1.75. 

Graphic  started  out  making  cartons 
for  the  family's  beloved  brew  and  later 
expanded  into  consumer'  products 
packaging.  In  1992  the  carton  business, 
along  with  some  other  nonbeer  busi- 
nesses, was  spun  off  as  ACX  Technolo- 
gies, with  Jeffrey,  now  55,  and  brother 
Joseph  Jr.  as  co-chief  executives.  Jeffrey 
soon  began  slimming  down  the  ACX 
hodgepodge.  He  sold  off  some  busi- 
nesses, wrote  off  a  plastics  venture  and 
spun  off  an  industrial  ceramics  unit 
into  a  separate  public  company. 

Then  he  went  shopping.  In  August 
1999  he  spent  $830  million  on  Fort 
James  Corp.'s  folding-carton  unit,  fig- 
uring that  the  newly  named  Graphic 
Packaging  needed  to  get  bigger  to  com- 
pete in  the  $8  billion  U.S.  folding-car- 
ton business.  He  overpaid.  The  price 
came  to  seven  times  operating  income 
(net  before  depreciation,  interest  and 
taxes),  50%  more  than  what  companies 
in  the  cyclical  packaging  business  cur- 
rently trade  at. 

After  paying  down  some  of  the 
short-term  debt  that  financed  the  pur- 
chase, Graphic  still  owed  the  banks  $169 
million  on  a  one-year  note.  A  plan  to 
sell  a  paperboard  recycling  plant  ac- 
quired in  the  deal  fell  through.  With  the 
one-year  deadline  fast  approaching,  and 
lenders  unwilling  to  bail  Graphic 
out,  Jeffrey  turned  to  his  fam- 


The  purchase 
pushed  Graphic 
Packaging  to  the 
brink  of  default. 


ily.  Enter  the  Grover 
C.    Coors  Trust, 
which  owns  9.5%  of 
Graphic's  stock  and 
11%  of  the  beer 
company.  The  trust 
invested  $100  mil- 
lion   in  Graphic 
convertible  pre- 
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ferred  stock  with  a  10%  coupon.  Pu 
shareholders  weren't  allowed  to  vot< 
the  issue  or  invest  in  it  because  of  "t 
constraints."  Graphic  then  paid  off 
million  of  the  bank  note,  with  the 
ance  of  the  loan  deferred  until  next  y 
in  exchange  for  a  higher  interest  raW 
In  addition  to  the  fat,  junk-bo| 
like  coupon,  the  Coors  trust  got  \) 
nice  conversion  terms.  Each  $100  j 
ferred  share  can  be  converted  intq 
shares  of  Graphic  common  that  wj 
worth  $1.65  at  the  time  the  bailout 
completed.  If  the  trust  ever  convel 
the  Coors  family  will  pick  up  an  ac 
tional  48  million  shares,  boosting 
ownership  to  80%  from  47%,  but  di 
ing  everyone  else's. 

"This  was  a  high-risk  transact 
shared  equally  by  the  Coors  family ; 
the  public  shareholders.  But  if  there 
any  rewards  in  this  transaction, 
lion's  share  will  go  to  the  family,"  gri 
Benjamin  Nahum,  a  portfolio  mana 
at  David  J.  Greene  &  Co.,  which  o\| 
1  million  Graphic  shares. 

Where  did  the  trust  get  the  cai 
From  a  temporary  loan.  Adolph  wol 
wince  if  he  could  see  this,  but  to  rej 
the  loan  the  trust  plans  to  sell  2.4  mill 
of  its  Coors  Class  B  nonvoting  sha 
meanwhile,  other  family  trusts  will 
another  1 .6  million  Coors  shares  to ' 
versify"  their  holdings,  releasing  a  tc 
of  10%  of  the  company  onto  the  m 
ket.  The  Coors  family  hasn't  a 
this  much  equity  since  the  co 
pany  went  public  in  1973. 

Despite  the  rescue,  the  o 
look  for  Graphic  is  grim.  Tj 
company  lost  $9  million 
revenue  of  $798  it 
lion  in  the  last  n 
months.  It 
cently  unload 
its  corporate 
to  save  mom 
"We  are  still 
a  bit  of  a  leai 
ing  curve 
frey  apologia 
in   the  thii 
quarter  anal 
conference  c 
Guess  so. 
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It  started  just  about  when  the  world's  capitalists  were 
congratulating  themselves  on  the  defeat  of 
mmunism:  a  new  wave  of  anticorporate  populism. 

What  happened  to  tobacco  companies,  what  is 
ppening  to  genetic  engineering  companies,  is 

beginning  to  happen  to  the  drug  industry. 

THE  EFFECTS  COULD  BE  DEVASTATING. 


BY  ROBERT  LENZNER  AND  TOM  AS  KELLNER 


■■■■■■■jl 
HE  NEW  ENE? 


NEW  ENEMY  OF  THE  FREE  MARKET  HAS  A  FACE  A 
lot  like  Katika  Kiihnreich's — freckled  and  delicate,  with 
red  hair  pulled  back  in  a  ponytail.  This  19-year-old  stu- 
dent of  martial  arts  from  Cologne,  Germany  came  to 
the  Czech  Republic  recently — one  of  perhaps  10,000 
like-minded  comrades — to  cause  havoc  in  its  beautiful 
capital,  Prague.  More  specifically,  to  break  up  the  latest 
meeting  of  the  World  Bank  and  International  Mone- 
tary Fund.  "The  root  of  profit  is  in  the  exploitation  of 
the  working  class,"  says  Kiihnreich,  her  jacket  sleeves 
rolled  down  to  reveal  her  mantra  in  black  block  letters, 
Kapitalism  Kills,  Kill  Kapitalism. 

Half  a  world  away,  in  Bombay,  India,  the  biggest 
threat  to  capitalism  isn't  an  anarchist.  It's  a  64-year-old 
entrepreneur  named  Yusuf  Hamied,  who  is  undermin- 

Backlash:  Anticapitalist  protests  in  Prague  turned  violent. 


ing  the  pharmaceutical  industry  by  selling  knockoffs  of 
patented  drugs  for  one-tenth  the  price  or  less. 

There  is  palpable  rage  on  the  streets  of  Montpelier, 
Vt.  Not  from  kids  with  dreadlocks  and  eyebrow 
rings — but  from  retirees  who  are  so  fed  up  with  the 
high  cost  of  prescription  drugs  that  they're  boarding 
buses  to  Canada,  where  they  can  buy  their  medicines 
more  cheaply.  The  same  act  of  fiscal  disobedience  is  re- 
peated by  elderly  Arizonans,  who  spend  three  hours  on 
buses  to  Mexico,  where  they  can  save  hundreds  of  dol- 
lars on  their  monthly  prescription  bills. 

What's  going  on  here? 

Anticapitalist  demonstrations  have  always  been  a 
part  of  life  in  this  country.  But,  until  recently,  they've 
been  pretty  much  confined  to  college  campuses,  where 
such  protests  are  a  perennial  rite  of  passage.  These 
days,  though,  resentment  against  U.S.  corporations, 
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Trustbuster:  Riding  a  wave  of  populism,  President  Theodore  Roosevelt 
tamed  or  broke  up  monopolies  starting  with  J.R  Morgan's  Northern 
Securities  Co.,  moving  on  to  John  D.  Rockefeller's  Standard  Oil  and  James 
B.  Duke's  tobacco  interests— all  during  his  first  Administration. 


manufacturing  costs.  It  is  extremely  hard  for  a 
politician  on  either  side  of  the  aisle  to  explain  this  p 
discrimination  as  good  for  his  constituents. 

The  importation  bill,  although  somewhat  limj 
in  its  scope,  is  probably  just  the  opening  wedge.  It  < 
$100  a  month  in  this  country  for  a  lifesaving  dosj 
cancer-fighting  tamoxifen,  $1,200  a  month  for  A 
drugs,  $329  for  the  world's  most  popular  d^ 
Prilosec,  which  treats  ulcers.  Social  Security  pays  ani 
erage  $804  a  month.  The  U.S.  drug  industry  has  ifl 
$26.5  billion  in  profit  over  the  past  12  months.  Ad 
up:  The  drug  companies  are  inevitable  prey  for  a 
capitalist  legislation. 

Why  now?  At  first  the  timing  seems  implausi 
Employment  is  high,  half  the  country  owns  stocks 
capitalists  are  still  savoring  their  triumph  over  cd 
munism.  But  if  the  past  two  decades  have  witness 
surge  in  prosperity  for  corporations,  they  have  alsd 
the  stage  for  the  inevitable  backlash.  If  profits  are  hj 
then  we  can  afford  to  take  corporations  down  a  pei 
two,  is  the  implicit  logic  of  the  populist  movement 
time — just  as  it  was  nearly  100  years  ago,  when  Prj 
dent  Theodore  Roosevelt  went  after  the  naticj 
biggest  monopolies. 

Think  of  what  has  happened  in  the  past  half-da 
years.  Tobacco  companies  have  gone  from  victon 
the  courtroom  to  a  $246  billion  settlement.  Antitjj 
prosecutors  on  both  sides  of  the  Atlantic  are  treated 


Why  now?  If  profits  are  high,  then  we  can  afford  to 

TAKE  CORPORATIONS  DOWN  A  PEG  OR  TV^ 

— that's  the  implicit  logic  of  the  populist  movement. 


and  the  drug  industry  in  particular,  has  boiled  over 
into  the  American  mainstream.  The  drug  industry's 
prices  are  high,  its  profit  margins  are  fat.  Those  profits 
are  at  risk. 

We're  not  talking  about  fringe  politicians  or 
Naderites  as  the  enemies  of  profits.  We're  talking 
about  Republicans.  Two  hundred  and  ten  of  them 
voted  for  H.R.  4461  or  its  Senate  counterpart,  S.  2520. 
This  is  the  bill  that  will,  over  the  dead  bodies  of  the 
pharmaceutical  industry  lobbyists,  allow  wholesalers 
to  import  drugs  from  abroad,  so  that  American  con- 
sumers can  get  the  benefit  of  discounted  prices 
charged  elsewhere. 

The  bill  was  signed  in  early  November  by  President 
Clinton.  It  will  turn  the  pricing  structure  of  the  drug 
industry  on  its  head.  Right  now  pharmaceutical 
houses  recoup  their  billion-dollar  research  outlays 
from  U.S.  customers,  while  letting  customers  else- 
where in  the  world  pay  a  much  smaller  margin  over 


heroes.  Oil  drillers,  perennial  targets  of  protesters  I 
box,  p.  164),  look  like  bad  guys  again,  with  their  pri 
tripling  in  two  years.  The  agricultural  biotech  indua 
went  from  smugness  for  its  scientific  accomplishme 
to  a  rout  in  the  field  of  public  opinion. 

A  few  years  ago  biotech  companies  dismissed  til 
enemies  as  Greenpeacers  and  Luddites.  Not  any  mc 
Now  there's  a  widely  supported  moratorium  on  a 
imports  of  genetically  modified  foods  in  Europe  ani 
very  similar  sentiment  running  through  the  middle 
America.  Protesters  certainly  caught  Monsanto 
footed,  lopping  $8.6  billion  off  its  market  value, 
weakening  the  company  it  was  forced  into  a  shotg 
marriage  with  Pharmacia.  The  attack  on  Monsant 
seeds,  coupled  with  the  recent  store-shelf  panic  oi 
unapproved  corn,  probably  set  back  crop  biotechn 
ogy  a  decade. 

Today,  Monsanto;  tomorrow,  Merck.  "Your  h< 
days  are  over,  that's  what  I  tell  the  drug  companie 
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POWER  WITHOUT  FIREBOMBS 


me  advocacy  groups,  Oxfam 
iternational  among  them,  would 
ither  duke  it  out  in  the  conference 
)om  than  on  the  streets.  The  Oxford, 
ngland-based  organization,  with  II 
hapters  and  45,000  members  world- 
ide,  has  had  a  lot  of  practice  sitting 
own  with  "the  enemy"  and  finding 
ommon  ground.  "Oxfam's  point  of 
ew  isn't  that  globalization  is  bad  per 
3,"  explains  Harm-Jan  Fricke,  man- 
ger of  campaigns  for  Oxfam  Great 
ritain.  "We  don't  want  to  get  rid  of 
ie  World  Bank  or  the  IMF,  because  if 
au  didn't  have  them  the  situation 
ould  be  a  heck  of  a  lot  worse." 

In  fact,  Oxfam  America  set  up  a 
Washington,  D.C.  office  in  1995  to 
bby  the  World  Bank.  It  was  instru- 
ental  in  convincing  Bank  members 
)  authorize  $50  billion  last  year  in 
3bt  relief  to  the  world's  poorest  coun- 
ies.  This  year  Oxfam  was  invited  to 
Dntribute  to  the  Bank's  report  on 
orld  development. 

Oxfam  has  been  around  for  58 
jars,  focused  mainly  on  alleviating 
Dverty  and  aiding  education  in  un- 
srdeveloped  countries.  Last  year  it 
jent  $334  million  on  such  projects— 
icluding  $100,000  on  microcredit 
id  savings  programs  for  Vietnamese 
omen,  $25,000  to  build  primary 
:hools  in  China's  Sichuan  province 
id  $40,000  in  Cambodia  to  shore  up 
llage  banks. 

In  Prague  Oxfam  chiefs  met  with 
ank  bureaucrats  to  talk  about  debt  re- 
st, indigence  and  illiteracy.  Oxfam 
embers  also  danced  in  the  streets  of 
ie  city's  Old  Town  carrying  placards  of 
ipoverished  children.  But  Phil  S. 
/vyford,  Oxfam's  global  advocacy  di- 
ictor,  was  quick  to  denounce  the 
>rute  force"  unleashed  by  radical  pro- 
bers. 

Oxfam  clearly  would  rather  pitch 
tan  fight.  Its  high-profile  backers  in- 
ude  Amartya  Sen,  winner  of  the  1998 


Nobel  Prize  in  Economics,  and  the 
rock  group  Pearl  Jam,  which  donated 
$2  million  from  the  sales  of  its  benefit 
album. 

Oxfam  America  is  a  particularly 
deft  fundraiser.  Last  year  it  separated 


$24  million  from  outfits  like  the  Ford 
and  W.K.  Kellogg  foundations,  as  well 
as  from  J. P.  Morgan,  the  Calvert 
Group  and,  yes,  even  AES  Shady 
Point— a  unit  of  Applied  Energy  Ser- 
vices that  has  drawn  the  ire  of  envi- 
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Uwe  Reinhardt,  a  medical  economist  at  Princeton 
versity.  "I  think  their  18%  rate  of  return  on  assets 
be  pushed  to  a  more  normal  level.  Just  watch  the 
ghter." 

Some  of  that  slaughter,  paradoxically,  will  be  self- 
icted.  Drug  companies  face  an  excruciating 
tnma,  where  doing  the  right  thing  may  result  in 
lg  themselves  irremediable  harm.  Price  discrimi- 
on  makes  economic  sense  for  a  product  that  has  a 
s  fixed  cost  (namely,  the  R&D  that  found  it)  and  a 
11  marginal  cost  (the  cost  of  pillmaking).  You 
•ge  full  price  to  a  base  of  prosperous  customers 
2  enough  to  cover  the  R&D  (40%  of  whose  budgets 
paid  for  by  the  National  Institutes  of  Health,  tax- 
;r  funded),  then  get  whatever  you  can  from  poorer 
omers.  It's  also  good  public  relations,  if  only  for  a 
e.  If  AIDS-fighting  proteases  cost  $14,000  a  year  in 
J.S.  but  something  close  to  manufacturing  costs — 

00  a  year — in  Africa,  that  could  be  seen  as  a  hu- 
litarian  gesture. 

3ut  at  some  point  uninsured,  unprosperous  pa- 
is in  the  U.S.  want  to  receive  the  humanitarian  rate. 
:e  you  start  making  lifesaving  drugs  available  at 
?r  cost  to  the  world's  poorest  people — or  to  65- 
-olds  in  the  U.S. — you  have  to  explain  why  you 
lot  deliver  the  product  at  a  uniformly  low  price  to 
yone.  Here  come  price  controls.  There  goes  the 

1  budget. 


they  can  be  made  available  to  the  Third  World. 

Then  came  Medecins  Sans  Frontieres  (Doctors 
Without  Borders),  a  humanitarian  organization  that 
wants  drugs  widely  available  to  the  poor  at  little  or  no 
cost.  MSF  is  not  a  radical  organization.  Its  American 
chapter  gets  $17  million  a  year  in  funding  from  U.S. 
donors,  and  it  won  the  1999  Nobel  Peace  prize  for 
helping  out  victims  of  human  and  natural  catastro- 
phes, as  well  as  for  documenting  massacres  in  places 
like  Rwanda  and  Bosnia.  Why  shouldn't  it  get  cheap 
drugs  if  that's  what  it  takes  to  save  lives?  "We  have 
2,000  volunteer  doctors  in  the  field,"  says  Joelle  Tan- 
guy,  executive  director  of  MSF.  "But  they  don't  have 
sufficient  supplies  of  the  drugs  required." 

Big  pharma  can't  move  fast  enough  to  defend  it- 
self in  the  court  of  public  opinion.  Bristol-Myers 
made  a  $100  million  gift  for  clinics  and  research  to 
help  stop  the  spread  of  AIDS  in  southern  Africa.  Pfizer 
has  offered  to  provide  Diflucan — which  treats  a 
deadly  form  of  meningitis  that  often  attacks  AIDS  vic- 
tims and  costs  $10  a  pill  in  the  U.S. — free  to  South 
Africans  for  two  years. 

Selective  discounting  isn't  a  death  blow  to  a  phar- 
maceutical company.  Glaxo  Wellcome's  Combivir,  a 
patented  AZT  combination  that  lists  at  $8  a  pill  (a  day's 
supply)  in  the  U.S.,  is  being  offered  for  between  70 
cents  and  90  cents  in  the  Third  World.  That  open-end 
commitment  is  a  "sustainable"  price,  says  lames 


Even  House  Majority  Leader  Dick  Armey,  once  opposed  to 

JNDERMINING  THE  DRUG  INDUSTRY'S  PRICES, 

decided  he  couldn't  hold  back  the  populist  tide. 


rhe  ten  largest  pharmaceutical  companies  in  the 
have  had  collective  sales  of  $179  billion  over  the 
12  months  and  collective  gross  profit  (excess  of 
i  over  manufacturing  costs)  of  $121  billion.  It's 
$121  billion  in  gross  profit  that  is  in  play  if  the  in- 
ry  becomes  subject  to  price  controls,  threatening 
keting  budgets,  as  well  as  R&D  (a  collective  $20.5 
an)  and  pretax  income  ($40  billion), 
rhe  popular  revolt  against  the  pharmaceutical 
ipanies  began  with  protesters.  One  was  Act  Up 
>S  Coalition  to  Unleash  Power),  a  group  that  wants 
rdable  treatment  in  the  U.S.  and  to  make  AIDS 
*s  available  at  a  fraction  of  that  price  to  Africans, 
t  was  Ralph  Nader's  Consumer  Project  on  Tech- 
)gy,  a  five-year-old  organization  that  has  lobbied 
\TIH  to  release  U.S.  government-supported  medical 
ntions  to  the  World  Health  Organization  so  that 

;  threat  to  the  drug  industry:  India's  Yusuf  Hamied. 


Cochrane,  Glaxo  executive  director,  and  shouldn't 
shave  too  much  off  the  $1.5  billion  a  year  the  company 
gets  from  AIDS  drugs. 

But  what  happens  when  Americans  aren't  willing 
to  pay  $8?  You  get  a  drug  reimportation  bill,  known  as 
the  Medicine  Equity  8c  Drug  Safety  Act  of  2000. 

The  high  cost  of  prescription  drugs  so  dominated 
the  election  season  that  politicos  from  both  sides  were 
tripping  over  each  other  to  appear  more  solicitous  to 
the  elderly.  "I'm  not  waiting  for  the  drug  companies  to 
come  to  the  table  before  acting,"  says  Republican  Sen- 
ator James  Jeffords  of  Vermont,  who  pushed  the  bill 
through  the  Senate.  And  even  House  Majority  Leader 
Dick  Armey,  once  immovably  opposed  to  undermin- 
ing the  drug  industry's  price  structure,  decided  he 
couldn't  hold  back  the  populist  tide  and  collected  sup- 
port for  the  bill. 

Drug  companies  hate  the  reimportation  bill — 
which  amounts  to  price  controls.  The  pharmaceuticals 
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the  faster  you 
send  them  away, 
the  quicker  f 
they  come  back. 


in  the  old  economy,  the  more  time  you  spent  with  your  customers  the  more 
loyal  they  became,  in  the  surge  economy,  long-term  customers  demand 
short-term  transactions,  which  is  why  intel"  internet  and  communications 
products  are  your  best  ally  for  keeping  customers  coming  back  online 
instead  of  waiting  in  one.  inter*  netstructure products  and  services  help 
speed  traffic  through  your  e-business,  click-tc-talk  enabled  technology 
connects  online  buyers  to  customer  service  personnel  around  the  clock, 
so  accelerate  your  entire  e-business  with  internet  and  communications 
technology  from  intel.  because  in  the  surge  economy,  good  things  come 
to  those  who  rush,  (solutions  for  the  surge  economy  -»  intel.com/go/ebiz  j 


argue,  among  other  things,  that  consumers  won't  re- 
ally save  that  much,  given  the  costs  of  repackaging  the 
pills  from  blister  packs  to  vials  and  the  extra  U.S. 
health  inspectors  who  will  have  to  examine  the  im- 
ported medicines. 

The  real  objection,  of  course,  is  the  prodigious 
threat  to  profits.  AstraZeneca,  for  example,  pulled 


down  $573  million  last  year  from  tamoxifen,  I 
most  widely  prescribed  breast  cancer  drug  aroui 
which  has  to  be  taken  for  up  to  five  years.  A  thr 
month  supply  (180  pills)  costs  $298  in  the  U.S. 
but  only  $26  in  Canada.  Eli  Lilly's  antidepresss 
Prozac  throws  off  $2.6  billion  in  annual  sales,  reti 
ing  at  $1 15  for  45  capsules  in  the  U.S.,  and  $35  noi 


DAMNED  IF  YOU  DC 

Is  there  any  way  for  a  powerful  multinational  to  operate  in  tl" 
Third  World  without  being  branded  a  wicked  imperialist?  Roy; 
Dutch/Shell's  experience  in  Africa  provides  some  sobering  lesson: 

BY    MICHAEL  MAIELI 


Rebel:  Max  Oko  has  led  guerrilla-like  raids  against  Shell. 


N  THE  NIGER  DELTA— THE  SWAMPLAND  THAT 
sits  atop  Nigeria's  20  billion  barrels  of  oil 
reserves— the  gold-and-red  emblem  of 
Royal  Dutch/Shell  is  a  sign  of  the  devil. 
Locals  accuse  the  oil  company  of  ravaging 
the  environment  and  destroying  the 
hunter-gatherer  economies  that  predomi- 
nated even  20  years  ago.  The  truth  isn't 
so  simple,  but  perceptions  have  created 
real  dangers  for  Shell,  its  $14.3  billion  in 
assets  and  its  3,700  Nigerian  employees. 
Also  at  risk:  whatever  prosperity  oil  might 
bring  to  this  poverty-stricken  country. 

Small  groups  have  used  military-style 
tactics  to  shut  down  Shell.  Maxwell  Oko, 
a  28-year-old  with  a  degree  in  architec- 
ture from  Nigeria's  University  of  Port  Har- 
court,  leads  the  3,000  members  of  the 
militant  Elimotu  Youth  Movement.  In  De- 
cember 1998  he  and  nine  comrades 
raided  one  of  Shell's  flow  stations  in  Kolo 
Creek,  about  an  hour  outside  of  Port  Har- 
court,  the  hub  city  of  the  Delta  oil  indus- 
try. Before  dawn,  the  raiding  party  en- 
tered the  control  room  and  disabled  the 
station's  computers,  which  automatically 
closed  the  flow  station.  The  three  secu- 
rity guards,  members  of  the  Nigerian  mil- 
itary who  were  caught  flat-footed,  didn't 
rise  to  the  provocation.  "If  they  shoot  one 
or  shoot  two,  well— how  many  do  they 
want  to  kill?"  says  Oko. 

Shell  could  have  reactivated  the  flow 
station,  but  waited  nine  months  because 
it  feared  reprisals  to  its  workers.  There 
were  22  shutdowns  this  year.  That  and 


other  acts  of  piracy,  hostage  taking  and 
sabotage  have  cut  Shell's  Nigerian  oil 
output  by  5%,  or  10  million  barrels  so  far 
this  year. 

Ever  since  oil  was  discovered  near  the 
village  of  Otuegwe  in  1956,  the  company 
has  made  pacts  with  various  military  dic- 
tatorships of  increasing  brutality  and  cor- 
ruption. Not  least  of  its  concessions  is  a 
generous  split  of  the  loot.  The  Nigerian  gov- 
ernment owns  55%  of  the  Shell  Petroleum 
Development  Corp.,  Shell  only  30%,  which 
netted  it  about  $200  million  last  year. 

The  problem  is  that  Shell  has  been 
caught  in  the  middle  of  a  struggle  be- 
tween 16  million  tribesmen  in  the  south- 
east, where  it  operates,  and  the  108  mil- 
lion people  living  in  the  rest  of  Nigeria. 


The  majority  are  members  of  the  Igt 
Yoruba  and  Hausa-Fulani  tribes,  whi 
dominate  federal  politics  and  control  t 
flow  of  oil  profits.  Oil  provides  80%  oft 
federal  government's  budget.  The  peor. 
in  the  southeast  feel  shortchanged  ai 
blame  Shell. 

Oko  believes  that  tribes  like  the  Ija 
Ogoni  and  Ikwerre  own  the  oil  benea 
the  ground  and  should  share  in  i 
wealth.  He  is  angry  that  Shell  doesn't  er 
ploy  many  young  workers  from  the  are 
that  it  has  spilled  oil  among  mangrov 
and  has  ignited  at  least  87  gas  flares  th 
light  up  the  night  sky  and  can  be  hea 
for  miles  around,  disturbing  villagers  ai 
scaring  animals.  Over  the  years  civil  di 
obedience  became  orga-  continued 
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Once  you  experience  high-speed  Intel 
you  won't  want  to  live  without  it. 


Everyone  wants  a  faster  Internet  connection.  As  the  world's  leading  supplier  of  DSL  solutions,  we  create  technology 
that  supercharges  the  Internet  for  you.  Our  technological  leadership  has  made  us  number  one  in  the  market,  with  more 
lines  sold  than  all  other  DSL  suppliers  combined.  Alcatel  has  the  vision  and  range  of  products  for  your  Internet 
world.  Alcatel,  world  leader  in  DSL  solutions. 


ARCHITECTS  OF  AN  INTERNET  WORLD 


CORPORATE  SABOTEURS 


of  the  49th  parallel. 

How  bad  a  hit  to  the  drug  business  is  anyone's 
guess  at  this  stage.  Constantine  L.  Clemente,  Pfizer's 
executive  vice  president  for  corporate  affairs,  says 
that  in  the  worst  case,  his  company  could  lose  10%  to 
20%  of  its  U.S.  sales,  projected  at  $14  billion  next 
year.  "These  are  uncharted  waters;"  he  says.  "We 


could  be  hurt." 

Expect  another  blow  to  the  pharmaceutical  indi 
try  early  next  year.  In  March  Congress  will  hold  he. 
ings  on  whether  to  reduce  the  length  of  monop< 
protection  from  20  years  to  maybe  10. 

Spearheading  the  effort  in  this  country  will 
American  consumer  groups — and  health  maintenai 


Old  scars:  Chief  Isaac  Osaro  of  the 
Ejama-Ebubu  village  at  a  33-year- 
old  oil  spill  from  a  Shell  flow 
station.  Shell  blames  the  spill  on 
the  Biafran  civil  war. 
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nized,  mainly  through  environmental  and 
human  rights  groups. 

Their  most  famous  champion  was  Ken 
Saro-Wiwa,  author,  playwright  and  leader 
of  the  Movement  for  the  Survival  of  the 
Ogoni  People.  In  1993  he  staged  massive 
protests  against  Shell,  forcing  it  to  cease 
operations  in  Ogoni.  That  brought  interna- 
tional attention  to  the  region— and  caught 
the  attention  of  General  Sani  Abacha,  who 
had  just  seized  power  in  a  bloodless  coup 
against  an  interim  president  and  was 
looking  for  a  way  to  wipe  out  dissidents. 
He  found  one  in  1994,  when  five  Ogoni 
chiefs  were  murdered.  Saro-Wiwa  was  ar- 
rested along  with  eight  others,  found 
guilty  of  trumped-up  charges  of  inciting 
the  violence  and  sentenced  to  death  in 
November  1995. 

Pleas  and  threats  by  world  leaders 
couldn't  save  Saro-Wiwa.  After  he  was 
hanged,  many  Nigerians  were  furious  that 
Shell  didn't  put  more  pressure  on  Abacha. 


"We  are  accused  by  people  who  felt 
we  should  have  been  more  high- 
.  -  -  profile,"  says  Emeka  Achebe,  a 
Nigerian  who  advises  Shell.  "But  the 
*  fcfcA  collective  efforts  by  all  sides  didn't 
„,  |  stop  him  from  being  executed." 
w  Still,  the  backlash  was  imme- 

diate.  The  Sierra  Club  urged  its 
650,000  members  to  boycott 
Shell's  products,  a  protest  that 
continues.  And  relations  in  Nigeria 
only  got  worse.  In  1998  Ijaw  from 
500  villages  met  in  Kaiama  to  de- 
mand that  all  oil  on  Ijaw  land  be 
declared  tribal  property,  and  that 
the  military  withdraw  from  it. 
Nigerian  soldiers  attacked,  killing 
more  than  200  demonstrators,  says  Felix 
Tuodolo,  president  of  the  Ijaw  Youth 
Council.  Again,  Shell  was  identified  with 
the  vicious  troops  guarding  its  outposts. 

All  this  has  made  a  hash  of  Shell's  ef- 
forts to  become  a  better  corporate  citizen. 
"We  have  learned  how  important  it  is  to 
gain  acceptance  in  the  minds  and  hearts 
of  people,"  said  Heinz  Rothermund,  man- 
aging director  of  Shell  EP  International,  in 
a  recent  speech  at  an  oil  and  gas  confer- 
ence on  Nigerian  investment. 

Last  year  Shell  spent  $52  million  on 
hospitals,  roads  and  schools  in  the  region; 
that  total  will  rise  to  an  estimated  $60  mil- 
lion in  2000.  It  has  hired  Ngozi  Amah,  a 
veteran  of  the  Ford  Foundation's  West 
Africa  office  and  the  World  Bank— where 
she  worked  in  community  development— 
to  find  local  organizations  that  are  work- 
ing to  better  people's  lives  but  don't  have 
an  anticapitalist  agenda  on  the  side. 
Even  when  Shell  is  giving  money 


away,  it  has  a  hard  time  finding  partners 
for  community  development,  since  many 
worry  about  associating  with  Shell.  Az- 
ibaola  Robert,  a  31-year-old  environmen- 
tal and  human  rights  attorney,  is  the  pres- 
ident of  the  Niger  Delta  Human  & 
Environmental  Rescue  Organization, 
which  offers  free  legal  counsel  to  locals 
and  documents  oil  spills  and  police  brutal- 
ity. Shell  offered  him  $25,000.  "We  could 
use  the  money  and  accepting  the  offer 
would  further  our  image  as  a  neutral  orga- 
nization," he  says.  "But  a  lot  of  people  we 
work  with  wouldn't  trust  us  if  we  did." 

Public  works  projects,  like  Shell's 
promise  to  bury  its  3,700-mile-long  net- 
work of  aboveground  oil  pipes,  simply 
bring  derision.  Pipe  corrosion  caused  48 
of  319  oil  spills  in  1999.  Shell  says  that  159 
spills  were  due  to  sabotage.  "They  don't 
have  to  pay  for  cleanup  if  it's  sabotage," 
says  attorney  Robert.  "They  always  claim 
sabotage.  But  no  one  is  ever  caught  or 
tried  for  sabotage  in  the  courts." 

And  then  there  are  the  constant  re- 
minders of  costly  old  errors— like  the  oil 
spill  near  an  Ogoni  village  called  Ejama- 
Ebubu,  home  of  the  late  Saro-Wiwa.  It  was 
caused,  Shell  says,  by  the  retreating  Bi- 
afran rebel  army  during  the  1967-70  civil 
war.  Shell's  cleanup  efforts,  which  ended 
when  it  left  Ogoni  land  in  1993,  reduced 
the  affected  area  from  2.5  acres  to  0.14 
acres.  In  June,  nine  years  after  the  initial 
suit,  a  Nigerian  High  Court  in  Port  Har- 
court  ordered  Shell  to  pay  $40  million  to 
the  village.  The  company  has  appealed. 

Elsewhere  in  the  Delta,  Shell  is  ex- 
panding, planning  to  increase  production 
from  800,000  barrels  a  day  to  2  million 
by  2005.  It  will  get  no  peace  from  advo- 
cacy groups  like  the  Ijaw  Youth  Council. 
"We  are  ready  to  make  more  sacrifices" 
to  win  back  the  land,  says  Tuodolo.  "Wei 
are  willing  to  die."  F 
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business  in  the  Internet  Age  is  a  loving, 
urturing,  non- competitive  environment. 


Yeah,  right.  What  battlefield  are  you  on? 


Is  your  business  combat-ready  with 
eLearning  to  succeed  in  the  age  of  the  Internet? 


Let's  face  it,  business  is  a  battlefield. 
And  the  war  of  business  requires 
having  the  right  information  at  the 
right  time  to  stay  ahead  of  the 
competition  and  deliver  impact  to 
the  bottom-line.  Docent  Inc.'s 
Knowledge  Exchange  Platform  is  rapidly 
becoming  the  business-critical  application 
that  thrusts  companies  forward  through 
the   effective   application  of  knowledge. 


Over  100  companies  have  achieved 
their  business  goals  by  using 
Docent's  award-winning  applica- 
tions for  eLearning  to  launch  new 
products  quickly  and  efficiently, 
bring  new  sales  people  up  to  speed, 
and  increase  customer  satisfaction.  Choose  your 
business  arsenal  wisely  and  choose  Docent!  Call 
us  today  at  1-888-DOCENT5,  1-650-934-9500 
or  email  us  today  at  info(a  docent.com. 


www.docent.com 
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FAT  CORPORATE  TARGETS 


41.0% 


Have  American  companies  set  themselves  up  for  a 
fall— victims,  perhaps,  of  their  own  extraordinary 
successes?  Take  a  look  at  how  net  profit  margins  have 
zoomed  upward  over  the  past  decade  for  various 
industries.  It's  hardly  surprising  that  the  feds  have 
pursued  the  tobacco  companies  and  Microsoft:  They 
stick  out  like  the  biggest  kid  in  the  class.  Now 
everyone's  ganging  up  on  the  pharmaceutical  industry, 
which  enjoys  huge  profits— but  may  end  up  being 
punished  for  its  remarkable  performance. 


18.2% 


18.9% 


2000  data  through  October.  Sources:  Microsoft;  S&P;  Dow  Jones 
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organizations,  which  will  insist  (true  or  not)  that  pre- 
scription drugs  are  a  major  culprit  in  driving  up  health 
care  costs.  Financially  battered  HMOs  will  band  to- 
gether, says  Princeton's  Reinhardt,  and  insist  on  sharp 
discounts  from  listed  retail  prices. 

Once  again,  how  can  lawmakers  of  any  stripe  resist 
the  populist  swell?  "The  drug  industry  sits  in  the  hand 
of  the  government,"  says  Reinhardt.  "Ultimately,  they 


boundary  of  patent  laws.  Indian  en 
preneur  Yusuf  Hamied  is  trying  to  re) 
lutionize  the  drug  industry  in  the  Tr 
World.  A  Ph.D.  chemist  trained  at  Q 
bridge  University,  Hamied  is  the  cl 
executive  of  Cipla,  a  publicly  held,  Sj 
million  (sales)  company  that  prodij 
ingredients  identical  to  blockbus 
drugs  developed  by  multinationals — 
sells  them  at  5%  to  10%  of  their  l 
market  prices. 

Hamied  is  personally  worth  $! 
million  today  because  back  in  1 972) 
convinced  India's  health  ministe 
family  friend,  to  revoke  the  natid 
patent  laws.  Now,  he  says,  he  is  will 
to  supply  AIDS  drugs  at  a  reasons 
profit  over  his  cost  of  production.  I 
providing  d4T  (a  Bristol-Myers  Squj 
drug  that  reduces  the  viral  load  in  I 
patients  and  sells  for  $4.50  a  pill] 
Nader's  Consumer  Project  on  Te 
nology  at  10  cents  a  tablet.  Or  offering  a  free  yej 
supply  of  Nevirapine,  Boehringer-Ingelheim's  $c 
pill  drug  that  helps  protect  newborns  from  c 
tracting  the  AIDS  virus  from  their  HIV-infe0 
mothers,  to  the  leading  AIDS  hospitals  in  Durj 
and  Johannesburg,  South  Africa.  (Boehringer  is  n 
offering  to  give  the  medicine  away  for  a  coupli 
years.) 


8.9% 


S&P  500 


The  pharmaceutical  companies  may  not  have  long  to  wa 

THEIR  PATENTS  ARE  ALREADY  ENDANGERED 

by  something  called  compulsory  licensing. 


will  be  pushed  around  by  the  government." 

They  may  not  have  long  to  wait.  Their  patents  are 
already  endangered — by  something  called  compulsory 
licensing.  This  allows  a  foreign  government  to  take 
away  an  exclusive  product  when  the  health  or  safety  of 
a  nation  is  at  risk.  Under  compulsory  licensing,  a 
generic  manufacturer  is  allowed  to  produce  a  drug  dis- 
covered by  a  U.S.  pharmaceutical  in  exchange  for  a  li- 
censing fee.  Those  fees  vary  from  deal  to  deal.  Still,  says 
Francis  Palumbo,  a  pharmacy  professor  at  the  Univer- 
sity of  Maryland,  they  never  compensate  for  the  op- 
portunity costs  of  being  undersold  by  a  generic.  Com- 
pulsory licensing  would  have  a  "drastic  impact,"  says 
Pfizer's  Clemente.  "It  would  make  it  impossible  to  de- 
velop lifesaving  medicines  from  the  human  genome 
system." 

But  it's  already  happening — just  outside  the 


"My  idea  of  a  better  ordered  world  is  on< 
which  medical  discoveries  would  be  free  of  pate 
and  there  would  be  no  profiteering  from  life 
death,"  says  Hamied,  paraphrasing  India's  late  pr 
minister  Indira  Gandhi.  He  is  a  big  advocate  of  cc 
pulsory  licensing. 

Drug  companies  can  take  small  comfort  in  the 
that  Hamied  might  be  out  of  business  in  five  years 
a  signatory  to  the  World  Trade  Organization's  Ti 
Related  Aspects  of  Intellectual  Property  Rights  ag 
ment,  India  must  by  2005  reinstate  product  patent 

But  by  then  it  may  be  too  late.  The  noose  aro' 
the  drug  companies — from  public  interest  groups, 
elderly,  politicians  and  HMOs — can  only  draw  tigl 
One  WTO  executive  puts  the  issue  in  blunt  but  bel 
able  terms:  "Either  the  prices  give  or  the  patent  sys 
will  have  to  give." 
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ies  a  world  of  possibilities.  We've  built  a  network 
Jf  13,000  open  minds  in  40  countries,  all  looking 
ihead  at  new  ideas,  challenges  and  opportunities. 
Vith  new  perspectives  on  investment  banking  and 
seurities  to  offer,  UBS  Warburg  can  provide  solutions 
s  effective  as  they  are  visionary.  In  technology,  in 
'berspace,  in  virtual  communications  -  and  in  every 
^ier  business  sector.  Because  we  have  one  common 
>cus.  More  client  success,  www.ubswarburg.com 


Success  demands  more. 


UBS  Warbur, 


How  do  you  make  consumer  brands 
work  overseas?  American  marketers 
could  learn  a  lot  from  the  stunning 
successes  of  the  French  cosmetics 
company  L'Oreal. 


I  Q 


THE  GIRLS  LIVING  IN  THE  GHET- 
tos  spend  more  money  on  their 
hair  than  anyone  else,"  says 
Winston  Scully,  putting  massive 
red  rollers  in  a  client's  hair  at  his 
African-American  hair  salon  in 
Elmont,  N.Y.  "Somehow  they 
get  the  money  for  colors  on  top 
of  colors,  for  weaves  on  top  of  weaves." 

It  took  a  foreign  company  to  recognize 
there  was  gold  in  that  remark.  In  the  past  12 
months  France's  L'Oreal  S.A.  sneaked  into 
America's  urban  markets  and  separately 
bought  Soft  Sheen  Products  and  Carson  Prod- 
ucts for  an  estimated  $370  million,  picking  up 
20%  of  a  fragmented,  little-understood  market 
known  as  "ethnic  hair  care."  Price:  a  cheap  1.4 
times  sales.  Terri  Gardner,  president  of  the  new 
Soft  Sheen/Carson  division,  explains  why  her 
family  finally  sold  out  to  the  French:  "L'Oreal 
has  a  Ninja  mentality — very  focused,  very 
strategic,  no  wasted  effort." 

Smart  move  by  the  French.  For  decades 
family-run  African-American  businesses  de- 
signed products  like  "relaxers,"  an  almost  toxic 
syrup  that  straightens  kinking  hair,  building  in 
the  process  a  much-overlooked  but  vibrant 
$1.2  billion  U.S.  "ethnic  hair  care"  market. 
African-Americans  now  account  for  30%  of 
total  U.S.  hair  care  expenditure  even  though 
they  make  up  only  13%  of  the 
population.  The  French  bet:  These 
American  hair  fashions  will  go 
worldwide  just  like  rap  and  baggy 
pants. 

A  feel  for  ethnically  diverse 
beauty  is  one  reason  L'Oreal,  run 
by  54-year-old  Welshman  Lindsay 
Owen-Jones,  is  the  largest  and 
fastest-growing  cosmetics  firm  in 


BY  RICHARD  C.  MORAIS 


the  world. 

Consider:  In  1980,  when 
hair  care  rival  Clairol 
dominated  the  U.S. 
hair  color  market  with 
a  61%  share,  the  rela- 
tively little-known 
French  company  de- 
cided to  take  on  the 
U.S.  giant  on  its  home 
turf.  Twenty  years  later 
L'Oreal  USA  has  a  49% 
share  of  the  $1.3  billion 
U.S.  hair  color  market, 
according  to  A.C.  Nielsen, 
as  Clairol  has  steadily  fallen 
to   40%.  With  margins 
squeezed,  Clairol's  parent, 
Bristol-Myers  Squibb,  just  put 
the  $2.4  billion  revenue  hai 
care  unit  up  for  sale. 

This  is  not  the  only  company 
hammered  by  L'Oreal.  Revlon  is  on 
the  ropes  and  seriously  bleeding. 
Sales  at  Japan's  Shiseido  fell  last  year. 
Estee  Lauder  is  still  just  a  third 
L'Oreal's  size.  Shares  at  mass-mar- 
ket leaders  Unilever  and  Procter 
&  Gamble  have  tanked.  "We  just 
love  the  business  a  little  bit 
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more  than  our  competition,"  says  Owen- 
Jones,  universally  known  as  O.J.,  and  per- 
sonally responsible  for  taking  on  Clairol 
20  years  ago.  "I  genuinely  don't  think 
they  understand  what  the  issues  are." 

His  comment  is  arrogant  but  justi- 
fied. Over  the  past  15  years  L'Oreal's 
sales  have  compounded  annually  at  a 
12%  rate  to  a  projected  $11  billion  for 
2000;  net  profits,  compounding  at  a 
15%  rate,  will  be  more  than  $800  mil- 
lion. L'Oreal  combines  the  double-digit 
top-line  growth  of  a  hot  technology 
company  with  the  bottom-line  comforts 
of  a  well-run  bank.  Says  Jean-Claude 
Larreche,  marketing  professor  at  Insead, 
Europe's  premier  business  school: 
"What  sets  L'Oreal  apart  is  its  consis- 
tency over  time." 

L'Oreal  isn't  exactly  undiscovered. 
Its  stock  has  risen  from  a  split-adjusted 
$8  to  $76  over  the  past  decade,  turning 
its  major  shareholder,  Liliane  Betten- 
court,  into  Europe's  wealthiest  individ- 
ual (see  box,  below).  The  stock  trades  at 
62  times  the  IBES  forecast  for  2000  earn- 
ings, almost  triple  the  ratio  for  the  cos- 
metics industry  as  a  whole,  and  the 


company  is  moving  onto  "most  ad- 
mired" lists.  L'Oreal  is  fourth  among  In- 
sead's  Best  Global  Firms,  has  squeaked 
onto  the  Financial  Times'  top  50  and  is 
on  Young  &  Rubicam's  list  of  hot  Euro- 
pean br-ands  of  the  future. 

L'Oreal's  acquisition  of  Maybelline, 
an  American  mass-market  brand  of 
makeup,  reveals  the  French  company  at 
its  cosmopolitan  best.  In  1996  L'Oreal 
paid  Wasserstein  Perella  &  Co.  $660  mil- 
lion in  cash  and  assumed  debt,  a  modest 
1.9  times  sales,  for  the  flatliner  with 
headquarters  in  Memphis,  Tenn.  and  a 
massive  plant  in  Little  Rock,  Ark.  Within 
months  L'Oreal's  creative  team  stunned 
the  U.S.  trade  by  relaunching  May- 
belline's  old-lady  pink  and  red  nail  pol- 
ish with  Miami  Cool,  polish  in  yellow 
and  green.  Then  came  a  flurry  of  com- 
petitively priced  and  innovative  prod- 
ucts: Wondercurl,  a  mascara  and  brush 
that  dramatically  curls  and  thickens  eye- 
lashes as  it  is  applied; 
Express  Finish,  a 
quick-drying  nail  pol- 
ish for  American 
women  pressed  for 


time;  Moisture  Whip,  a  moisturizing  l| 
stick.  All  patented  and  exclusive 
Maybelline. 

Sales  jumped  from  $350  milliorJ 
1996  to  $1.1  billion  this  year.  Maybellj 
is  now  America's  number  one  makei 
with  19%  of  the  market,  and  probal 
the  top-selling  brand  worldwide.  Wal, 
how  the  French  used  this  quintesseni 
American  brand  to  crowbar  open  t| 
Japanese  market.  In  July  1999  L'On 
regained  control  of  a  weak  Japanese-rl 
Maybelline.  The  French  quickly  adapi 
the  Wondercurl  mascara  formula  to  sj 
Asia's  short  eyelashes. 

"We  were  lucky,"  says  Patrick  Rabal 
head  of  consumer  goods.  "The  prog 
etiquette  in  Japan  was  that  Japanese  gi 
should  bow  and  never  raise  their  eyes) 
the  man.  But  the  new  generation  want) 
to  look  straight  at  you,  and  when  youj 
that,  you  show  your  eyes  and  lashes.  B 
because  Japanese  eyelashes  were  shfl 


The  Pyramid 
Behind  the  Perfume 

Since  Lindsay  Owen-Jones  took  the  helm,  L'Oreal's  mar- 
ket cap  has  gone  from  $2  billion  to  $50  billion.  In  the 
process,  O.J.  has  made  Liliane  Bettencourt,  daughter  of 
L'Oreal's  founder,  the  world's  wealthiest  woman,  with  a  net 
worth  of  $15  billion. 

In  typical  European  fashion,  a  pyramided  holding  company 
turns  a  minority  stake  into  absolute  control.  Bettencourt  and  her 
family  own  51%  of  Gesparal,  which  in  turn  owns  54%  of  Paris- 
traded  L'Oreal.  Since  1974  Swiss  food  giant  Nestle  has  owned  the 
remaining  49%  of  Gesparal,  invited  into  the  family  holding  when 
the  matriarch  felt  L'Oreal  was  vulnerable  to  takeover. 

Question:  Is  this  structure  still  suited  to  today's  fast-grow- 
ing L'Oreal? 

"The  capital  structure  of  the  group  has  remained  un- 
changed for  26  years,"  says  78-year-old  Liliane  Bettencourt. 
"This  stability  is  surely  one  of  the  factors  that  has  allowed  the 
company  to  develop.  Furthermore,  the  value  of  the  shares  is  a 
good  indicator  of  the  confidence  investors  have  in  the  group's 
future  in  its  current  structure.  Nothing  in  the  short  term  seems 


Is  billionaire  Liliane  Bettencourt  really  doing  what's  best  for  L'Oreal? 

to  justify  a  change." 

Actually,  the  company  would  be  better  off  with  a  simpl 
capital  structure  and  an  American-style  option  plan  to  recn 
talent.  New  York  and  Tokyo  listings  would  also  be  a  major  boc 
to  the  company's  strategy  of  becoming  a  more  powerl 
presence  in  the  U.S.  and  Asia,  but  so  far  this  "family"  compai 
has  been  reluctant  to  accept  the  disclosures  required  of  a  f 
U.S.  listing. 

What  about  using  stock  in  a  merger?  Unilever  (with  a  $45 11 
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very  straight,  the  only  way  you  could 
hem  was  if  they  were  curled." 
/Vondercurl  hit  the  stores  in  Novem- 
1999  and  within  three  months  had 
n  18%  of  the  market  and  become 
n's  number  one  mascara.  Squealing 


market  value)  looks  awfully  cheap  these  days,  but 
Jertencourts'  desire  to  maintain  absolute  voting  con- 
*ets  in  the  way  of  using  L'Oreal's  high-multiple  stock 
ender  offer.  Ifs  unlikely  Unilever  shareholders  would 
!pt  L'Oreal  shares  without  a  more  democratic  struc- 
and  a  dilution  of  the  Bettencourt  holding, 
fhe  ultrapatient  Nestle  may  have  once  hoped  for  a 
ice  to  acquire  L'Oreal  outright,  but  at  this  point  it 
it  be  better  off  cashing  in  its  gains  and  using  the 
eeds  to  buy  a  food  business  or  its  own  cheaper 
k  (P/E  25).  A  group  of  European  investors  who 
t  this  to  happen  argue  there  is  no  reason  Liliane 
encourt  couldn't  replace  Nestle  (and  Gesparal) 
a  few  pension  funds  equally  committed  to  long- 
i  investing. 

D.J.  carefully  claims  the  subject  "goes  beyond" 
But  he  slyly  adds:  "You  know  it  [a  structural 

ige]  is  going  to  happen"  but  not  how  and  when, 
nearly  always  some  outside  event  that  promotes 

e  things,  such  as  a  huge  acquisition  opportunity," 

ays. 

fhat  or  Liliane's  heir  and  daughter,  Franchise  Bet- 
ourt  Meyers,  will  be  left  the  job  of  turning  L'Oreal's 
tal  structure  into  something  suitable  for  a  global 
pany.  —  R.C.M. 


Japanese  girls  queuing  up  for  the  mas- 
cara were  shown  on  the  news.  L'Oreal 
followed  up  with  a  flurry  of  launches  in 
blush  and  nail  polish,  including  an  Asia- 
specific  mascara  that  didn't  run  during 
the  rainy  season.  A  year  after  taking  con- 
trol  of  Maybelline  in  Japan, 
L'Oreal  has  boosted  unit  sales 
from  5  million  to  12  million. 

There  is  a  lesson  here  for 
all  companies  trying  to  sell 
their  brand  abroad.  "Export- 
ing is  finished,"  says  Gilles 
Weil,  L'Oreal's  head  of  luxury 
products.  "You  have  to  be 
local  and  as  strong  as  the  best 
locals  but  backed  by  an  inter- 
national image  and  strategy." 

So,  while  Maybelline's 
makeup  is  formulaically 
adapted  in  its  labs  to  local 
skin  types  and  weather  across 
the  globe,  its  principal  face  to 
the  world  remains  African- 
American  model  Tomiko. 
Tomiko  conveys  a  sassy,  New 
York  urban  chic  that  18-year- 
olds  from  Shanghai  to  Berlin 
want  to  be  part  of.  "There  is 
something  modern  in  the 
American  attitude,"  says 
Rabain.  "It's  urban,  relaxed, 


account  for  30%  of 
total  U.S.  hair  care 
expenditure,  even 
though  they  make  up 
only  13%  of 
the  population,  

hip.  The  world  is  ethnically  diverse,  and 
there  is  a  recognition  that  all  races  are 
represented  in  the  U.S.,  that  everyone 
there  has  a  chance,  and  for  young  peo- 
ple in  the  rest  of  the  world  that  is  a  true 
sign  of  modernity." 

Hence  L'Oreal's  corporate  response 
to  a  fast-changing  world:  Build  a  dozen 
or  so  megabrands  that  are  rooted  in  a 
local  culture's  sense  of  beauty  but  can 
appeal  to  different  segments  of  the 
global  market. 

From  America:  understated  elegance 
at  Kiehl's,  the  hip  New  York  pharmacy, 
a  funky  relaunch  of  Helena  Rubinstein 
and  perfumes  from  Ralph  Lauren,  mov- 
ing down  to  mass-market  Maybelline 
and  Dark  &  Lovely.  From  Europe:  so- 
phisticated France  in  Lancome,  patri- 
cian Italy  in  Armani  perfumes,  backed 
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by  mass  reach  in  L'Oreal  and  Labora- 
toires  Gamier.  Soon  to  come:  an  Asian 
acquisition  (rumors  name  Japan's  Shu 
Uemera)  that  will  put  oriental  elegance 
in  L'Oreal's  arsenal. 

It  works.  Asia's  bestselling  brand 
might  be  sassy  Maybelline,  but  in  east- 
ern Europe,  pickled  by  the  Communists 
into  a  19th-century  vision  of  beauty, 
L'Oreal's  French  brands  still  do  best. 
Meanwhile,  African  immigrants  in  Eu- 
rope are  to  be  seduced  by  America's 
Dark  &  Lovely.  No  other  cosmetics 
company  in  the  world  can  so  pick  and 
choose  its  weapons. 

The  French  company  is  adept  at 
continuously  bringing  new  innovations 
to  the  market.  A  decade  ago  O.J.  and  his 
team  sold  off  or  merged  scores  of 
L'Oreal's  disparate  businesses  to  focus 
on  a  dozen  brands  in  hair  care,  skin  care, 
makeup  and  perfumes.  To  distinguish 
L'Oreal  from  the  competition,  O.J.  con- 
sciously rejected  Charles  Revson's  fa- 
mous "dreams  in  a  bottle"  philosophy 
and  added  1,000  scientists  to  his  R&D 
staff,  now  at  2,300.  L'Oreal's  R&D  budget 
is  3.1%  of  sales,  probably  double  that 
found  at  other  cosmetics  firms  (see  box, 
below). 

What  makes  L'Oreal  unique,  says  In- 
sead's  Larreche,  is  the  manner  with 
which  the  labs  work  hand-in-glove  with 
marketing.  Fructis  shampoo  was 
launched  by  L'Oreal  in  1996,  for  exam- 
ple, after  marketers  decided  they  wanted 
a  "natural  fruit  juice"  shampoo  targeted 
at  Europe's  young  greens.  The  lab  scien- 
tists rolled  their  eyes  at  the  request  but 
found,  at  a  molecular  level,  an  excuse  to 
put  sugar  in  shampoo  (hair  growth  is 


dimly  connected  to  fructose).  Presto:  a 
marketing  story  based  on  a  thin  but  real 
bit  of  science.  Fructis  is  one  reason 
L'Oreal  has  taken  28%  of  the  European 
shampoo  market  while  Procter  &  Gam- 
ble and  Unilever  have  fallen  to  19%  and 
12%  respectively.  L'Oreal  is  quick  to  back 
up  such  product  innovations  with  the 
twelfth-largest  media  budget  in  the 
world.  In  the  last  decade  "external 
charges" — a  catchall  where  L'Oreal  hides 
its  advertising  and  promotions  expendi- 
tures— have  jumped  from  37%  to  47% 
of  sales.  Advertising  Age  estimates  that 
L'Oreal  increased  its  global  ad  spending 
to  $1.25  billion  in  1998,  putting  it  almost 
on  par  with  Coca-Cola. 

Having  found  a  marketing  formula, 
L'Oreal  is  still  hunting  for  a  new  one — 
which  is  why  it  is  the  cosmetic  indus- 
try's leader  in  interactive  Web  sites.  But 
it's  also  why  L'Oreal  recently  paid  an 
estimated  $150  million,  or  a  rich  3.5 
times  sales,  for  Kiehl's.  This  curious 
company,  149  years  old,  has  climbed  to 
$40  million  in  revenue  purely  on  word- 
of-mouth. 

L'Oreal  is  in  effect  a  pyramid  of 
small  profit  centers,  some  with  as  few  as 
ten — often  very  young — employees.  Au- 
dits and  budget  meetings  are  constant 
and  do  not  focus  on  the  spilled  milk  of 
the  past,  but  hunt  for  leading  indicators 
of  how  things  will  look  at  year-end. 
What  overlooked  products  are  showing 
signs  of  life  but  are  undercapitalized? 
Which  are  not  matching  expectations 
and  need  pruning? 

The  structure  allows  this  large  com- 
pany to  move  remarkably  fast.  A  few 
months  ago  a  German  competitor 


stunned  L'Oreal  by  announcing  it  w 
launching  a  hip  new  hair  spray 
France.  On  Sept.  8  Rabain  met  id 
cramped  conference  room  with  cd 
leagues  and  agreed  to  launch  a  spoil 
hair  spray  under  their  youth-orienu 
Fructis  brand.  The  plant  manager  in 
mediately  agreed  to  have  500,000  unj 
for  France  available  in  maybe  a  montn 
given  the  formula  now,  but  the  la 
balked.  The  hair-spray  formula  neede<j 
month  of  safety  testing  first. 

Decision:  The  plants  would  ma) 
the  hair  spray  at  the  same  time  the  fq 
mula  was  being  tested  in  the  labs.  If  tj 
test  failed,  they'd  destroy  the  lot.  If 
passed,  they'd  launch.  This  is  wM 
L'Oreal  executives  call  "going  to  tl 
casino."  On  Nov.  3  Fructis  hair  spcj 
was  in  French  stores — a  good  week  b! 
fore  the  German  competition. 

"If  you  wait  until  consumer  resean] 
has  told  you  everything,  it's  too  lata 
says  O.J.  "The  battle  has  already  hai 
pened,  somebody  has  taken  [the  prize 
and  it  is  gone." 

For  all  the  marketing  and  researd 
L'Oreal  can  watch  costs,  too.  In  1 996| 
found  that  its  recently  acquired  Ma 
belline  was  making  a  mascara  fori 
cents  in  its  huge  Little  Rock  plant;  U 
same  product  cost  46  cents  to  make  j 
L'Oreal's  European  plants.  L'OrJ 
quickly  restructured  its  European  pn 
duction  using  Arkansas  know-hoj 
L'Oreal's  purchasing  costs  have  fallen) 
third  over  the  past  decade,  to  19%i 
sales,  while  at  European  hair  care  rivij 
Beiersdorf  and  Wella  the  same  costs  al 
27%  and  25%.  L'Oreal  does  without  tj 
predictable  Parisian  mansion  for  a  heai 


Scientific  Hair  Sprays 

It's  not  true  when  people  say,  'it's  just  marketing,' "  thunders 
Bruno  Bernard,  head  of  the  hair  biology  unit  in  L'Oreal's 
Paris  labs.  "There  is  real  science  in  these  products. " 
"Anti-aging"  creams  are  examples  of  what  you  get  when 
you  wrap  a  sliver  of  science  in  the  cosmetic  industry's  mar- 
keting puffery.  L'Oreal  is  no  innocent  in  this  game,  but  it's 
equally  true  that  L'Oreal  distinguishes  itself  from  the  compe- 
tition by  constantly  releasing  product  innovations  built 
around  house-patented  technologies. 


In  1985  L'Oreal's  lab  began  studying  natural  lipids  four 
in  hair.  Magnified  hair  looks  like  a  trunk  with  an  outer  layen 
fish  scales  five  or  six  deep  protecting  the  trunk's  inner  fibroii 
protein,  called  keratin.  One  lipid  in  particular,  the  lab  discoi 
ered,  bonded  with  the  trunk,  creating  a  fatty  sheath  protei 
tively  sealing  the  scales  in  place.  When  hair  is  degraded,  I 
the  sun  or  harsh  hair  treatments,  this  lipid  sheath  is  torn,  tli 
underlying  scales  fall  off  the  trunk  and  the  inner  proteins  ai 
exposed.  Result:  split  ends  and  damaged  hair. 

By  1995  L'Oreal's  labs  had  successfully  create 
"ceramide,"  a  patented  polymer  that  mimics  the  natural  lipid.  TH 
synthetic  creation  deviates  only  slightly  in  molecular  structul 
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ters;  it's  a  modern,  hospital-like  of- 
n  suburban  Clichy. 
'Oreal  was  started  in  1907  when  a 
iant  French  chemist,  Eugene 
eller,  created  one  of  the  first  syn- 
c  hair  dyes  that  was  stable.  By  the 
s  Schueller  had  also  invented  a  sun- 
iil  and  the  first  mass- market  sham- 
made  without  flaky  soap. 
>ut  Schueller  also  had  an  evil  side. 
>rding  to  historian  Michael  Bar- 
u,  Schueller  backed  a  fascist  group 
tually  known  as  La  Cagoule  (The 
1),  named  after  the  red  hoods  mem- 
wore  to  hide  their  identities,  and  its 
:rs  frequently  met  at  L'Oreal's  rue 
Je  headquarters  during  the  1930s. 
)37  La  Cagoule  carried  out  dozens 
olitical  assassinations.  When  the 
nans  marched  into  Paris,  Schueller's 
derous  faction  of  La  Cagoule 


the  natural  version  and  bonds  with  the  scales,  filling  in 
e  the  natural  sheath  has  been  damaged.  Ceramide-based 
ucts  have  been  a  huge  success  with  consumers  in 
pe.  The  polymer  is  now  hitting  the  U.S.  market  in 
kthru,  a  $7  Soft  Sheen  product  aimed  at  treating  hair 
iged  by  "relaxers." 

lot  an  isolated  case.  L'Oreal  was  granted  259  U.S. 
nts  last  year,  more  than  Compaq,  Chrysler  or  Boeing, 
lowly  Maybelline's  bestselling  Wondercurl  is  structured 
nd  patented  technology.  Revlon  and  others  backed  off 
copycat  products  when  L'Oreal  threatened  a  lawsuit. 

-R.C.M. 


morphed  into  the  Mouvement  Social 
Revolutionnaire  and  began  working 
with  the  Gestapo  and  SS.  One  infamous 
night  in  October  1941,  group  members 
blew  up  seven  Paris  synagogues. 

Schueller  financed  Resistance  activi- 
ties at  the  end  of  the  war  and  managed 
to  squeak  through  without  a  criminal 
record  to  run  L'Oreal  until  he  died  in 
1957.  His  daughter,  Liliane  Bettencourt, 
became  the  company's  major  share- 
holder, while  the  new  chief  executive, 
Francois  Dalle,  launched  products  like 
Ellnet  hair  spray,  taking  L'Oreal  into 
everything  from  tampons  to  film  distri- 
bution. Toward  the  end  of  his  career, 
however,  Dalle  had  a  bitter  falling-out 
with  his  film  executive,  Jean  Frydman. 
Frydman,  a  former  hero  of  the  French 
Resistance  and  then  an  Israeli  citizen,  in 
the  early  1990s  exposed  Schueller's  past 
and  dug  up  one  stun- 
ning revelation  after 
another:  A  former 
jack-booted  war 
criminal  who  served 
five  years  of  a  ten-year 
prison  sentence  for 
his  leadership  role  in 
La  Cagoule  and  the 
MSR  was  chairman  of 
L'Oreal's  U.S.  opera- 
tions until  he  died  in 
1991.  Frydman  also 


be  a  Parisian  snob 
to  have  taste  or  an 
understanding  of 
what  is  beautiful," 
says  Lindsay  Owen- 
Jones.  

turned  up  the  fact  that  senator  Andre 
Bettencourt,  Liliane's  husband,  had 
written  several  profascist  and  anti-Se- 
mitic articles  for  a  Nazi  propaganda 
organ  during  the  war.  Not  all  the  reve- 
lations involved  the  past.  L'Oreal  was 
caught  supplicating  the  Arab  Boycott 
Bureau  to  avoid  being  blackballed  over 
its  Helena  Rubinstein  subsidiary. 

Allegations  of  anti-Semitism,  laun- 
dering fascists  and  pandering  to  Arab 
racism  shook  L'Oreal  to  the  core.  New 
York's  Mayor  Koch  called  for  a  L'Oreal 
boycott;  the  U.S.  Commerce  and  Justice 
departments  began  investigations. 

During  all  this  Owen-Jones,  a  Welsh- 
man from  outside  Liverpool,  was  learn- 
ing the  ropes.  Born  to  a  middle-class 
Latin-teacher  mother  and  an  engineer 
father,  he  was  educated  on  scholarship  at 
Oxford  before  going  on  to  France's  In- 
sead.  It  was  there  that  the  young  man 
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"We  were 


Because  Japanese 
eyelashes  were 
short  and  straight, 
the  only  way  you 
could  see  them  was 
if  they  were  curled." 

with  a  taste  for  racing  cars  and  a  gift  for 
languages  first  heard  of  L'Oreal,  where 
you  could  get  paid  for  seeing  women 
take  their  clothes  off  in  suntan  ads.  After 
he  made  a  name  for  himself  at  L'Oreal 
in  Italy  and  the  U.S.,  the  Bettencourts — 
who  controlled  L'Oreal  through  a  hold- 
ing company — appointed  O.J.  chief  ex- 
ecutive in  1988.  The  Frydman  storm  was 
about  to  hit. 

A  youngish  foreigner  running  a 
French  icon?  "Choosing  a  president  is  not 
subject  to  conventions,"  the  press-shy 
Liliane  Bettencourt  tells  FORBES  in  a  rare 
interview,  conducted  by  e-mail.  "What 
matters  is  vision,  talent  and  courage.  Mr. 
Owen-Jones  has  these  qualities." 

For  the  next  seven  years  O.J.  cleaned 
up  the  Frydman-Dalle  mess  and  atoned 
for  L'Oreal's  past.  He  settled  violations 
of  U.S.  antiboycott  laws  and  invested 
heavily  in  Israel.  In  1994  senator  Bet- 

176     FORBES*  November  27,  2000 


(  French  Ninjas. 
L'Oreal  used 
American  brand 
Maybcllinc  to  chop  its 
way  into  Japan's 
estsellers. 


tencourt,  then  75,  resigned  from  the 
L'Oreal  board  and  turned  his  seat  over 
to  his  Jewish  son-in-law,  Jean-Pierre 
Meyers,  who  had  lost  both  his  parents 
in  Auschwitz.  In  1997  the  Union  of  Or- 
thodox Jewish  Congregations  of  Amer- 
ica gave  L'Oreal  its  International  Lead- 
ership Award. 

And  note  this:  O.J.  produced  dou- 
ble-digit growth  at  L'Oreal  all  through 
this  maelstrom. 

A  "man  of  passion,"  "arrogant,"  a 
"product  freak"  with  "laser  eyes"  is  how 
employees  and  outsiders  describe  him. 
He's  got  the  cold  Euro-elegance  of  an 
aging  James  Bond  but  peppers  his  con- 
versation with  salty  Americanisms  like 
"going  for  your  balls." 

"The  French  tend  to  talk  a  lot,"  says 
Gilles  Weil,  the  luxury  products  man- 
ager. "What  O.J.  brought  to  the  group 
was  facts.  'Don't  tell  me  a  long  story.  Nice 
to  hear  it,  but  there  is  no  time.  Tell  me 
the  facts  and  tell  me  what  to  do  to  cor- 
rect the  problem.'  "  Former  employee 
Alexis  Reille,  now  running  his  own  per- 
fume business,  recalls  how  O.J.  once  re- 
lentlessly picked  apart  a  perfume  pre- 
sentation. "He  demonstrated  how  the 
gift-cases  were  pulling  down  the  per- 
fume's entire  profitability,"  says  Reille. 
"We  overlooked  it.  Had  to  rethink  the 
whole  thing." 

One  telling  glimpse  of  this  compli- 


cated corporate  leader  is  on  a  videc 
taped  at  a  sales  conference  in  1 997  am 
still  endlessly  passed  around  internall 
by  young  staff.  It  was  early  morning  an 
O.J.  found  himself  choking  at  th 
podium.  "L'Oreal  for  me  is  a  love  story; 
he  said.  "L'Oreal  for  me  is  a  great  part  ( 
the  direction  of  my  life." 

"This  is  a  tough  company,"  O.J.  saj 
today,  embarrassed,  "but  also  veil 
sentimental." 

The  question  now  for  O.J.  is  how  t 
maintain  L'Oreal's  momentum.  Yeai 
ago  O.J.  saw  a  picture  of  John  1 
Kennedy  as  a  young  man  commandin 
a  little  torpedo  boat  during  WWII.  "H 
is  not  number  3,022  on  an  aircraft  cai 
rier,"  says  O.J.  "He  is,  at  a  very  youn 
age,  a  captain  on  a  tiny  vessel.  You  hav 
to  question  whether  that  wasn't  part  c 
why  he  became  President  of  the  U.5 
What  I  am  trying  to  do  is  invent  a  lot  c 
torpedo  boats  so  that  I  have  a  few  moi 
generations  of  future  Presidents." 

One  of  L'Oreal's  emerging  leadei 
is  Katen  Patel,  the  34-year-old  creativ 
tour  de  force  behind  Maybelline.  Pat< 
is  of  Indian  descent,  raised  in  Keny< 
with  an  M.B.A.  from  Cornell.  "Yoi 
don't  have  to  be  a  Parisian  snob  to  hav 
taste  or  an  understanding  of  what  i 
beautiful,"  says  O.J. 

No,  you  have  to  have  a  cosmopolitai 
vision  and  a  genius  for  marketing.  I 
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aving  a  big  corporation  out  of  Wall  Street's  hands  is  no 
otection  from  the  competitive  forces  of  capitalism, 
also  can  expose  the  owners  to  bitter  internal  arguments. 


m        COMPANY  NOT  BEHOLDEN  TO  THE  FICKLE 
■      equity  markets  is  not  any  more  insulated 
flf^A     from  shifts  in  the  real  marketplace,  lust  be- 
■  cause  you  have  more  patient  capital  behind 

La^A  you  doesn't  mean  that  competitors  and  cus- 
^^^H^  tomers  are  going  to  cut  you  any  slack.  That 
wtk  message  is  clear  in  the  story  of  MTS  Inc. 
ver  Records)  that  follows.  Tower  stores  are  traditional  re- 
xs  in  a  sector  in  which  digital  transactions  have  taken 
I  dramatically — not  just  because  the  products  lend  them- 
is  so  easily  to  online  transfers,  but  because,  at  least  until 
r,  those  transfers  have  allowed  millions  of  listeners  to  ob- 
the  goods  for  free.  Talk  about  disruptive  technology!  Yet 
Solomons,  father  and  son,  who  run  Tower,  figure  they 


can  tough  it  out.  America's  private  companies  are  run  by 
some  of  the  business  world's  gutsiest  gamblers. 

While  training  one  eye  on  the  weather  outside,  many  of 
our  top  privates  must  deal  with  the  sore  in-house  issues  of 
family  rivalry  and  succession.  In  the  course  of  remaking  its 
corporate-reward-services  business,  Maritz  Inc.,  over  a  century 
in  operation,  twice  has  had  to  confront  wrenching  splits.  As 
our  piece  in  this  issue  suggests,  however,  the  Maritzes  worked 
things  out  in  the  best  interests  of  the  company  and  all  who  de- 
pend on  it,  even  at  the  cost  of  scars  on  the  family  owners. 

To  make  the  Forbes  Private  500  this  year,  it  took  at  least 
$561  million  in  revenues  and  100  employees.  We  define  a 
company  as  private  if  it  either  has  too  few  shareholders  to 
have  to  file  financial  statements  with  the  SEC,  or  if  ownership 
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500  Biggest  Private  Companies 


of  shares  is  limited  to  some  group  (like  employees).  Some 
firms  on  this  list  have  closely  held  stock  but  file  with  the  SEC 
because  of  a  widely  held  debt  issue. 

We  obtained  financial  data  from  companies  or  from  SEC 
filings.  For  those  firms  that  did  not  cooperate  with  our  sur- 
vey, our  estimates  (marked  "e")  were  guided  by  industry  an- 
alysts, trade  organizations  and  competitors.  Definitions:  Op- 
erating income  is  profits  before  depreciation,  amortization, 
interest  and  taxes.  Net  income  includes  discontinued  opera- 
tions but  not  extraordinary  items  or  cumulative  effects  of  ac- 
counting changes. 

This  year  we  added  an  estimate  of  enterprise  value  for 


those  companies  that  file  with  the  SEC  or  otherwise  rele 
detailed  statements.  For  a  public  company  the  enterpi 
value  is  defined  as  the  market  value  of  the  equity,  plu^  di 
minus  cash  on  hand;  another  way  of  thinking  of  it  is  the 
price  tag  that  an  acquirer  would  put  on  a  business.  We  u 
enterprise  values  of  public  companies  in  comparable  lina 
business  to  estimate  the  values  of  private  firms. 

Our  list  omits  mutual  companies,  cooperatives  and  a^ 
dealerships,  but  the  largest  of  these  companies — and  the  1 
largest  foreign  private  firms — are  listed  below.  We  also  j 
eluded  real  estate  firms  and  nonprofits  that  don't  pay 


come  tax. 
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Mutuals 


America's  ten  biggest  companies 
owned  by  customers. 

MUTUAL 

REVENUES 
(SMIL) 

State  Farm  Mutual  Auto  Insurance 

26,377 

Metropolitan  Lite  Insurance 

21,074 

Prudential  Insurance  Co  ot  America 

18,143 

Northwestern  Mutual  Life  Ins 

12.810 

New  York  Life  Insurance 

8,684 

Nationwide  Mutual  Insurance 

8,455 

Principal  Life  Insurance 

7,120 

Massachusetts  Mutual  Life  Ins 

6,782 

Guardian  Life  Ins  Co  of  America 

5,835 

John  Hancock  Life  Insurance 

5.304 

Source:  A.M.  Best  Co. 

What's  It  Worth? 

Here  are  private  firms  for  which  we 
estimate  the  biggest  enterprise  values. 

COMPANY 

ENT.VAL. 
(SMIL) 

Premcor 

0.600 

Science  Applications  Intl 

0,400 

Edward  Jones 

5,200 

Publix  Super  Markets 

4400 

Levi  Strauss  &  Co 

3,550 

Dade  Behring 

3.500 

Peabody  Group 

3,400 

MediaNews  Group 

2,000 

Federal  Data 

2,050 

Journal  Communications 

2.050 

Source:  Forbes. 

imperatives 


The  ten  biggest  in  agribusiness, 
food  distribution  and  hardware. 

COOPERATIVE 

REVENUES 
(SMIL) 

Farmland  Industries 

10,700 

Dairy  Farmers  of  America 

7,000 

Centex  Harvest  States 

0,328 

Land  0'Lakes 

5,813 

Wakefern  Food 

5,501 

TruServ 

4,502 

Topco  Associates 

3,000 

Associated  Wholesale  Grocers 

3,370 

Ace  Hardware 

3,102 

Unified  Western  Grocers 

2,028 

Source:  National  Cooperative  Bank.  Washington.  D  C 

Auto  Dealers 


The  largest  private  firms  in  what 
is  still  largely  a  local  business. 


DEALER 


REVENl 
(SMII 


Asbury  Automotive  Group 


VT 


Hendrick  Automotive  Group 
Bill  Heard  Enterprises 
Larry  H.  Miller  Group 
Planet  Automotive 
Penske  Automotive  Group 
Serra  Investments 


Rosenthal  Automotive  Organization 
DarCars 

Source:  Automotive  News:  Market  Data  Book 


4.232 
3,311 
2,52! 

1,43: 

1,38} 
1.301 

or 

82- 
78] 
732 


Foreign  Companies 


Nine  of  the  ten  biggest  private  firms  outside  the  U.S.  are  headquartered  in  Europe 
At  the  top:  Swiss  energy  company  Glencore  International,  with  $33.6  billion  in  sales 


REVENUES  EMPLOYE 


COMPANY/business 

COUNTRY 

(SBIL) 

(THOU) 

Glencore  International/oil  &  gas 

Switzerland 

33.0 

5 

Intermarche/combination  supermarkets  &  department  stores 

France 

30.8 

30 

Robert  Bosch/auto  parts 

Germany 

30.5 

188 

Tengelmann  Group/grocery  stores 

Germany 

23.3 

222 

Auchan  Group/ combination  supermarkets  &  department  stores 

France 

10.7 

110 

Franz  Haniel  &  Cie/pharmaceutical  distribution 

Germany 

17.5 

40 

RAG/coal 

Germany 

15.6 

102 

Idemitsu  Kosan/oil  &  gas 

Japan 

15.5 

5 

Otto  Versand/catalog  sales 

Germany 

148 

42 

Lidl  &  Schwarz  Stiftung  &  Co/food  retailer 

Germany 

10.2 

39 

Source:  OneSource  Information  Services 


For  more  detailed  information  on  the  Forbes  Private  500 — including  detailed  business  descriptions, 
cross-references  with  the  400  Richest  Americans  and  information  sources  used  to  compile  this  list — log  on  to 
www.forbes.com/private500.  Or  use  your  :CueCat  device  on  the  cue  code  at  right  to  take  you  there  instantly. 
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Spin 
Control 

Napster,  be  damned. 
Facing  digital  threats  at 
every  turn,  Tower  Records, 
the  nation's  largest 
privately  held  music 
retailer,  is  expanding  into 
the  teeth  of  adversity. 


TOWER  RECORD 


BY  ELiSA  WILLIAMS 

WHAT'S  ON  THE  MIND 
of  music  retailer  Russell 
Solomon?  When  we 
visited  the  75-year-old 
founder  and  chairman 
of  MTS,  which  runs  the  Tower  Records 
chain,  he  was  spouting  about  his  per- 
sonnel department.  The  worrywarts 
there  fret  that  the  racy  art  displayed  at 
the  West  Sacramento,  Calif,  headquar- 
ters could  offend.  What's  not  to  like 
about  a  buck- naked  gent  painted  tum- 
bling from  the  sky,  rump  first?  "They 
think  it  will  get  us  in  trouble,"  he  grum- 
bles. "It's  art,  for  God's  sake." 

Solomon  moves  on  to  his  next 
gripe:  a  Best  Buy  advertisement  on  his 
desk  that  features  the  new  Limp  Bizkit 
CD  at  $9.99.  "They're  going  to  start  a 
price  war,"  Solomon  carps  about  the 
rival  retailer,  which  he  says  uses  the  CDs 
as  a  loss  leader  to  drive  traffic  into  its 
45,000-square-foot  stores.  "They're 
selling  for  less  than  cost.  We  buy  these 
CDs  for  $12." 

But  there  is,  or  should  be,  a  far  big- 
ger worry  on  Solomon's  mind  than 
philistines  yanking  art  from  the  walls  or 
Best  Buy  giving  away  Limp  Bizkit.  That 
is  Napster,  the  demon  of  digital  down- 
loads. Even  if  it  goes  legit  on  the  copy- 
right front — and  its  new  agreement  to 
run  a  royalty-paying  music  club  with 
Bertelsmann  indicates  as  much — its  in- 


ventory costs  will  be  far  below  those  of 
any  old-fashioned  retailer.  No  rent,  no 
warehouses,  no  security  guards.  Play 
out  that  scenario  very  far  and  it's  easy 
to  imagine  Solomon,  who  started 
hawking  two-bit  records  from  his  fa- 
ther's drugstore  in  1941  and  now  pre- 
sides over  the  nation's  largest  privately 
held  music  retailer,  finally  enjoying  a 
retirement. 

But  this  bearded  big-band  afi- 
cionado scoffs  at  the  theory  that  record 
stores  are  doomed.  The  doomsayers 
don't  understand  music  collectors,  who 
enjoy  grazing  in  the  racks,  he  says.  "If, 
in  the  mad  crystal  ball  imagination  of 
record  companies,  downloading  is 
going  to  be  an  important  part  of  the 
overall  business — and  hear  me  say  that 
somewhat  askance — then  we'll  be 
there.  We'll  do  it,"  he  proclaims.  In  the 


meantime  Solomon  sees  a  continui 
role  for  the  old-fashioned  music  retai 
that  can't  be  replaced  by  a  mouse  or 
MP3  player.  Straddling  the  record  coi 
panies  flooding  the  market  with  di: 
and  the  hapless  consumer  bewilder 
by  all  the  selection,  Tower's  250  coi 
pany-owned  and  franchised  stores 
the  U.S.  and  abroad  can  still  be  gal 
keepers  no  matter  the  format,  conten 
Solomon. 

"People  don't  know  record  comp 
nies.  They  know  artists.  The  music  w 
have  to  be  aggregated  through  som 
body's  Web  site,"  he  argues. 

Is  Solomon  whistling  past  ti 
graveyard?  Tower's  same-store  sales 
the  fiscal  year  ended  July  31  bare 
budged,  while  gross  margins  were  fl; 
The  company  blames  "competitive  I 
ternet  pricing."  Net  losses  expanded 
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:hnology  should  never  get  in  the  way  of  a  big  idea. 

Sometimes,  before  you  can  think  big 

you  have  to  think  small. 

Small,  like  the  Compaq 

ProLiant  DL360  Server.  With  a 

1.75-inch  profile  that  fits  everywhere, 

you  can  have  your 

big  start-up  idea  anywhere. 

Even  in  the  back  of  a  van. 

Welcome  to  the  new  IT. 

Inspiration  Technology 

from  Compaq. 

COMPAQ 

Inspiration  Technology 
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broke  first,  the  guy  with  the  kiosk 
the  store,"  Solomon  snorts.  Toy 
added  the  kiosks  to  expand  the  o 
tions  available  in  its  stores. 

On  the  theory  that  the  best  defer! 
is  a  good  offense,  the  Solomons  ha 
hocked  the  company  to  the  eyeballsl 
pay  for  new  stores  and  overseas  e 
pansion.  Long-term  debt  has  ba 
looned  47%  in  the  past  three  years 
$312  million,  some  of  which  has  go 
into  destination  stores  that  will  inclu 
a  50,000-square-foot  Tower  at  t 
Sherman  Oaks  Galleria  in  Califorr 
(onetime  haunt  of  "Valley  girls")  tr 
will  feature  a  stage  for  live  perfc 
mances,  a  cafe  and  120,000  book  titli 

Gregory  J.  Loescher,  editor 
Goldmine,  a  magazine  that  caters 
music  collectors,  appreciates  Towe: 
strategy  of  appealing  to  folks  who  st 
like  to  buy  their  music  the  old-fasj 


"Tower  is  going  to  be  in  big 
trouble  as  manufacturers  go  ! 

direct,  The  Threat  is  iust  beginning 


$10  million  from  $9  million  in  the 
prior  year  on  a  7%  increase  in  revenues, 
to  $1.1  billion.  (Although  its  stock  is 
privately  held,  MTS  must  file  public  fi- 
nancial statements  because  its  bonds 
are  public.)  Though  most  of  the  losses 
came  from  expansion  overseas  and  the 
closing  of  22  video-rental  departments, 
the  Web  threat  looms  big. 

To  Solomon,  this  is  one  more  test  of 
his  mettle.  Twenty-three  years  after  he 
opened  his  first  store  in  1960,  compact 
discs  came  along  and  turned  the  record 
and  tape  business  upside  down.  The 
threat  that  record  companies  will  use 
the  Internet  to  bypass  retailers  is  more 
daunting,  but  this  master  of  the  morph- 
ing  retail  model  figures  that  he  and  son 
Michael,  52,  now  the  chief  executive  and 
the  MTS  in  the  parent  company's  name, 
can  do  it  again. 

Their  secret,  if  you  can  call  it  that,  is 
carrying  as  much  inventory  as  possible, 
and  giving  wide  latitude  to  store  man- 
agers to  tweak  their  selections  to  local 
tastes.  Unlike  cookie-cutter  mall-based 
chains,  each  Tower  is  different,  with 
some,  such  as  the  flagship  store  in 
Tokyo's  Shibuya  entertainment  district, 
stocking  at  least  150,000  titles.  (On 
eight  floors,  it  is  one  of  the  world's 
largest  record  stores.). 

The  localized  approach  extends  to 
marketing  as  well,  much  of  which  con- 
sists of  promotions  of  concerts  and  in- 
store  appearances  by  musicians.  The 
store  in  suburban  Rockville,  Md.  is  try- 
ing out  dance-club  events.  In  Nashville 
Tower  installed  an  Americana  room 
that  features  gospel,  bluegrass,  country 
and  folk  titles  as  well  as  a  display  of 
memorabilia  (e.g.,  Linda  Ronstadt's 
purple  boots  and  country  crooner  Lit- 
tle Jimmy  Dickens'  rhinestone  jacket). 
In  Philly  the  emphasis  is  on  jazz,  while 
the  Tower  near  Lincoln  Center  in  New 
York  City  is  a  bastion  of  classical. 

"They  get  it,"  swoons  Charles  Clen- 
denin,  sales  manager  for  Bertelsmann's 
BMG  distribution  unit.  "They're  the 
only  chain  with  personality." 

At  the  moment,  authorized  music 
sales  over  the  Internet,  including  tradi- 
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tional  CDs  sold  on  Web  sites,  logged  in 
at  less  than  1%  of  the  industry's  $10.5 
billion  in  volume  last  year,  but  are  most 
likely  growing.  The  Solomons  aren't 
oblivious  to  the  trend.  They're  just  not 
sure  how  it  will  play  itself  out.  So  they're 
dabbling  in  a  little  bit  of  everything.  At 
Towerrecords.com,  you  can  buy  CDs 
and  assorted  sundries,  as  well  as  down- 
load songs.  In  its  Los  Angeles  and 
Berkeley  stores,  Tower  is  experimenting 
with  digital-downloading  kiosks  placed 
by  Redwood  City,  Calif. -based  Liquid 
Audio.  Users  of  the  kiosks,  if  they  have 
the  patience,  can  mix  and  burn  their 
own  CDs  and  pay  for  them  all  in  one 
place.  In  theory,  the  contraptions  could 
some  day  free  up  the  $293  million  sit- 
ting around  in  Tower's  inventory. 

For  his  part,  Russell  Solomon  con- 
siders that  prospect  "a  classic  joke." 
Music  collectors  don't  want  copies  and 
kiosks  are  slow,  he  says. 

"I  don't  know  who's  going  to  go 


ioned  way.  "People  who  want  to  be  ii 
volved  in  the  community  of  mus 
aren't  going  to  spend  eight  houi 
downloading  stuff,"  he  says.  "Th^ 
want  to  be  out  looking  through  CI 
and  records  and  going  to  see  bands." 

Arthur  Andersen  partner  Barry  Lil 
ert,  who  advises  companies  on  techno 
ogy  strategy,  isn't  so  sure.  Unlike  an  oi 
line  retailer,  which  can  track  i 
customers  and  adapt  to  their  prefe 
ences,  Tower  is  mosdy  winging  its  cui 
tomer  relationships. 

.  Libert  logged  onto  Napster  at  7  ai 
on  a  recent  Saturday,  and  196,000  pet 
pie  were  downloading  about  1  millic 
songs.  "I  would  bet  you  that  at  7  in  tt 
morning,  Tower  didn't  have  200,000 1 
lationships  going,"  he  says.  "Tower 
going  to  be  in  big  trouble  as  manufa 
turers  start  going  direct.  The  threat  is  ju 
beginning."  It's  just  possible  that  Micha 
Solomon  will  have  a  tough  time  som< 
day  paying  off  those  bonds. 


Finance  your 

dream  online. 


home 


You've  found  the  right  home... now  find  the  right 
mortgage.  Visit  the  American  Express  Mortgage 
Center  to  access  the  lowest  rates  on  hundreds 
of  loan  products.  You  can  check  current  rates, 
choose  a  down  payment  and  select  the  closing 
option  that  works  best.  Plus,  use  powerful  online 
tools  to  quickly  calculate  your  monthly  payment, 
get  answers  to  your  questions  or  find  out  if 
refinancing  is  right  for  you.  Best  of  all,  you  can 
apply  for  a  mortgage  online  and  get  instant 
approval.  Make  your  dream  home  a  reality  with 
the  American  Express  Mortgage  Center.  It's 
another  financial  resource  to  help  you  do  more. 


nline  trading  mortgages  investments  1-888-297-1972  americanexpress.com 
 i  ,  i  1  

.merican  Express  Mortgage  Center  is  available  through  Prism  Mortgage  Company,  a  residential  mortgage  licensee  and  Equal  Housing  Lender.  Arizona  Mortgage  Banker  License 
lo.  BK-0901891;  California  Finance  Lender  and  Broker  License  #6036308;  California  Residential  Mortgage  Lender  License  #4130326;  Licensed  by  the  Department  of 
torporations  under  the  Finance  Lenders  Law;  Illinois  Residential  Mortgage  License  #3162;  Massachusetts  Mortgage  Lender  License  #ML1484  and  Mortgage  Broker  License 
MB2000;  New  Hampshire  First  Mortgage  Banker  &  Broker  License  #641 2-MB;  Licensed  Mortgage  Lender  -  New  Jersey  Department  of  Banking;  Licensed  Mortgage  Banker  - 
lew  York  State  Banking  Department;  Licensed  by  the  Pennsylvania  Department  of  Banking.  American  Express  Financial  Advisors  Inc.  Member  NASD  and  SIPC.  American 
xpress  Company  is  separate  from  American  Express  Financial  Advisors  Inc.  and  is  not  a  broker-dealer.  ©  2000  American  Express  Financial  Corporation.  All  rights  reserved. 
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What's  the  next  critical 

turning  point  in  e-business? 


"Broadbase  helps  us  increase  customer 
loyalty  by  personalizing  customer  interactions." 

—  Jon  Nordmark,  eBags 

"By  leveraging  the  potential  of  Broadbase 's 
continuous  relationship  marketing  capabi- 
lities, we  plan  to  bring  customers  back  to  our 
site  again  and  again." 

—  Tracy  Bosler,  Canon 

"Using  Broadbase,  we  can  optimize  our 
product  merchandising  and  service  offerings 
based  on  our  customers'  preferences." 

—  Tim  Miller,  Cabela's 

"Using  Broadbase  Software,  we  can  analyze 
shopping  behavior,  monitor  sales  trends, 
drive  content  effectiveness,  and  ensure 
fulfillment  trends.  Broadbase  helps  us  make 
decisions  that  ultimately  create  greater 
customer  loyalty  and  attract  new  customers." 

—  Dale  Woodford,  Mercata 

"Broadbase  provides  the  capabilities  to 
capture  a  comprehensive  view  of  our  sales 
across  various  market  channels, 
including  the  internet,  catalog,  and  stores." 
—  Greg  Alexander,  The  Sharper  Image 


These  folks  will  tell  you  it's  to  understand,  interact  with,  and  get  closer  to  customers. 
And  they  should  know  —  they've  harnessed  the  power  of  Broadbase  software. 

Broadbase  offers  completely  integrated  solutions  that  analyze  your  customer  data 
from  multiple  touch  points  —  Internet,  call  centers,  direct  response,  you  name  it. 
The  data  is  then  translated  into  tangible  customer  programs  that  help  foster  loyalty, 
targeted  campaigns,  enhanced  merchandising  systems,  fresh  and  relevant  content, 
and  even  a  highly  personalized  shopping  experience. 

If  you're  serious  about  getting  closer  to  your  customers  but  want  an  aggressive 
ROI,  do  what  these  and  hundreds  of  other  successful  e-businesses  have  done. 
Visit  www.broadbase.com  or  call  1.800. 513. 8027  x342.  Because  nothing  else 
comes  close. 


BROADBASE 

SOFTWARE,  IMC. 


f  2000  Broadbase  Software.  Inc.  All  rights  reserved  Broadbase  and  the  Broadbase  logo  are  trademarks  of  Broadbase  Software.  Inc. 
All  names  and  trademarks  are  property  of  their  respective  companies. 
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MARITZ 


'artings  and  Performance 

3  company  that  brought  corporate  lifers  the  gold  watch  is  keeping  its 
;entive-reward  business  all  in  the  family— or  at  least  part  of  the  family. 


BY  JENNIFER  GODWIN 

BEFORE  DOGS  CAME  TO 
work,  before  Jeffrey 
Bezos  tried  to  disinter- 
mediate  the  salesman 
and  before  two-way 
;rs  kept  us  always  connected,  the 
-flanneled  corporate  American 
Id  invariably  be  recognized  upon  re- 
lent with  a  gold  watch. 


The  gold  watch  may  be  mostly  a 
thing  of  the  past,  but  the  company  that 
established  it  as  a  reward  for  longtime 
service  is  still  ticking.  After  a  history  that 
might  have  undone  lesser  family  busi- 
nesses, St.  Louis-based  Maritz  Inc.  is  tak- 
ing on  "performance  improvement"  du- 
ties for  most  of  the  Forbes  500. 

Founded  as  a  jewelry  company, 
Maritz  (pronounced  Merits)  lost  its 


Flag  bearers: 
Steve  and  Bill  Maritz  carry  on. 


consumer  market  in  the  Depression. 
So,  in  what  today  would  be  called  a  B2B 
business  plan,  it  began  selling  the 
watches  directly  to  companies,  which  in 
turn  awarded  them  to  employees.  Non- 
cash rewards  can  have  more  dollar-for- 
dollar  emotional  impact. 

Today  Maritz  is  a  $1.3  billion  (rev- 
enue) global  operation  that  has 
branched  out  into  other  corporate  ser- 
vices, most  notably  a  travel 
division.  It  now  gets  half  its 
sales  from  booking  flights, 
rooms  and  cruises. 

The  group  travel  business, 
which  consists  of  arranging 
for,  say,  6,000  Compaq  em- 
ployees to  meet  at  a  conven- 
tion or  taking  50  executives 
on  a  ski  retreat,  can  have  net 
margins  as  high  as  10%  to 
15%.  The  corporate  travel 
business,  where  Maritz  com- 
petes with  the  likes  of  Ameri- 
can Express  and  Carlson 
Wagonlit,  is  tougher,  with 
commissions  falling. 

Overall,  Maritz  reports 
only  $21.1  million  in  latest- 
year  earnings. 

Maritz  itself  has  faced  two 
extraordinary  departures 
since  Edward  Maritz  began 
operations  out  of  his  home 
on  St.  Louis'  Magnolia  Street 
in  1894.  Both  are  reminders 
of  how  even  a  seemingly 
glowing  family  business  can 
mask  no  end  of  internal  fam- 
ily conflict. 

The  first  came  in  1950 
when  brothers  Lloyd  and 
James  Maritz,  sons  of  the 
founder,  became  unable  to 
run  the  company  together. 
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After  a  coin  toss,  they  decided  to  split 
the  company  in  two  parts — jewelry  and 
performance  improvement.  Lloyd  got 
first  pick  and  chose  the  jewelry  com- 
pany (which  died  with  him  in  1955). 
Ultimately  James  won  big  with  Maritz 
Sales  Builders,  which  grew  into  what  is 
today  Maritz  Inc. 

A  second  schism  opened  in  October 
1982  when  lames'  son  William  E.  (Bill) 

"We  try  to  run 
the  company 
as  professional 
managers,  not 
as  a  family 

plaything"  

Maritz  suffered  a  near-fatal  heart  at- 
tack. Bill  Maritz  and  his  older  brother, 
James  Jr.,  had  run  the  company  as  co- 
chief  executives  for  several  years,  but 
after  their  father's  death  in  1981,  found 
themselves  at  loggerheads,  much  as 
their  father  and  uncle  had  30  years  ear- 
lier. Sensing  his  own  mortality,  Bill  de- 
termined that  the  brothers  should  re- 
solve the  control  issue.  "I  didn't  want  to 
face  the  increasing  tension  and  stress," 
says  Bill,  now  72. 

Updating  the  coin  toss,  the  brothers 
brought  in  a  consultant  to  choose 
which  one  would  lead  the  company, 
based  on  five  months  of  interviews 
with  clients,  corporate  officers,  Bill's 
doctors  and  the  brothers.  The  consul- 
tant picked  Bill.  "My  brother  never 
spoke  to  me  again,"  he  says,  sadly.  "I 
think  he  felt  certain  he  was  going  to  be 
chosen." 

Today  6,500-employee  Maritz  Inc. 
is  run  by  Chairman  Bill's  son  William 
Stephen  (Steve)  Maritz,  42.  Two  of  his 
three  siblings  are  shareholders  but  ap- 
pear content  to  follow  their  own  dis- 
tinct careers.  "We  try  to  run  the  com- 
pany as  professional  managers,  not  as  a 
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family  plaything,"  says  Steve. 

Maritz  Sales  Builders,  the.company 
James  Sr.  got  out  of  the  coin  toss,  oper- 
ated sales-incentive  programs,  the  most 
basic  kind  of  performance  improve- 
ment program.  In  short:  Sell  more  Pon- 
tiac  parts,  earn  points  toward  catalog 
merchandise  or  toward  a  trip  with  your 
honey.  Newer,  more  sophisticated  plans 
encourage  employees  to  attend  training 
programs  or  to  make  cost-reduction 
suggestions  to  management.  Maritz 
nurses  a  program  through  several  steps 
from  early  consulting  and  promotion 
to  results  measurement. 

The  travel  arm  started  in  1958  as  a 
supplement  to  the  merchandise  prizes. 
Market  research,  the  smallest  Maritz 
business  with  $177  million  in  revenues, 
started  in  1973  as  a  way  to  enhance  its 
incentive  business.  "Research  is  a 
diagnostic,  it  points  out  areas  for 
improvement,  either  in  service  or 
technical  knowledge,"  says  Philip 
Wiseman,  a  vice  president  of  the  unit. 

Steve  Maritz's  legacy  may  be  adding 
a  fourth  line  of  business:  technology. 
Whereas  his  dad  admits  he'll  "just  call 


By  the  Numbers 


my  secretary  and  tell  her  to  take 
e-mail,"  and  mostly  uses  his  laptop) 
play  computer  bridge,  Steve  is  a  tecfl 
Last  winter  he  created  two  "intrapi 
neurial"  groups:  Heybridge,  a  Web  ccj 
sultancy  building  on  Maritz's  e-co 
merce  expertise;  and  Emaritz,  to  h 
Maritz  sell  to  smaller  businesses. 

Maritz  expects  to  make  equity  j 
vestments  in  two  to  three  technold 
companies  over  the  next  two  to  thl 
years.  "It's  a  great  buying  time,"  si 
John  A.  McArthur,  vice  president: 
international  corporate  developmei 
Translation:  The  sector  is  out  of  fav( 
and  a  strong  private  company,  il 
subject  to  stock  market  ficklenej 
is  in  a  good  position  to  ride  q 
the  bumps. 

For  all  its  family  fractures  over  i 
years,  Maritz  has  staying  power  a 
cozy  tradition.  When  Bill  Maritz  stt 
down  as  chairman  in  three  years, 
might  get  a  classic  company  barbec; 
out  on  the  deck  beneath  the  hickor 
and  maples  of  the  200-acre  campus. 

And,  who  knows,  maybe  a  go 
watch. 


Someday  sociologists  may  be  able  to  explain  millennial  middle-class  America  based 
on  the  list  of  the  most  popular  items  on  the  Maritz  awards  Web  site.  They'll  learn  thai 
housewares,  especially  those  endorsed  by  a  celebrity,  were  considered  a  special  trea 


1.  George  Foreman's  Grilling  Machine 

2.  Farberware  Gadget  Set 

3.  Char-Broil  Gas  Grill 

4.  Ryobi  Gas  Trimmer  M 

5.  Hoover  Steam  Vac  M  ^ 

6.  KitchenAid  Stand  Mixer 

7.  Eureka  Whirlwind  Upright 

8.  «E  Cordless  Telephone 

9.  Century  Brevarra  Booster  Seat 

10.  Envirascape  Rock  Garden 


Source:  Maritz. 
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If  you  had  the  choice,  wouldn't  you  feel  a  little  better  choosing  the  product  that's  been  certified?  Our  retailers  are 
subjected  to  a  grueling  process  that  examines  every  aspect  of  what  they  do  before  they  can  earn  Five  Star  certification. 
But  becoming  certified  is  just  part  of  what  makes  these  retailers  better.  In  order  to  stay  that  way,  our  retailers 
must  maintain  high  customer  satisfaction,  work  for  continuous  improvement  and,  just  to  keep  them  fresh,  pass  an 
in-depth  audit  every  year.  So  if  you're  thinking  about  purchasing  a  new  vehicle  or  just  stopping  in  for  your  next  scheduled 
service  visit,  before  you  choose  a  retailer-be  sure  to  check  the  label.  Five  Star.  It's  Better.  We'll  Prove  It.™ 


For  more  information,  call  us  at  1-800-677-5-STAR.  visit  www  livestar.com  or  scan  the  bar  code 


Jeep  is  a  registered  trademark  of  DaimlerChrysler 
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REVENUES                    PROFITS  ENTERPRISE 

COMPANY/Chief  executive                                                         1999        CHANGE     OPERATING      NET        ASSETS   VALUE  (EST) 
BUSINESS                                                                          (SMIL)         (%)           (SMIL)       (SMIL)        (SMIL)       (SMIL)  EMPLOYI 

1 

1 

2 

2 

Cargill/Warren  Staley 

intl  marketer  &  processor  of  agricultural  &  industrial  commodities 

48,000 

-4.0 

1.700e 

597 

— 

— 

85  00 

Koch  Industries/Charles  Koch 

oil,  chemicals,  minerals,  energy,  environmental  technology,  ranching 

36,000e 

8.9 

l,350e 

650e 

— 

— 

11,50 

3     PricewaterhouseCoopcrs/James  J  Schiro 
3     accounting,  auditing,  tax  &  consulting  services 

20,000c 

15.6 

4,200e 

3,200e 

— 

183,00 

4 

5 

Mars/John  F  Mars 

makes  candy,  ice  cream,  meals  &  pet  food;  processes  rice;  electronics 

15,300e 

-1.9 

2,300e 

l.lOOe 

— 

— 

30,00 

5 

6 

Bechtel  Group/Riley  P  Bechtel 

engineering,  project  development,  construction  &  management 

15,100 

19.8 

860e 

350e 

— 

— 

40.00 

6 

8 

KPMG  International/Stephen  G  Butler 
accounting,  auditing,  tax  &  consulting  services 

14,200e4 

16.4 

3,100e 

2,100e 

— 

— 

118,50 

7 

9 

Publix  Super  Markets/Howard  M  Jenkins 

631  supermarkets  in  Alabama,  Florida,  Georgia  &  South  Carolina 

13,069 

8.3 

482 

462 

4,068 

4,100 

120,00 

8 

10 

Deloitte  Touche  Tohmatsu/James  E  Copeland  Jr 
accounting,  auditing,  tax  &  consulting  services 

12.300c 

13.9 

2,800e 

2,200e 

— 

— 

97,00 

9 

11 

ContiGroup  Cos/Paul  J  Fribourg 

processes  poultry,  pork  &  beef;  mills  flour  &  feed 

10,000e 

-4.8 

— 

— 

— 

— 

13,50 

10 

7 

Ernst  &  Young/Philip  A  Laskawy 
accounting,  auditing  &  tax  services 

9.550e 

15.1 

2,000e 

— 

— 

— 

88,62 

11 

13 

Meijer/Hank  Meijer6 

general  merchandise  &  grocery  stores  in  the  Midwest 

8,500e 

14.5 

580c 

190c 

— 

89.60 

12 
■ 

Andersen  Consulting  /Joe  W  Forehand 
management  &  consulting  services 

8,941s 

NA 

2,000e 

l,150e 

— 

— 

65,00 

13 

16 

Fidelity  Investments/Edward  C  Johnson  3rd 

mutual  funds,  online  discount  brokerage,  pension  management 

8,845 

30.5 

3,538e 

1,008 

39,313 

— 

30,16 

14 

4 

Arthur  Andersen/Louis  P  Salvatore 
accounting,  auditing,  tax  services 

8,400 9 

NA 

2,000e 

l,400e 

— 

— 

77,00 

15 

15 

HE  Butt  Grocery/Charles  C  Butt 

H-E-B  &  H-E-B  Pantry  Food  stores;  milk  plant  &  bread  bakery  in  Texas 

■  

8,200' 

9.3 

425e 

165c 

2,501 2 

— 

53,00 

16 

14 

Huntsman/Peter  R  Huntsman 
produces  chemicals,  polymers 

8,000 

0 

l,000e 

— 

— 

— 

16,00 

17 

17 

18 

20 

Aramark/Joseph  Neubauer 

food  &  support  svcs;  uniforms;  child  care  &  educational  svcs 

7,100c 

10.1 

582e 

138e 

— 

— 

152,00 

C&S  Wholesale  Grocers/Richard  B  Cohen 

wholesales  food  to  supermarkets,  retail  stores  &  military  bases 

7,100 

17.4 

240e 

105e 

— 

5,00 

19 

18 

JM  Family  Enterprises  F  )t  Moran 

independent  distributor  of  Toyotas;  insurance,  financial  svcs 

6,600 

6.5 

200e 

70e 

— 

— 

3,19 

20 

21 

Marmon  Group/Robert  A  Pritzker 

manufactures  auto  parts,  railroad  equip  &  industrial  prods 

6,530 

8.3 

914e 

351 

6,464 

— 

40,00 

21 

19 

Alliant  Exchange   Eul  L  Mason 

distributes  food  to  restaurants,  hotels,  hospitals  &  other  facilities 

6,500 

6.6 

275e 

120e 

— 

— 

12,00 

22 

24 

Enterprise  Rent-A-Car/Andrew  C  Taylor 
auto  rental,  leasing,  car  sales 

5,600 

18.4 

l,350e 

340e 

— 

— 

45,00 

23 

23  ! 

Science  Applications  Intl  J  Robert  Beyster 
technology  research  &  development  &  systems  integration 

5,530 

16.7 

535 

620 

4,405 

6,400 

40,00 

24 

22 

Levi  Strauss  &  Co/Philip  Marineau 

Levi's,  Dockers  &  Slates  jeans  &  other  casual  apparel 

5.139 

-14.0 

449 

5 

3,666 

3,550 

17,50 

25 

28  : 

Premcor'VWilliam  C  Rusnack 

refines  &  markets  petroleum  prods;  convenience  stores 

4,520 

13.5 

-32 

-2 

1,514 

8,600 

2,10 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable.  Pro  forma  figure  -Company  provided  estimate    Core  employees  'Worldwide  figures  'Worldv 
figures;  reflects  divestiture  of  consulting  unit.  6Doug  Meijer  is  co-chief  executive  "Will  be  renamed  Accenture  on  Jan.  I,  2001   5Worldwide  figures;  excludes  Arthur  Andersen. 
'Worldwide  figures;  excludes  Andersen  Consulting  !JFormerly  known  as  Alliant  Foodservice   "Formerly  known  as  Clark  USA 
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Ohio::the*eCorridor. 
Wherercompan 


Co 


iOY.eiwhenithey£discover 
"e^meansisoimuchimore 


■ 


'COR  RIDOR 


Ohio  is  the  e/Corridor.  Here  you'll  find  companies  and  people  on  the  leading 

EDGE  OF'  ELECTRONIC  TECHNOLOGY.   In  OHIO  YOU'LL  ALSO  FIND  "E"  REPRESENTS  ALL 

the  elements  businesses  need  to  succeed—  entrepreneurial  support ,  employee 
access  and  expertise  in  a  diverse  economy.  ohio's  e/corridor  is  open  for  business. 
Enter  and  proceed  with  optimism. 


www.connectohio.com  /  1 .800. 345. OHIO  /  Ohio  Department  of  Development 
Bob  Taft,  Governor  /  C.  Lee  Johnson,  Director 


500  Biggest  Private  Companies  BANKING 


'00 

•99 

COMPANY/Chief  executive 
BUSINESS 
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(SMIL) 

CHANGE 

(%) 

OPERATING 

(SMIL) 

NET 

(SMIL) 

ASSETS 
(SMIL) 
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(SMIL) 

EMPLOYE 

Zo 

70 

Capital  Group  of  Companies/Larry  P  Clemmensen 
manages  mutual  funds;  financial  services 

4,500e 

125.0 

2,000e 

475e 

9,201 

Z7 

27 

Menard/John  Menard 

home  improvement  centers  in  the  Midwest 

4,500e 

12.5 

315e 

135e 

7,201 

28 

30 



Graybar  Electric/Robert  A  Reynolds  Jr 

wholesales  &  distributes  electrical  &  communications  equip 

4,300 

15.2 

156 

65 

1,705 

900 

.  

9,001 

AA 

Z9 

12 

UaIIiAaiW    lHHil*4uiA«Jf     11            W    II  ll 

Holberg  Industries  /John  V  Holten 

distributes  food  &  related  products;  parking  management 

4,250c 

-54.0 

18,301 

AA 

30 

25 

t^AAn*    FhWIa/D           'J    O  PL 

Giant  Eagle/David  S  Shapira 

supermarkets  in  Pennsylvania,  Ohio  &  West  Virginia;  food  wholesaling 

4,221 

-3.0 

175e 

70e 

25,601 

31 

36 

Advance  Publications/Samuel  1  Newhouse  Jr 
newspapers,  magazines,  Conde  Nast 

4,200e 

36.6 

825e 

260e 

23,00 

3Z 

29 

Hallmark  Cards/Irvine  0  Hockaday  Jr 

greeting  cards  &  related  prods;  television  programs:  art  materials 

4,200 

7.7 

675e 

180e 

20,94 

AA 

33 

26 

SC  Johnson  &  Son/William  0  Perez 
household,  personal  care  &  insect  control  prods 

4,200 

0 

l.OOOe 

9,50 

34 

33 

Peter  Kiewit  Sons'/Kenneth  E  Stinson 

heavy  construction,  construction  materials,  quarrying 

4,013 

17.9 

287 

165 

1,599 

1,400 

20,301 

35    Milliken  &  Co/Roger  Milliken 
35  |  textiles  &  chemical  products 

4,000e 

29.0 

460e 

140e 

21,001 

36 
■ 

InterTech  Group/Jerry  Zucker 
manufactures  polymers  &  composites 

3,850e 

NA 

18,501 

37 

32 

Hy-Vee/Ronald  D  Pearson 

Hy-Vee  Food  supermarkets,  Drug  Town  drugstores 

3,800 

8.8 

95e 

57e 

45,001 

38 

63 

Guardian  Industries/William  Davidson 

manufactures  flat  glass,  fiberglass  insulation,  automotive  exterior  trim 

3,650e 

73.8 

400e 

140e 

20,001 

39 

37 

Amway/Dick  DeVos 

direct  sales  of  household  &  personal  care  products 

3,500e 

16.7 

400e 

180e 

8,201 

40 

34 

Cox  Enterprises/James  C  Kennedy 

newspapers,  television,  auto  auctions,  broadband,  radio 

3.50ue 

3.6 

930e 

210e 

48,401 

41 

55 



Reyes  Holding/J  Christopher  Reyes6 

distributes  food  &  supplies  to  McDonald's;  distributes  beer 

3,500 

47.4 

lOOe 

2,301 

42 

38 



Schwan's  Sales  Enterprises/M  Lenny  Pippin 
delivers  frozen  pizzas  &  other  frozen  foods 

3,350e 

11.7 

350e 

150e 

6,001 

43 

41 

Gulf  States  Toyota/Thomas  N  Hynes 
independent  distributor  of  Toyotas 

3,158e 

17.0 

63e 

32e 

1,651 

44 

45 

International  Data  Group/Patrick  J  McGovern 

computer  publications  &  market  research;  computer  trade  shows 

3,100 

21.1 

525 

280 

13,401 

45 

44 

Southern  Wine  &  Spirits/Harvey  R  Chaplin 
distributes  wine,  spirits  &  nonalcoholic  beverages 

3,100 

19.2 

125e 

65e 

5.401 

46 

40 

— 

Schneider  National/Donald  J  Schneider 
truckload  carrier 

3,000 

10.7 

300e 

58e 

18,77! 

47 
■ 

Synnex/Robert  Huang 

contract  manufacturer  of  electronics  equip 

2,995 

NA 

38 

20 

470 

1,00( 

48 

48 

McKinsey  &  Co/Rajat  Gupta 
international  management  consulting  firm 

2,900 

16.0 

960e 

725e 

10.50C 

49 

43 

Raley's/MichaelTeel 

Raley's  Food  &  Drug  stores,  and  other  supermarkets 

2,849 

9.6 

1  1  C 

lloe 

r  r- 

ooe 

lb.oUl 

50  \ 

75 

Eby-Brown/Richard  W  Wake7 

distributes  candy,  tobacco,  food  &  merchandise  to  convenience  stores 

2,773 

42.2 

BOe 

22e 

2,01] 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable.  Pro  forma  figure.  'Company  provided  estimate.  3Core  employees.  "Agreed  to  sell  its  AmeriServ 
Food  Distribution  unit  to  McLance  Co.  Excludes  public  subsidiaries.  6M.  Judy  Reyes  is  co-chief  executive.  'Thomas  G  Wake  is  co-chief  executive 
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Speak  with  more 
intelligence. 


forty  percent  of  the  world's  new  mobile  phones,  ST  microchips  give  voice  to  those  speaking, 
'en  those  not  speaking. 

Whether  it's  teleconferencing,  checking  e-mail,  or  just  chatting,  STMicroelectronics  is  part 
H^fK  of  the  conversation.  Our  microchips  run  an  astonishing  4  out  of  10  mobile  phones  delivered 
^yUlHk  m  the  world  today.  And  we're  working  with  leading  mobile  phone  makers  to  create  new 
'Wf^^^-  appliances  that  everyone  will  be  talking  about. 


We  put  more  intelligence  into  everything, 

STMicroelectronics  (formerly  SGS -THOMSON)  •  www.st.com  »  A  world  leader  in  semiconductors  for  consumer  products, 
tomotive,  telecommunications,  computer  peripherals,  industrial  automation  and  control  systems  •  For  opportunities:  http://jobs.st.com 

STMicroelectronics 


500  Biggest  Private  Companies  ranking 


ac 

i 

00 

yy 

REVENUES    PROFITS   

COMPANY/Chief  executive                                                      1999       CHANGE     OPERATING  NET 
BUSINESS                                                                          (SMIL)         (%)           ($MIL)  (SMIL) 

ENTERPRISE 
ASSETS   VALUE  (EST) 
(SMIL)       (SMIL)  EMPLOYS 

51 

by 

Hearst/Frank  A  Bennack  Jr 
publishing,  broadcasting,  &  entertainment 

2,740e 

24.5 

578e 

161e 

16,00! 

52 

Peabody  Group  li!  F  Engelhardt 
mines  coal;  markets  fuel  &  power 

2,711 

13.6 

443 

28 

5,827 

3,400 

720i 

53 

42 

Consolidated  Electrical  Distributors/H  Dean  Bursch 
wholesales  &  distributes  electrical  equipment 

2,700e 

3.8 

150e 

55e 

5,00 

54 

A  7 

4/ 

55 

MBM/JerryL  Wordsworth 

distributes  food  &  related  products  to  national  restaurant  chains 

2.700 

8.0 

60e2 

28e 

*, 

2,501 

JR  Simplot/Stephen  A  Beebe 

processes  potatoes,  vegetables,  meat,  other  foods;  fertilizer;  livestock 

2,700 

-1.1 

300e 

120e 

12,001 

56 

CO 

Wegmans  Food  Markets/Robert  B  Wegman 

Wegmans  Food  Markets;  Chase-Pitkin  Home  &  Garden  Centers 

2,670 

9.4 

90e 

55e 

28,761 

57 

EC 

bb 

Keystone  Foods/Herbert  Lotman 

processes  beef  &  poultry  for  food  svcs;  distributes  food  &  supplies 

2,584 

10.8 

25e2 

10e2 

494 

6,701 

58 

AC 

Perdue  Farms/James  A  Perdue 
processes  poultry  &  agricultural  products 

2,501 

-0.6 

160c 

22e 

19,501 

58 

57  j 

Kohler/HerbertVKohlerJr 

plumbing  prods,  engines,  generators,  furniture,  tile,  hotels 

2,500 

8.7 

215e 

lOOe 

20,0011 

60    Renco  Group/Ira  L  Rennert 

49     steel  &  refined  lead  &  other  metals;  mines  coal;  HumVee  &  Hummer 

2,500 2 

0 

155e 

15,001 

 1    

61    Stater  Bros  Markets/Jack  H  Brown 
77  I  155  supermarkets  in  southern  California 

2,500 2 

35.1 

722 

-82 

5902 

13,001 

{  —  

62    Micro  Warehouse/Jerome  York 
■   ;  sells  computers  &  equip  online  and  via  catalog 

2,376e 

NA 

89e 

50e 

3,201 

63 

61 

Black  &  Veatch/Len  Rodman 

engineering,  construction  &  technical  consulting  services 

2,375 

10.6 

41 

11 

1,102 

9.00C 

64 

82 

QuikTrip/Chester  Cadieux 

gasoline  &  convenience  stores  in  7  southern  &  midwestern  states 

2,347 

30.1 

105 

55 

459 

5,24f 

65 

83 

Bloomberg/Michael  R  Bloomberg 

online  financial  data,  business  news  service,  media 

2,300e 

27.8 

760e 

315e 

7,00( 

66    Connell/Grover  Connell 

62     leases  heavy  equipment;  real  estate;  trades  rice  &  sugar 

2,300 

9.5 

23£ 

 3  

67    Venture  Industries/Larry  Winget 

50     manufactures  plastic  auto  components 

2,300e 

-8.0 

200e 

20.00C 

68 

67  ; 

Core-Mark  International/Robert  A  Allen 

distributes  tobacco  products,  candy,  food,  health  &  beauty  aids 

2,255 

12.2 

46 

20 

350 

700 

2,504 



68 

" 

Allied  Worldwide  '/Jeffrey  P  Gannon 
relocation  services,  logistics 

2,212 1 

NA 

lOle 

7.00C 

70 

148 

Advance  Stores/Lawrence  P  Castellani 
auto  parts  store;  distributes  auto  parts 

2,207 

80.8 

78 

-25 

1,349 

2,550 

23.90C 

71 

72 

H  Group  Holding/Tom  Pritzker 
Hyatt  hotels  &  resorts 

2,200 

10.0 

725e 

190e 

70.00C 

72 

58 

Gilbane/Paul  JChoquetteJr 

builds  airports,  educational,  govt  facilities  &  water  treatment  plants 

2,178 

-5.1 

21e 

45e 

1.35C 

73 

66 

Goodman  Manufacturing/John  B  Goodman 
manufactures  HVAC,  Amana  and  large  home  appliances 

2,160e 

5.4 

7.75C 

74  ' 

71 

Gordon  Food  Service/Dan  Gordon 
distributes  food;  GFS  Marketplace  stores 

2,150 2 

7.5 

BOe 

45e 

4.40C 

75 

64 

Belk/John  M  Belk 
department  stores 

2,145 

2.6 

207 

71 

1,630 

2,150 

22.00C 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable  'Pro  forma  figure.  -'Company  provided  estimate.  3Core  employees.  "Resulting  company  after  the 
merger  of  North  American  Van  Lines  and  Allied  Van  Lines. 
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Welcome  to  the  new  economy.  And  welcome  to  the  new  Fannie  Mae.  We're  using  the 
Dower  of  the  Internet  to  quickly  become  one  of  the  world's  largest  e-businesses. 
With  the  click  of  a  mouse,  we  can  span  continents  and  leap  oceans  to  find 
ow-cost  mortgage  funds. 


Df  course,  we're  old  hands  at  searching  the  international  capital  markets 
for  the  lowest-cost  financing  for  American  home  buyers.  During  the 
1990s,  we  raised  over  $145  billion  from  international  investors.  And 
moving  these  processes  to  the  Internet  will  continue  to  help  us  ensure 
affordable  mortgage  funds  for  American  families. 

In  fact,  last  year  alone,  we  issued  $48  billion  of  debt  securities  through  our 
i/Veb  site.  Which  explains  why  we're  among  the  world's  largest  e-businesses. 
Fanniemae.com.  It's  how  we  do  business.  Period. 


FannieMae 

www.fanniemae.com 


i 


You  may  think  it  takes  a  bloodhound  to 

track  down  global  Sources  of  low-cost  funds. 
But  it's  amazing  what  you  can  do  with  a  mouse. 


500  Biggest  Private  Companies  BANKINC 

.  REVENUES     __.  PROFITS  ENTERPRISE 
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78 

74 

Ingram  Industries/Martha  R  Ingram 
distribution;  marine  transportation;  insurance 

2,135 

7.2 

133e 

74e 

6,0E 

77 

68 

LifeStyle  Furnishings  Intl/Alan  D  Cole 
manufactures  &  markets  home  furnishing  products 

2.100 

4.9 

185e 

75e 

1.150e 

30,00 

78 

73 

Schnuck  Markets/Craig  D  Schnuck 
supermarkets  in  the  Midwest 

2,100c 

5.0 

70e 

50c 

17.0C 

mm  #h 

78 

103 

Flying  J/J  Phillip  Adams 

truck  &  travel  plaza  stops;  oil  refining,  production  &  exploration 

2,089 

33.7 

56 

14 

946 

10,00 

80 

100 

Quality  King  Distributors/Glenn  Nussdorf 

distributes  pharmaceuticals,  health  &  beauty  care  prods,  fragrances 

1  

2,050 

28.1 

88e 

54e 

1.2C 

81 

86 

Scoular/Randal  LLinville 

trades  &  stores  grain  &  feed  ingredients 

2,015 

16.5 

30e 

lOe 

37 

82 

79 

HT  Hackney/William  B  Sansom 

distributes  food  &  petroleum;  manufactures  furniture 

2.000c 

10.0 

76e 

32e 

3,00| 

83 

78 

■       1-1     111        _    1  I       I  J  ■        _.     r.                     ■    ■  III 

Jeld-Wen  Holding/Richard  LWendt 

makes  &  retails  windows,  doors,  building  materials;  develops  resorts 

2,000  e 

9.6 

185e 

75e 

20,0a 

84 
■ 

Kinko's/Joseph  Hardin  Jr 

Provides  self-service  copying,  custom  printing,  other  services 

2,000. 

NA 

540e 

280e 

26,001 

mm 

85 

76 

Sammons  Enterprises/Robert  W  Korba 
insurance;  industrial  &  oilfield  equipment 

2,000e 

3.6 

275e 

160e 

3,901 

86 

nl 

Structure  Tone/James  Donaghy 
general  contractor;  construction  manager 

2.000 

33.3 

65e 

35e 

1,60 

87 

85 

Carlson  Cos/Marilyn  Carlson  Nelson 

TGI  Friday's  restaurants,  Radisson  hotels,  travel,  business  incentives 

1.950c 

12.4 

232e 

78e 

63,00 

88 

226 

BCom3  GroupVLinda  Wolf 
advertising,  marketing,  communications 

1,933 

107.0 

- 

17,50 

88 

149 

Builders  FirstSource/John  0  Roach 
manufactures  &  distributes  building  materials 

1,900  s 

55.7 

6.80 

80 
■ 

Dr  Pepper  Bottling/Seven-Up  Bottling  Group  /Jim  Turner 
bottles  soft  drinks 

1,900 

NA 

200e 

8,00 

81 

156 

Sinclair  Oil/Robert  E  Molding 

oil  refineries,  ski  resorts,  hotels,  gas  stations 

1.900p 

58.3 

200e 

55e 

6.501 

82 

81 

UniGroup/Maurice  Greenblatt 

United  Van  Lines  &  Mayflower  Transit  moving  services 

1,979 

3.9 

55 

15 

788 

■  

1,81 

83 

125 

RaceTrac  Petroleum/Carl  Bolch  Jr 

RaceTrac  &  Raceway  convenience  stores  &  gas  stations  in  13  states 

1,948 

23.2 

52 

21 

398 

3,701 

94 

84  J 



DeMoulas  Super  Markets/William  J  Shea 

DeMoulas  &  Market  Basket  supermarkets  in  Mass  &  New  Hampshire 

1,940 

3.3 

96e 

64e 

12,501 

95 

65 

Jitney  Jungle  Stores  of  America7/Ronald  E  Johnson 
Jitney  Jungle,  Delchamps,  Sack  &  Save  supermarkets;  gas  stations 

1.840c 

-10.0 

16,601 

88 

51 



A-Mark  Financial/Steven  C  Markoff 

trading  &  marketing  of  rare  coins,  precious  metals;  merchant  banking 

1.812 

-26.0 

52 

22 

74 

101 

87 

95 

Booz,  Allen  &  Hamilton/Ralph  W  Shrader 
management  &  technology  consulting 

1,800 

12.5 

432e 

221e 

9,801 

98 

107 

Clark  Enterprises/A  James  Clark 

contractor  &  builder  of  hotels,  offices,  sports  &  convention  facilities 

l,800e 

20.0 

5,00] 

99 

97  1 

Grant  Thornton/Robert  A  Kleckner8 
accounting  &  consulting  services 

1.800 

12.5 

325e 

215e 

20,82f 

188 

80  | 

Gulf  Oil/John  Kaneb 

wholesales  &  distributes  oil  &  petroleum  products 

1,880 

-0.4 

20e 

15e 

200 

18! 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable.  'Pro  forma  figure.  -"Company  provided  estimate.    Core  employees  ''Resulting  company  after  the 
merger  of  Leo  Burnett  and  McManus  Group.  5Company  provided  estimate  for  December  2000  based  on  recent  acquisitions.  "Resulting  company  after  the  merger  of  Turner 
Beverage  Group  and  American  Bottling.  "Winn-Dixie  agreed  to  buy  most  of  Jitney  Jungle's  assets.  "Domenick  J.  Esposito  is  CEO  of  U  S.  division.  'Worldwide  figures. 
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No  energy  company  is  better 
at  turning  hamburger  into  steak. 


Lots  of  energy  companies  use  a  coking  process 
in  their  refineries.  At  Conoco,  we  found  a  way  to 
make  more  money  with  ours.  We  get  more 
enriched  products,  like  gasoline,  diesel  fuel  and 
specialty  coke,  out  of  a  barrel  of  crude  oil  than 
anyone.  And  less  of  the  bottom-of-the-barrel  kind 
of  by-product,  such  as  residual  fuel  oil  and  asphalt. 

Everyone  seems  to  agree  that  this  new 
method  works  so  well,  they  want  to  get  in  on  the 
action.  One-third  of  our  competitors  have  licensed 
our  technology.  And  countries  from  Venezuela 
to  Kuwait  to  Malaysia  are  seeking  to  raise  the 


value  of  products  made  from  their  crude  oil. 

We  try  to  stay  one  step  ahead  of  the  competi- 
tion all  over  the  world.  We  were  the  first  to  launch 
ultra-deep  water  drillships,  and  struck  oil  by  going 
to  places  in  a  way  no  one  else  could.  We  planted 
more  than  a  million  eucalyptus  trees  in  Venezuela, 
providing  a  vital  cash  crop  for  the  people  who  live 
near  our  120,000-barrel-a-day  project.  And  we 
converted  cur  tanker  fleet  to  double-hulls  16  years 
ahead  of  schedule,  proving  we  know  how  to  reach 
our  goal  of  "getting  to  the  future  first." 

When  it  comes  to  valuable  innovations,  we  cook. 


(conoco) 

Think  big.  Move  fast. 

www.conoco.com 


DCO  Inc.,  2000.  All  rights  reserved 
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101 

99 

Parsons/James  F  McNulty 

international  engineering  &  construction  services 

1,800 

12.5 

90e 

— — ^ 

35e 

11,001 

102 

89 

JF  Shea/John  F  Shea 

home  builder  &  general  contractor 

1,794 

5.5 

160e 

80e 

2,lu] 

103 

116 

Edward  Jones/John  W  Bachmann 
securities  &  insurance  brokerage 

1,787 

23.2 

305 

187 

2,693 

5,200 

20,54: 

104 
■ 

Big  Flower  Holdings/Edward  T  Reilly 
advertising  &  marketing 

1,780c 

NA 

232e 

21e 

10.001 

105 

93 

84  Lumber/Margaret  Hardy-Magerko 
supplies  building  materials  to  contractors  &  public 

1,775 

9.2 

140e 

65e 

5,001 

100 

130 

Amsted  Industries/Arthur  W  Goetschel 
railroad  &  industrial  equipment,  building  materials 

1,774 

29.5 

286 

96 

1,848 

10,601 

107 

136 

Pilot/James  A  Haslam  III 

134  travel  centers;  46  convenience  stores 

1,768 

34.8 

103 

66 

448 

7,20) 

100 

165 

Beaulieu  of  America  Group/Carl  Bouckaert 
manufactures  carpets  &  rugs 

1,750 

49.7 

113 

43 

1,140 

13,70* 

100 

90 

Golden  State  Foods/Mark  S  Wetterau 

food  processor  and  distributor  to  McDonald's  restaurants 

l,750e 

6.1 

54e 

36e 



2,001 

iuT 

88 

Golub/Lewis  Golub 

Price  Chopper  supermarkets  &  Mini  Chopper  convenience  stores 

l,750e 

2.9 

70e 

18e 

18,501 

111 

94 

 1 

BDO  International/Cecil  Fleming4 

accounting,  assurance,  tax  &  management  consulting 

1,700  s 

5.6 

310e 

210e 

19,001 

112 

101 

Alex  Lee/Boyd  L  George 
distributes  food;  supermarkets 

1,890 

6.4 

50e 

19e 

8.501 

113 

■ 

! 

HR  Logic/Craig  P  Coy 

professional  employee  organization 

1,6786 

NA 

13e 

5e 

601 

114 

96 

Central  National-Gottesman/Kenneth  L  Wallach 
distributes  pulp  &  paper 

1,858 

3.1 

15e 

5e 

90S 

115 

108 

Day  &  Zimmermann  Group/Harold  L  Yoh  III 

engineering,  construction,  consulting,  defense  products 

l,658e 

10.0 

120e 

80e 

24,000 

no 

98 

Leprino  Foods/James  Leprino 
makes  mozzarella  cheese 

l,850e 

3.1 

90e 

55e 

2,800 

117 

168 

Sheetz/Stanton  R  Sheetz 

convenience  stores  in  Penn,  Maryland,  Ohio,  Virginia  &  W  Virginia 

1,828 2 

39.5 

90e 

35e 

7,001 

no 

92 

Brookshire  Grocery/Bruce  Brookshire 
Brookshire  &  Super  1  supermarkets 

l,613e 

-0.7 

44e 

19e 

10,50( 

lie 

106 

Metromedia/John  W  Kluge 

Ponderosa  steakhouses,  Bennigan's  &  other  restaurants;  ind  equip 

IGOOp 

4.9 

32,00(1 



120 

118 

AG  Spanos  Cos/Alexander  G  Spanos 

commercial  &  residential  construction;  real  estate  development 

1,586' 

10.4 

2652 

672 

600 

121 

104 

Haworth/Gerald  8  Johanneson 

designs,  manufactures  &  markets  office  furniture  &  seating 

1,588 

2.6 

196e 

90e 

14,000 

122 

111 

Comark/Philip  Corcoran6 

sells  computer  equip  &  software;  provides  info  tech  svcs 

1,558 

4.9 

30e 

12e 

253 

1,383 

123 

132 

E&J  Gallo  Winery/Ernest  Gallo 
generic  &  premium  wines  &  wine  products 

1.515e 

12.2 

355e 

160e 

 1 

5.25C 

124 

122 

Rich  Products/Robert  E  Rich  Jr 

Coffee  Rich,  Rich's  Whip  Topping  &  frozen  foods;  pro  sports 

1.515 

8.2 

212e 

83e 

7,000 

125 

179 

Kinray/Stewart  Rahr 

distributes  drugs,  health  &  beauty  aids  &  medical  equipment 

1,518 

36.0 

23 

13 

350 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable  'Pro  forma  figure.  Company  provided  estimate   3Core  employees.  'Denis  Field  is  the  CEO  of  U.S| 

division.  5Worldwide  figures.  6Charles  Woland  is  co-chief  executive.  'Excludes  excise  tax. 
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Deutsche  Banc  Alex  Brown  identifies  the  US  investment  banking  activities  of  08  Alex  Biown  LLC  (formerly  BT  Alex  Brown  Incorporated!  and  Deutsche  Bank  Securities  Inc..  which  are  subsidiaries  of 
Deutsche  Bank  AG   t  Trademark  application  pending 


Deutsche  Banc  Alex.  Brown 


Fueling  the  success  of  our  clients 
makes  us  a  winning  team 

Deutsche  Bank  has  again  been  voted  the  #1  Investment  Bank  for  Capital  Raising 


UROMONEY  GLOBAL   FINANCING  POLL 


2000 


In  this  poll  of  treasurers  and  financial  officers  at  corporations,  financial  institutions,  state  agencies  and 
supranational  organizations,  respondents  were  asked  to  nominate  banks  providing  the  best  service  in 
capital  raising  and  liability  management. 

#1  Overall  Capital  Raising 


Capital  Raising 

£  #1  International  Equity  Offerings 

■  #1  Euro-Straights 

a  #1  Euro  Floating  Rate  Notes 

■  #1  Private  Placements  and  Structured  Notes 
m  #1  EMTN  (Arrangers  &  Dealers) 

■  #1  ECP  (Arrangers  &  Dealers) 

■  #1  Raising  Capital  in  Europe 

■  #2  Using  the  Internet  to  Raise  Capital 

»  #2  Raising  Capital  in  the  Emerging  Markets 


Liability  Management 

B  #2  Overall  Risk  Management 

■  #1  Credit  Derivatives  -  Service 

■  #1  Exotic  Options  •  Euro 

a  #1  FX  Spot  &  Forwards  -  Euro 

■  #1  Forward  Rate  Agreements  -  Euro 

■  #1  Short-term  OTC  Interest  Rate  Swaps 
(Euro  &  Yen) 

■  #1  Providing  Fair  Value  on  Instruments 
Previously  Sold 

■  #2  Credit  Derivatives  -  Pricing  &  Ideas 
»  #2  FX  Spot  &  Forwards  (USD  &  Yen) 


When  business  needs  capital.  Deutsche  Bank  comes 
through 

Whether  it's  equities,  fixed  income  or  tools  for  managing 
risk,  clients  get  the  financing  they  need,  in  a  package  that 
grabs  investors'  attention. 

That's  why  we've  been  voted  the  #1  Investment  Bank  for 
Capital  Raising  -  for  the  second  year  in  a  row. 
We've  always  believed  that  if  we  put  our  customers  first,  we 
would  come  out  on  top  in  global  investment  banking. 

Global  performance  in  raising  capital  -  another  reason  why 
Deutsche  Bank  is  leading  to  results 


GLOBAL  PERFORMANCE 


leading  to  results7 


Deutsche  Bank 


m 
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126  Andersen/Donald  Garofalo 
69  l  manufactures  windows  &  patio  doors 


127 

141 


Duchossois  Industries/Craig  J  Duchossois 

railroad  equip,  military  prods,  Arlington  Racetrack,  hardware 


1,500 


-25.0 


1,500c 


18.6 


75e 


25e 


180e 


95e 


128 

121 


Quad/Graphics/Harry  V  Quadracci 

prints  catalogs,  magazines,  inserts,  books  &  other  commercial  prods 


1,500 


7.1 


170e 


85e 


129  Transammonia/Ronald  P  Stanton 

126  trades  &  ships  fertilizers,  liquefied  petroleum  gas  &  petrochemicals 

130 

114 


1,406 


7.2 


Save  Mart  Supermarkets/Robert  Piccinini 
Save  Mart,  S-Mart  Foods  &  Food  Maxx  supermarkets  in  California 


1,460 


1.1 


13e 


12e 


63 


25 


353 


131   General  Parts/0  Temple  Sloan  Jr 

142    Carquest  auto  parts  stores;  distributes  auto  parts 


1,462 


17.1 


130e 


45e 


132   National  Distributing/Michael  C  Carlos 
140    distributes  alcoholic  &  nonalcoholic  beverages 


l,455e 


14.1 


58e 


20e 


133 

192 


TravelCenters  of  America/Ed  Kuhn 
full-service  truck  stops 


1,455 


37.2 


89 


660 


1,100 


134  Clark  Retail  Enterprises/Brandon  K  Barnholt 
120    convenience  stores,  gas  stations 


1,450 


3.6 


42 


323 


135  Fry's  Electronics/John  Fry 

131    consumer  electronics  stores 


l,450e 


6.6 


64e 


32e 


136  Whiting-Turner  Contracting/Willard  Hackerman 
135  |  construction  manager,  general  contractor  &  design  builder 


1,418 


5.8 


29e 


15e 


137   DiGiorgio/Arthur  M  Goldberg 

159  i  wholesales  &  distributes  White  Rose  &  national-brand  food  products 


1,414 


18.1 


36 


10 


273 


1,300 


138  \  Foilett/Kenneth  J  Hull 

143  |  operates  college  bookstores;  wholesales  educational  prods  &svcs 


1,401 


13.0 


55 


17 


517 


139   Delaware  North  Cos/Jeremy  M  Jacobs 

138    concessions  &  hospitality  svcs  at  parks  &  other  sites;  pari-mutuels 


1,400 


7.7 


lOOe 


25e 


140  Grocers  Supply/Max  Levit4 

128  I  distributes  food  to  convenience  stores  &  supermarkets 


1.400c 


1.8 


21e 


14c 


141  Kingston  Technology/John  Tu 

184  i  semiconductors,  computer  memory  &  upgrade  products 


1,400 


27.3 


112e 


21e 


142 


National  Gypsum/Thomas  C  Nelson 
manufactures  gypsum  wallboard 


l,400e 


NA 


143 

155 


Sierra  Pacific  Industries/Red  Emmerson 
lumber  &  millwork  products;  windows 


1.400c 


16.7 


250e 


67e 


144 

170 


Wawa/Richard  0  Wood 

convenience  stores  in  5  mid-Atlantic  states 


1,300 


21.9 


101 


26 


546 


145  Ebsco  Industries/James  T  Stephens 

151  ■  subscription  services,  printing,  reference  databases;  hunting  prods 


1.375 


14.6 


llOe 


45e 


146   BE&K/T  Michael  Goodrich 

217  '  engineering,  construction  &  maintenance 


1.370 


42.7 


75e 


25e 


147  Aecom  Technology/Richard  Newman 
212    architecture,  engineering,  design 


1.365 


37.9 


522 


142 


6752 


148   Borden,  C  Robert  Kidder 

119    consumer  adhesives;  industrial  chemicals 


1,360 


-2.8 


173 


53 


1,727 


750 


149  CC  Industries/William  H  Crown 

181  I  manufactures  truck  trailers,  metal  casual  furniture,  power  converters 


l,360e 


23.6 


lOOe 


40e 


150  Hensel  Phelps  Construction/Jerry  L  Morgensen 
166  I  commercial  construction  


1,357 


16.5 


34 


18 


501 


■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable. 

executive. 


Pro  forma  figure.  2Company  provided  estimate.  3Core  employees.  4Milton  Levit  is  co-chief 
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MONTRES  •   LA  MONTRE  DES  MONTRES 


LA  MONTRE  DES  MONTRES  •   LA  MONTRE  DES  MONTRES 


HUB  LOT 

C HRONOGRAPH 

A  U  T  O  M  ATI  C 


That  Sensational  Feeling 


Supple  yet  Sturdy  Rubber  Strap.  Resistant  Case  with 
Screw-locked  Crown,  Water-Resistant  to  100  m  (330  eeet). 
Sophisticated  Mechanism  Actioned  by  Stylish  Oval-shaped  Pushpieces. 
Crisply  Legible  Dial  with  Hour  Markers  or  'Navy'  Style  Numerals. 
Hublot  Chronograph  :  Classic  and  Revolutionary,  Sporty  yet  Elegant. 


MONTRES  •  LA  MONTRE  DES  MONTRES      N4DN^   .  LA  MONTRE  DES  MONTRES  •  LA  MONTRE  DES  MONTRES 

GENEVE 


AAc Carver  &  Moser 

27  Main  Street  •  East  Hampton,  New  York  1 1 937  •  (63 1 )  324-7300 
482  John  Ringling  Boulevard  •  Sarasota,  Florida  34236  •  (941)  388-3666 

MDM  of  America,  inc.,  www.hublot.ch 
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151 

197 

Hunt  Construction  Group  Robert  Hunt 
general  contractor,  construction  management 

1,352 

30.1 

38 

17 

71 

152 

113 

Bridge/Thomas  M  Wendel 

network  services  &  online  financial  information 

1.350e 

-8.2 

225e 

5,00 

153 
■ 

Ergon/Leslie  B  Lampton  Sr 

refines  petroleum;  makes  computer  boards;  designs  computer  sys 

1,350c 

NA 

135e 

30e 

2,00 

154 

115 

WL  Gore  &  Associates/Charles  E  Carroll 

manufactures  fabrics,  electronics,  industrial  &  medical  products 

1,350 

-6.9 

270e 

135e 

5,88 

155 

144 

DynCorp/Paul  V  Lombardi 

technical  &  consulting  services  pr  imarily  to  the  US  government 

1,345 

9.0 

49 

8 

640 

1,500 

19,26 

156 

146 

157 

127 

Towers  Perrin/John  T  Lynch 

management,  human  resources  and  financial  services  consulting 

1,338 

8.8 

197 

153 

8,60 

Maritz/Steve  Maritz 

marketing  research  motivation  programs;  travel  services 

1,325 

-3.8 

35 

21 

512 

6,50 

158 

163 

Packerland  Packing/Richard  V  Vesta 
slaughterhouses 

1,320 

12.4 

30e 

lOe 

4,00 

159 

139 

Dade  Behring/James  Reid-Anderson 
manufactures  &  supplies  in  vitro  diagnostic  products 

1,309 

1.9 

150 

-30 

1,666 

3,500 

6.46 

169 
■ 

Frank  Consolidated  Enterprises/Elaine  Frank 
fleet  leasing  and  management 

1,300 

NA 

lOOe 

40e 

57 

161 

210 

SC  Johnson  Commercial  Markets/S  Curtis  Johnson 
floor  care,  food  sanitation  &  hygiene  &  appearance  products 

1.300 

30.0 

235e 

80e 

3,50 

162 

109 

Purity  Wholesale  Grocers/Sal  Ricciardi 

distributes  groceries,  health  and  beauty  products  &  pharmaceuticals 

1,300 

-13.0 

40 

30 

48 

163 

169 

Schreiber  Foods/Jack  Meng 

makes  &  packages  cheese;  frozen  entrees 

1,300d 

12.6 

70e 

40e 

3,00 

164 

173 

SF  Holdings  Group/Dennis  Mehiel 
paper  &  plastic  food  &  beverage  products 

l,300e 

15.0 

130e 

7,50 

165 

124 

168 

243 

Southwire/Roy  Richards  Jr 

wire  &  cable  for  utility  &  construct  inds;  copper  &  aluminum  rods 

1,300 

-7.1 

4,0C 

Spear  Leeds  &  Kellogg  /Gary  F  Goldring6 
securities  brokerage 

1,300 

44.4 

560e 

50e 

on  nnn 

20,000 

2,50 

167 

158 

 1 

Taylor/Glen  Taylor 

printing,  stationery,  direct-mail  marketing;  electrical  equipment 

1,300 

8.3 

260e 

7(1  _ 

78e 

i  1  nn 

11,00 

168 

185 

Wilbur-Ellis/Herbert  BTully 

distributes  agricultural  chemicals  &  fertilizers  in  US;  ind  chems  in  Asia 

1,300 

18.2 

65e 

25e 

c  n  a  _ 

504e 

o  nn 

2,00 

169 

189 

Hewitt  Associates/Dale  Gifford 
human  resources  consulting 

1,275 

18.6 

170e 

HOe 

1 1  nn 

11,00 

179 

152 

IMG/Mark  H  McCormack 

talent  management  svcs;  special  events;  produces  TV  programs 

l,260e 

5.0 

291e 

76e 

o  nn 

2,90 

171 

183 

Heico  Companies/Michael  E  Heisley  Sr 
industrial  machinery,  heavy  equipment 

1,254' 

14.0 

150e 

65e 

9,50 

172 

164 

Asplundh  Tree  Expert/Christopher  B  Asplundh 
vegetation  management  for  electric  utilities,  railroads,  others 

1,251 

6.7 

180e 

65e 

24.00 

173 

200 

Lanoga/Daryl  D  Nagel 

lumber  &  other  building  materials  stores  in  18  states 

1.251 

21.8 

120e 

50e 

5,12 

174 
■ 

DreamWorks  SKG/Jeffrey  Katzenberg 
produces  motion  pictures 

1,242 

NA 

118e 

1,50 

175 

160 

Dillingham  Construction/Donald  E  Sundgren 
commercial,  industrial,  heavy  civil  &  marine  contractor 

1,240 

4.3 

15e 

5e 

8,00 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable.  'Pro  forma  figure.  'Company  provided  estimate  3Core  employees.  'Formerly  Huber  Hunt  &. 
Nichols.  sAgreed  to  be  acquired  by  Goldman  Sachs.  'Andrew  Cader  is  co-chief  executive. 
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whowuwatchdog 


Your  Northwestern  Mutual  Financial 
Network  Representative  can  play  a 
valued  role  in  your  small  business, 
bringing  you  the  expert  guidance  and 
the  specialists  you  need  to  attract 
and  retain  the  right  talent. 

%p  Northwestern  Mutual 

FINANCIAL  NETWORK™ 


novative  solutions  for  business,  estate,  insurance,  and  personal  finance.       Af€?  yd)d^1t^0T:0,,y0 


Leo  Tucker 
Financial  Representative 


2000  The  Northwestern  Mutual  Life  Insurance  Co.,  i 


www.northwesternmutual.com 
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4  TC 

176 

157 

Tang  Industries/Cyrus  Tang 

fabricates  &  distributes  metal;  office  furniture 

l,225e 

2.1 

75e 

30c 

3.60C 

4  77 
177 

■ 

Anderson  News/Charles  Anderson 
wholesales  periodicals  &  books 

l,215e 

NA 

35e 

25e 

6.50C 

4  TO 

178 

150 

United  Defense/Thomas  W  Rabaut 

armored  combat  vehicles,  weapons  delivery  systems  to  the  military 

1,214 

-0.3 

177 

1 

875 

1,050 

4  85C 

179 

:  134 

DHL  Airways/Victor  Guinasso 
international  air-express  delivery 

1,205 

-11.0 

79 

32 

9.20' 

180 

129 

Services  Group  of  America/Thomas  J  Stewart 
distributes  food  and  supplies  to  hospitals,  restaurants  &  schools 

1,202 

-13.0 

7 

2 

2,800 

l  —j 

181   Bashas'/Edward  N  Basha  Jr 

193    Bashas',  AJ  Fine  Foods,  Food  City  &  other  supermarkets  in  Arizona 

r  1  

mi   o  n  ft 

l,200e 

14.3 

40e 

20e 

8,20Q 

182  DPR  Construction/Peter  Nosier 

162  |  general  contractor  of  technology-based  facilities 

1,200 

2.1 

270e 

18e 

257 

2,00(1 

4  OO 

183 

153 

Life  Care  Centers  of  America/Forrest  L  Preston 
operates  retirement  &  health  care  centers 

1,200 

0 

28,000 

184 

397 

Meridian  Automotive  Systems/Robert  H  Barton  III 
manufactures  interior  &  exterior  auto  modules 

4    AAA  1 

1,200 1 

100.0 

nr. 

96e 

6,000 

■1  oc 

185 

133 

Ty/H  Ty  Warner 

manufactures  Beanie  Babies  &  other  stuffed  toys 

l,200e 

-11.0 

650e 

600e 

1.000 

'  ! 

4  oe 
186 

167 

ABC  Supply/Kenneth  Hendricks 

wholesale  distributor  of  roofing,  siding,  insulation,  windows  &  tools 

1,190 

3.0 

52 

7 

408 

800 

3,239 

4  OT 

187 

358 

HB  Zacnry/HB  Zachry  Jr 

general  contractor  for  power  plants  &  other  industrial  facilities 

1,195 

78.4 

BOe 

15e 

11,000 

4  OO 

188 

188 

Shamrock  Foods/Norman  McClelland 
distributes  food;  processes  dairy  products 

1,177 

8.9 

55e 

20e 

2,426 

i  1 

4  OO 

189 

231 

CHZM  Hill  Companies/Ralph  R  Peterson 

designs,  develops,  builds,  operates  water,  environ  &  transport  projects 

1,172 

26.5 

32 

14 

357 

350 

9,200 

190 

178 

A^Biaall   1  i  i  M  -  J   B»^^*mLim  fill*  II'            r    r  II 

Connell  Limited  Partnership/William  F  Connell 

recycles  aluminum;  metal  fab,  diemaking  tools;  heat  transfer  prods 

1,160 

4.5 

81e 

46e 

— : 
3,114 

191 

224  j 

WinCo  Foods/William  0  Long 
WinCo  Food  stores 

1,160 

23.4 

59 

26 

390 

5,000 

192 

161 

Domino's  Pizza/David  A  Brandon 
pizza  delivery  &  carryout 

1,157 

-1.7 

135 

2 

381 

1.700 

14,400 

_ J 

■  

193 

174 

Ingram  Entertainment  Holdings/David  Ingram 
distributes  videos  &  videogames;  sells  computers  &  peripherals 

1,155 

2.7 

1  

1.083 

194 

308 

Hunt  Consolidated/Hunt  Oil/Ray  L  Hunt 
develops,  refines  &  explores  for  oil  &  gas 

l,150e 

53.3 

595e 

95e 

2,452 

195 

187 

GAF/Samuel  J  Heyman 

manufactures  &  distributes  roofing  &  other  building  materials 

1,140 

4.8 

125 

25 

895 

1.000 

3.500 

196 

182 

Dart  Container/Kenneth  B  Dart 

manufactures  polystyrene  cups  &  other  food  containers 

l,133e 

3.0 

238e 

57e 

5.000 

197 

177 

Baker  &  Taylor/Craig  M  Richards 

distributes  books,  prerecorded  videos  &  audiocassettes 

1,130 

1.6 

31e 

23e 

2.700 

198 

214 

North  Pacific  Group/TJ  Tomjack 

trades  &  distributes  forest,  agricultural  steel  &  other  products 

1,128 

16.3 

16 

5 

135 

750 

188 

171 

Riverwood  International/Stephen  M  Humphrey 
coated  kraft  paperboard:  paper  mills;  packaging  machinery 

1,113 

-2.0 

265 

-55 

2,363 

2,300 

4.000 

200 

194 

GSC  Enterprises/Michael  K  McKenzie 

distributes  food  to  convenience  stores  &  supermarkets 

1,111 

5.8 

7 

4 

1,340 

■  Not  on  last  year's  list,  e:  Forbes  estimate  NA:  Not  available  or  nol  applicable.  Pro  forma  figure  zCompany  provided  estimate.  3Core  employees. 
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PAY  FOR  COACH.  FLY  IN  FIRST. 

TRY  NOT  TO  SMIRK. 

BUY  COACH.  FLY  FIRST.  FIRSTUP" 

At  one  airline,  we  not  only  added  60%  more  First  Class 
seats,  but  made  it  easier  for  you  to  get  one.  With  FIRSTUP, 
you  fly  in  First  Class  when  you  purchase  a  full  coach  fare.* 
It's  that  simple.  Buy  coach,  fly  First. 

Before  your  next  flight,  call  your  travel  professional  or 
TWA  at  1-800-221-2000.  Ask  for  FIRSTUP  and  get  the 
first-class  seat  you  deserve. 

TWA 

ONE  MISSION.  YOURS: 

WWW.TWA.COM 


'FirstUp  is  available  on  qualifying  domestic  connecting  Sights  via  St.  Louis,  as  well  as  on  most 
nonstops  out  of  JFK.  Subject  to  availability. 
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201 

202 

Outboard  Marine/Roger  L  Fix 

outboard  &  inboard  engines  &  other  marine  prods 

1,111 

8.3 

60 

8 

848 

600 

6,33? 

202 

208 

Tishman  Realty  &  Construction/John  Tishman 
construction;  manages  hotels 

1,109 

10.4 

62e 

14e 

J 
890 

203 

198 

LL  Bean/Leon  A  Gorman 

outdoor  sporting  goods  sold  by  mail  order  &  company  retail  stores 

l.lOOe 

6.5 

60e 

15e 

4,0011 

204 

220 

Bose/Amar  G  Bose 

music  systems,  loudspeakers,  auto  sound  systems  &  aviation  headsets 

1,100 

15.8 

200e 

105e 

6.00C 

205 

211 

Foster  Farms/Robert  A  Fox 

processes  poultry 

1,100 

10.6 

96e 

30e 

8,850 

200 

87 

Holiday  Cos/Ronald  A  Erickson 

Holiday  Station  convenience  stores;  sporting  goods  stores 

1..100e 

-36.0 

5,500 

207 

201 

MTS/Michael  T  Solomon 
Tower  Records  stores 

1,100 

7.2 

53 

-10 

627 

700 

6,90c 

208 

190 

209 

186 

Nesco/Robert  J  Tomsich 

industrial  equipment,  engineering  services 

1,100 

2.3 

94 

63e 

10.25C 

Young's  Market/Charles  Andrews 
distributes  wine  &  spirits 

1,100c 

0.9 

44e 

lie 

1.70Q 

210 

147 

Quality  Stores/Thomas  Finkbinder 
agricultural  equipment  &  supply  stores 

1,092 

-11.0 

80 

3 

394 

1,000 

9,343 

211 

207 

Big  Y  Foods/Donald  H  D'Amour 

45  supermarkets  in  Conn  &  Mass;  gourmet  food  &  wine  shop 

1,003 

7.6 

282 

142 

7,600 

212 

205 

UlS/Andrew  G  Pietrini 

automotive  parts;  confectionery  products;  millwork  products 

1,081 

6.0 

125 

92 

840 

9,229 

213 

199 

214 

238 

Flint  Ink/H  Howard  Flint  II 
manufactures  printing  ink  &  coatings 

1,080 

4.9 

125e 

45e 

3,700 

Glazer's  Wholesale  Distributors/Bennett  Glazer 
distributes  wine  &  distilled  beverages 

l,075e 

18.1 

43e 

lOe 

2,700 

215 

240 

Swinerton/David  H  Grubb 
construction 

1,074 

19.1 

23e 

10 

1,400 

218 

251 

Dunn  Industries/Terrence  P  Dunn 

general  contractor,  construction  &  program  management 

1,063 4 

22.0 

27e 

16e 

2,000 

217 

222 

Parsons  Brinckerhoff /Thomas  J  O'Neill 
engineering  &  construction  management 

1,060 2 

12.2 

382 

182 

4972 

8,500 

218 

256 

Walsh  Group/Matthew  M  Walsh 

general  contractor,  construction  management 

1,056 

22.8 

48 

30 

368 

4,200 

219  < 
■ 

Lucasfilm/George  W  Lucas  Jr 

film  and  TV  production;  digital  effects  &  sound  editing  svcs 

l,050e 

NA 

230e 

HOe 

1.8001 

220 

175 

Mary  Kay/John  P  Rochon 

markets  cosmetics  &  personal  care  prods  via  direct  selling 

1,050 

-6.7 

130e 

85e 

3,5001 

221 

203 

Swagelok; William  Cofgrove 

valves,  tube  fittings  &  other  fluid-system  components 

1  050c 

2.4 

125e 

85e 

5.000 

222 

292 

Parsons  &  Whittemore/George  F  Landegger 
manufactures  pulp  &  paper 

1,045c 

32.3 

170e  ' 

47e 

2,500! 

223 

336 

 1 

Regal  Cinemas/Michael  L  Campbell 
operates  movie  theaters 

1.037 

46.7 

198 

-89 

2.080 

2.450 



17,249 

224 

117 

Republic  Technologies  Intl/Joseph  F  Lapinsky 
produces  specialty  steel  bars  &  wire  rods 

1,033 

-29.0 

-166 

-328 

1,415 

750 

5,0191 

225 

229 

Discount  Tire/Gary  T  Van  Brunt 
operates  420  tire  stores  in  16  states 

1,031 

10.7 

77 

45 

415 

8,113 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable. 'Pro  forma  figure.  2Company  provided  estimate.  3Core  employees.  "Figures  do  not  reflect 

acquisition  of  R.J.  Griffin. 
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E 


x  t  e  n  J   the  reacli 
of  your   charitable  gift 


- 1  .o>- 


With  The  T.  R  owe  Price  Program 

for  Charitable  Giving,  your  gift  can  grow 

in  value  for  greater  impact. 


You  want  your  charitable  gifts  to  make  a  difference.  Now  imagine  if  a  difference 
in  ^wyou  give... can  allow  your  gift  to  do  more.  That's  the  idea  behind  the  new 
T.  Rowe  Price  Program  for  Charitable  Giving.  As  a  donor,  you'll  gain  access  to  a 
donor-advised  charitable  gift  fund  that  allows  you  to: 

•  Receive  an  immediate  tax  deduction, 

•  Direct  your  gift  to  be  invested  in  any  of  four  mutual  fund  portfolios  so  it 
can  grow  in  value  over  time, 

•  Recommend  when  your  gift  should  be  distributed  and  to  which  qualified 
public  charities,  and 

•  Avoid  costly  capital  gains  taxes  on  gifts  of  long-term  appreciated  securities. 

You  are  invited  to  open  an  account  today  with  a  contribution  of  $10,000  or  more 
by  calling  The  T.  Rowe  Price  Program  for  Charitable  Giving  at  1-866-521-1886. 
Request  the  Program's  introductory  brochure,  Extend  Your  Reach.  Or  visit  our 
Web  site  at  www.ProgramPorGiving.org. 


em 


The  T.  Rowe  Price  Program  for 

Charitable  Giving 

Extend  Your  Read) 
1-866-52 1  - 1 886    www.  ProgramForGiving.org 
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226 
ceo 

289 

(toil  Alllllfk  firAlin/  Inhn  I1 ']  t  c  i  ni  i  f  i  r)  i  r 

ncu  nppn  uruup/jonn  uaisimaiiois 

refines  oil;  supermarkets;  convenience  stores;  real  estate 

x,u<>ue 

(10.0 

de 

>I9« 

4  je 

o  no 

227 

cc  § 

n\ 

Pliih  Pftrnnratinn  Inf ornof innol/Dnhort  U  DaAmm  lr 

uiuu  ourpurdiiun  in lurndiioiidi/ nODeri  n  ueuman  jr 
manages  resorts,  golf  courses,  country,  city  &  athletic  clubs 

l,uVo 

1 1  Q 
11.9 

1  AG. 
14D 

1  9 

1,04/ 

1  9nn 

99  on 
I  J,UQ 

22fl 

»-CO 

225 

VipufQnnir/  hmoc  rim 
¥ lOWwUlllw/  JdiiicS  uiiu 

distributes  computer  monitors 

1  097 
±,VCI 

q  a 

cue 

□ue 

70 

229 
ecu 

274 

Rartnn  Malnu//Pnn  ^yl ^ ■  h o r> h  III 
Dal  IUII  ITIdlUW/Dcll  IVldlUdLN  III 

designs  &  constructs  commercial  &  industrial  facilities 

A,U£D 

CO.l 

1  9 
It 

a 
a 

i  cn 

230 

245 

OHaUIIoll,  Ml  JJb,  OldIL,  IrlLdgllGl  OC  riUIII/nUUclI  U  oflLLfl.lil 

law  firm 

1  fl94o 
1,U<C3 1 

ouue 

/7rio 
4<ue 

9  7f1 

i.l  U 

231 
c  o± 

191 

uuiidvdiii  tniui  prioca/ WMiiarii  D  uunavani  jr 
cotton  merchant 

1  H99 

-/i  n 
t.u 

4  oe 

1  t^o 

ioe 



93 

232 

C<JC 

252 

CAC  SnctitlltO;  hmnr  U  ftnnAnirtUt 

omo  iiioiiiuiu/  james  n  uuoonigni 

e-intelligence,  data  warehousing,  data  mining,  software  solutions 

i  n9n 

171 

ouue 

i  nrio 
luue 

7  on 

'  H 

233 

Uasfnor  Tiro  flrnnn/rinniM  P  Qnnf 

ntdiiitr  lire  uruup/uonaio  u  hoot 
distributes  tires,  repairs  autos 

X.UXI 

MA 

91 

ji 

_7 

409 

7r;n 
/  ou 

9  ca 
d,ba 

 J 

213 

ouid  uuid  DUimiig  wU  ui  uiiiidgu/ ividiviii  J  nuiij 
bottles  soft  drinks 

1  fll  tin 

4  1 

iuoe 

1  7o 

i  /  e 

a  nn 

4,UU 

235 

c  0«? 

215 

uiuwii  Li|iiipiiiuiii/ james  r  uk  kl 

manufactures  heavy-duty  electric  lift  trucks  &  TV  antenna  rotators 

i  mn 

X.U1U 

4.0 

P9 

JU 

040 

R  C1 
0.01 

23R 

233 

Dnnnou  Rrnthnrc  1  P  Dnnnow  III 

nuunty  Diuiiitrb/t  r  nooney  in 

construction;  electronics;  real  estate;  building  materials 

O.J 

JU 

Ic 

9Rn» 

LOU 

9  >in 

237 
■ 

trlA  nuiuuigv 1  llOflldS  o  idyior 

professional  employee  organization 

i  nm 

MA 

nlM 

A 
4 

d 

RA 
04 

17 
61 

23B 

254 

mi  Vfunuwioc  ouvoaivaiore  Baisamo 
temporary  employment  agency 

i  nnn 

ICQ 

10. s 

97 

99 

1  R9 

lod 

A'i 
4J 

23Q 

137 

Durwmo  uruup/tQwaro  i\oswk 

industrial  equip,  specialty  chems,  financial  sves,  pharmaceutical  sves 

ji.uuue 

99Do 

mio 
□ue 

7  sn 
/,ou 

■ 

Pantnr  PitTtforolH  Qnpiirif  ioc/Unm  it  A  1  MtmrL- 

vdiiiui  rii&gcidiu  oului  ii iuv nowaro  LUinicK 

intermediary  brokerage  firm  for  fixed  income  and  other  investments 

i  nnn  i 

MA 
INA 

i  7rt 

1,' u 

2A1 

275 

m  rduriKdni  cc  ouna/unaries  rauriKani  rongang 
wholesales  jewelry  &  loose  diamonds 

1  nnn 

l.UUU 

ecu 

j  oe 

1  9o 

Lee 

□u 

219 

209 

nuniLKiiidn  HTTiiidiev  jenrcy  nonicKman 
bottles  soft  drinks 

i  nnn 

n 
u 

1 1  To 

ii  oe 

1 

ioe 

C  9fl 

t**o 

262 

IPP  In rt lie tr i nc    Inhn   1  P^rhor 

iti>  iiiuiidii  lea/ jonn  j  tamer 

manufactures  chemicals,  plastics  &  pharmaceuticals 

1  nnn 
i  uuu 

1  7  R 
1  (.0 

1  9r;0 

i  joe 

4ue 

9  nn 

195 

minydiu  ruuu  oiuigvliz  ivnnyaru 

Minyard  Food  stores,  Carnival  Food  stores,  Sack  'n  Save  stores 

i  nnno 

-A  Q 
-4.0 

1  Ro 

ioe 

Ao 

4e 

7  1  K 
',10 

227 

rdiKUdlU  ml  Mb  .  W  UUKe  Mill  lit  I'll 

makes  cotton  &  yarn  for  apparel,  knitting,  weaving  &  hosiery  inds 

i  nnn 
l.UUU 

7  i 

1.1 

1  Trio 
i  jue 

aue 

9  Rfl 
J  Do 

219 

iViendsnd/narolu  omeinins 

packaging,  plastics,  material  handling,  forest  prods,  promo  graphics 

y(  1 
4.1 

1  1  Ro 

lioe 

A"\  a 

4ie 

— 

r  nc 

0,U0 

917 

281 

uoi  ruoos/rairicK  r  iracy 
food  distributor 

91  1 

/9o  • 

4<:e 

1  Ro 

ioe 

1  AR 
1,40 

91R 

244 

Q  A  1 1  If  ■  Q  mi -\  1  il  1  Innnr 

scaiy/noiiaio  l  Junes 

manufactures  &  markets  mattresses  &  foundations 

oac 
Hob 

in  c 
lU.b 

1  99 

ltd 

1  R 
10 

771 
III 

i  Rnn 

l.DUU 

0,40 

221 

UMn||  /  I.L_  II  )...|, 

Knoll/John  M  Lynch 
manufactures  office  furniture 

nnr 

985 

3.8 

01  7 
ril7 

oo 

89 

7  AO 

l.bUU 

J  Q7 

4, J/ 

250T 

237 

Watkins  Associated  Industries/William  A  Freeman 
trucking;  wholesales  fresh  seafood;  real  estate 

982 

7.3 

101e 

32e 

10,00 

■  Not  on  last  year's  list,  e:  Forbes  estimate   NA:  Not  available  or  not  applicable.  Pro  forma  figure   -'Company  provided  estimate   3Core  employees  'Excludes  public  subsidiary 
5Steve  A.  Rosenthal  is  co-chief  executive.  c'Gretchen  Minyard  Williams  is  co-chief  executive. 
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KNOWS 


They  know  that  by  using  Abuzz  technology  on  their  Web  site  they  can  offer  their  members 
access  to  a  network  of  people  with  specific  information  and  points  of  view.  That  these  people  are 
intelligent,  entertaining,  opinionated  and  thoughtful.  They  also  know  Abuzz  is  the  ideal  ask, 
answer,  discussion  network  to  connect  these  people  instantly  to  other  people  who  want  to  share 
what  they  know.  Everything  from  how  to  manage  a  portfolio  to  finding  a  good  stockbroker. 
Better  yet,  what  CNBG.com  will  soon  know  is  that  Abuzz  can  help  improve  user  loyalty  and 
site  stickiness  while  increasing  page  views.  To  see  for  yourself  how  Abuzz  works,  visit 
CNBC.com/community,  or  contact  timmurphy@abuzz.com  to  become  a  partner  in  this  new 
network.  Now  you  know. 
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251 '  Carpenter/Stanley  F  Pauley 
232  1  manufactures  polyurethane  foam 


252  Hartz  Group/Leonard  N  Stern 
223  s  pet  food  &  supplies;  real  estate 


253  MA  Mortenson/MA  Mortenson  Jr 

239  I  general  contractor,  construction  management 


977 


5.6 


977e 


3.9 


968 


7.1 


99 


208e 


18e 


60 


lOe 


614 


254  Bass  Pro/John  L  Morris 
■  I  sporting  goods  stores 


960e 


NA 


70e 


35e 


255  VarTec  Telecom/A  Joe  Mitchell  Jr 
■  I  provides  data,  local  &  long-distance  svcs  in  the  US  &  Europe 


960 


NA 


31 


15 


432 


256   Ben  E  Keith/Robert  Hallam 

294    distributes  Anheuser-Busch  beer;  distributes  food 


959 


21.9 


43e 


16e 


257  Boscov's/Albert  Boscov 
236  h  department  stores 


958 


4.7 


lOOe 


33e 


258  Cumberland  Farms/Lily  H  Bentas 
172  I  convenience  stores,  gas  stations 


951e 


-16.0 


29e 


8e 


259  Battelle  Memorial  Institute/Douglas  E  Olesen 
241    technology  development  &  commercialization 


950  s 


5.4 


232 


1052 


9202 


260  Stevedoring  Services  of  America/Ricky  Smith 
268    loads  &  unloads  ships  &  provides  port  services 


950e 


13.8 


145e 


40e 


261  MediaNews  Group/William  Dean  Singleton 
206  newspapers 


949 1 


-6.0 


182 


130 


1,139 


2,900 


262  Boston  Consulting  Group/Carl  W  Stern 
324  (  consulting 


948 


29.9 


228e 


117e 


263  Baker  &  McKenzie/Christine  Lagarde 
250    law  firm 


940 


14.8 


350e 


311e 


264  McCarthy/Michael  0  Bolen 

263  i  general  contractor,  construction  management 


940 


10.6 


15 


10 


270 


265   Earle  M  Jorgensen/Maurice  S  Nelson  Jr 
235    distributes  metal  products  in  the  US  &  Canada 


938 


2.5 


77 


24 


464 


650 


266    Buffets/Kerry  A  Kramp 
■  I  franchises  and  operates  buffet-style  restaurants 


937 


NA 


109 


42 


478 


400 


267  Conair/Leandro  P  Rizzuto 

293    hair  dryers  &  other  small  appliances;  personal  care  prods;  cookware 


928 


17.9 


89 


50 


625 


268  Barnes  &  Noble  College  Bookstores/Leonard  Riggio 
270    college  &  online  bookstores 


920 


10.8 


24 


17 


269  Motor  Coach  Industries  Intl/C  Roberto  Cordano 
228    manufactures  buses 


911 


-2.2 


116 


16 


891 


750 


279  Medline  Industries/James  Mills4 

305    makes  &  distributes  medical-surgical,  wound  care  prods  &  textiles 


909 


20.3 


48 


38 


397 


271  Software  House  International/Leo  Koguan 
■     procurement;  outsourcing 


909 


NA 


40 


22 


270 


272   Printpack/Dennis  M  Love 

265    makes  candy  wrappers,  snack  food  bags  &  other  flexible  packaging 


907 


7.3 


110 


553 


950 


273  American  Century  Investments/William  M  Lyons 
329  '  mutual  funds 


900c 


25.0 


333e 


95e 


274   S&P  Co/Bernard  A  Orsi 

154  I  Pabst,  Falstaff,  Colt  45,  Old  Milwaukee,  Pearl  &  other  beers;  real  estate 


900e 


-25.0 


275  Swifty  Serve/Clay  Hamner5 

253    convenience  stores;  distributes  motor  fuel 


900 


3.8 


42e 


5e 


350 


■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable. 
5Wayne  Rogers  is  co-chief  executive. 


'Pro  forma  figure.  2Company  provided  estimate.  'Core  employees.  4Jon  Mills  is  co-chief  execute 
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IYTIMES.COM 
KNOWS 

They  know  that  by  using  Abuzz  technology  on  their  Web  site  they  can  offer  their  members  access 
to  a  network  of  people  with  specific  information  and  points  of  view.  That  these  people  are  intelligent, 
entertaining,  opinionated  and  thoughtful.  They  also  know  Abuzz  is  the  ideal  ask,  answer,  discussion 
network  to  connect  these  people  instantly  to  other  people  who  want  to  share  what  they  know. 
Everything  from  how  the  events  in  the  Middle  East  affected  the  presidential  election  to  what's  the  best 
biography  they've  ever  read.  Better  yet,  NYTimes.com  knows  Abuzz  can  help  improve  user  loyalty  and 
site  stickiness  while  increasing  page  views.  To  see  for  yourself  how  Abuzz  works,  visit  NYTimes.com,  or 
contact  timmurphy@abuzz,com  to  become  a  partner  in  this  new  network.  Now  you  know. 

iabuzz 

at  nytimes.com 


©2Q00  New  York  Times  Digital 


ENTERPRISE 
VALUE  (EST) 

(SMIL)  EMPLOYE 


276 

204 

Royster-Clark/Fi  ancis  Jenkins  Jr 

distributes  crop  nutrients  &  other  agricultural  products 

896 

-12.0 

-5 

521 

2,400 

277 

299 

DeBruce  Grain/Paul  DeBruce 

runs  grain  elevators,  merchandises  grain,  trades  fertilizer 

890 

15.3 

14e 

3e 

300 

278 

230 

O'Neal  Steel/Bill  Jones 

distributes  &  processes  carbon  steel  &  nonferrous  metal  products 

888 

-4.5 

50e 

2,900 

279 

298 

K-VA-T  Food  Stores/Jack  C  Smith 

Food  City  &  Super  Dollar  supermarkets  in  Kentucky,  Virginia  &  Tenn 

886 

14.6 

35e 

16e 

8,300 

280 

314 

Specialty  Foods/Lawrence  Benjamin 
makes  breads,  cookies  &  other  food  products 

882  e 

18.8 

82e 

8,500 

281 

248 

Chemcentral/David  W  Courtney 
distributes  industrial  chemicals 

881 

0.1 

18 

16 

350 

1,025 

282 

272 

Wirtz/William  Wirtz 

distributes  liquor;  real  estate;  Chicago  United  Center;  Blackhawks 

980  c 

6.7 

60e 

35e 

2,100 

283 

301 

Pella/Gary  Christensen 

makes  wood  windows,  glass  sliding  doors  &  entry  doors 

878e 

14.0 

70e 

26e 

6,300 

284 

257 

PMC  Global/Philip  Kamins 

manufactures  specialty  chemicals,  foam,  films  &  plastics 

877 

2.0 

69 

15 

5,130 

285 

261 

 , 

McKee  Foods/Jack  McKee 
Little  Debbie  &  Sunbelt  snack  foods 

865 

1.2 

104e 

30e 

5,450 

286 

288 

Newark  Group/Fred  G  von  Zuben 

manufactures  recycled  &  laminated  paperboard  &  components 

864 

8.0 

76 

16 

4,500 

287 

340 

Rooms  to  Go/Jeffrey  Seaman 
furniture  stores 

866 

22.0 

50e 

34e 

4,000 

288 

249 

Safelite  Glass/John  Barlow 

auto  glass  repair  &  replacement  shops 

859 

-1.9 

-1 

-120 

502 

6,100 

289 

382 

Genmar  Holdings/Grant  Oppegaard 

manufactures  Hatteras  &  other  brands  of  motorized  recreational  boats 

858 

38.7 

61 

49 

340 

6,500 

290 

246 

Arctic  Slope  Regional/Jacob  Adams 

oilfield  sves;  petroleum  refining  &  distrib;  engineering  &  construct  sves 

857 

-3.4 

62 

16 

514 

5,313 

291 

280 

Big  V  Supermarkets/James  A  Toopes  Jr 

37  ShopRite  &  Cost  Rite  supermarkets  in  NY,  NJ  &  Pennsylvania 

857 

5.2 

44 

-2 

'  

312 

550 

5,700 

292 

105 

JM  Huber/Peter  T  Francis 

chemicals;  natural  resources;  explores  for  oil  &  gas 

855 

-44.0 

199 

116 

1,517 

2.669 

293 
■ 

Primus/Richard  F  Schwartz 

wholesales  plumbing,  heating  &  air-conditioning  &  electrical  products 

853 

NA 

2,786 

294 
■ 

 i 

Dick's  Clothing  &  Sporting  Goods/Edward  Stack 
clothing  &  sporting  goods  stores 

850e 

NA 

53e 

13e 

8,500 

295 

317 

HomcLif e/Joscph  Baron 
furniture  stores 

850c 

15.6 

105e 

2,000 

296' 

264 

— - — 

Roseburg  Forest  Products/Ally n  Ford 

makes  plywood,  particleboard,  lumber  &  other  forest  products 

850 4 

o 

150 

45 

1.200 

4,000 

297 

312 : 

Shaped  Industries/Nathan  Shaped 

develops  land;  builds  homes,  shopping  centers,  office  bldgs  in  California 

850e 

14.4 



150e  • 

lOOe 

600 

298 

278  ! 

Sunbelt  Bevprase  e,npnrpr  Mprinnff 
wholesales  wine  &  spirits 

85Dp 

1  7 

Tip 

1?p 

1,500 

299 

462  j 

Findlay  Industries/Philip  D  Gardner 

manufactures  automotive  interior  trim  components  &  systems 

845 

59.4 

70e 

15e 

5,400 

300 

266 

RB  Pamplin  Robert  B  Pamplin  Jr 

manufactures  denim  &  other  textiles,  concrete  &  asphalt 

839 

-0.6 

100 

7,500 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable. 'Pro  forma  figure.  2Company  provided  estimate.  3Core  employees  'Published  company's 
December  1999  provided-estimates  last  year. 
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iHnflflHi 

:e  Verstandig,  founder  ofAuctionjeweler.com, 

stored  his  domain  name  to  put  his  business  online         .   .7*!  JJ.  * 
'gister.com.  Visit  us  at  www.register.com  or  call  us 
300-7-WWW-NET,  and  we'll  help  you  register  your 
ain  name  right  over  the  phone, 
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301 

279 

Hale-Halsell/Robert  D  Hawk 

retails  &  wholesales  food;  convenience  stores 

837 

2.7 

_i 
1 

i 

1  nn 

1UU 

A  R1I 

302 

282 

Austin  Industries/William  T  Solomon 

heavy,  commercial  &  industrial  construction;  construction  mgmt 

835 

3.3 

jUC 

9f1o 

R  ^n; 

303 

277 

OmniSource/Leonard  Rifkin 

processes  &  wholesales  ferrous  &  nonferrous  scrap  metal 

835 2 

1.8 

91  D 

Po 

oe 

1  ocii 
1,  Jut 

304 

315 

305 

247 

Simplex  Time  Recorder/Edward  G  Watkins 
manufactures,  sells  &  svcs  building  monitor  control  sys 

838 

12.8 

1  9fl 

AR 

ipn 

7  nnf 

Avondale/G  Stephen  Felker 

manufactures  cotton  &  cotton-blend  yarns,  denim  &  other  fabrics 

827 

-6.1 



1  1  R 
lit) 

00 

4  JO 

7  nnr 

306 

303 

lasis  Healthcare/Wayne  Gower 
owns  and  operates  hospitals 

825c 

7.8 

1  1  Ro 

ii  ue 

oe 

7  Rnr 

307 

283 

 ; 

Gantrade/James  Hickey 

manufactures  &  distributes  organic  industrial  chemicals 

826e 

2.5 

9  inr 

308 

342 

Longaberger/Tami  Longaberger 

makes  &  sells  handcrafted  baskets,  pottery  &  other  home  decor  items 

818 

17.0 

113 

A<3 

TR1 
001 

',011 

309 

364 

Ashley  Furniture  Industries/Ron  Wanek 
manufactures  &  distributes  furniture 

816 

25.5 

1 1  rip 

1  1  HI. 

l  Uc 

A  fiflf 

- 

310 

300 

Horsehead  Industries/William  E  Flaherty 

processes  zinc,  calcined  &  petroleum  coke  products;  environ  svcs 

815e 

5.8 

arte 

OUc 

JUC 

O.UUl 

311 

297 

Sutherland  Lumber/Steve  Scott 
home  improvement  centers 

814c 

5.0 

oue 

1  fie 

ioe 

9  Tfir 

 1 

312 

404 

Oxford  Automotive/Steve  Abelman 

manufactures  chassis,  suspensions  &  other  metal  auto  components 

808 

36.8 

7Q 

p 

0 

uuu 

K  cnr 

J  JUL 

313 

296 

Grove  Worldwide/Jeffrey  D  Bust 

manufactures  hydraulic  cranes  &  aerial  work  platforms 

 !  

868e 

4.4 

Rio 
ooe 

O.JUL 

314 

376 

Soave  Enterprises/Anthony  Soave 

processes  scrap  metal  &  steel;  construction;  distributes  beverages 

867 

28.1 

Doe 

1 

lue 

9  i  nri 

C  1 UL 

315 

260 

Gould  Paper/Harry  E  Gould  Jr 

distributes  printing,  business  &  art  papers;  makes  agricultural  equip 

865 

-5.8 

i  no 
lue 

Ao 
4c 

1 

100 

AW 

316 

284 

Hitch  Ventures/Michael  Hitch 

pizza  restaurants;  Detroit  Tigers  and  Detroit  Red  Wings  teams 

866 

0 

PRo 

ooe 

7  7nr 

1 . 1  UL 

317 
■ 

MA  Laboratories/Abraham  Ma 

reseller  and  distributor  of  computer  parts  and  accessories 

866 

NA 

1  <io 

lue 

fie 

ue 

OUL 

318 

369 

Ritz  Camera  Centers/David  Ritz 
specialty  photography  stores;  boat  stores 

866e 

23.1 

ooe 

9Qe 

due 

7  nnn 

1  ,UUl 

319 
■ 

Wintec  Industries/William  Jeng 

manufactures  &  distributes  computer  memory  boards 

868 

NA 

TRo 

oue 

Ro 

oe 

91f 

320 

360 

Hobby  Lobby  Creative  Centers/David  Green 
hobby  &  craft  stores 

786 

20.0 

PR 

03 

TP9 

1 9  nnr 

iL.UUU 



321 

410 

Warren  Equities/Warren  Alpert 

trades  &  wholesales  oil;  convenience  stores;  distribs  merchandise 

787 

35.9 

9P 
CO 

Po 

oe 

9  i  nn 

£,1UU 

322 

302 

WWF  Paper/Edward  V  Furlong 

distributes  fine  paper  in  North  America  &  western  Europe 

787 

3.8 

95o 

due 

Ro 

oe 

41  r 

323 

338 

Bartlett  and  Co/Paul  D  Bartlett 

grain  merchandising  &  storage:  flour  and  feed  milling;  cattle  feeding 

785 

12.8 

<:oe 

oe 

ail 

324 

306 

Genuardi's  Family  Markets/Charles  A  Genuardi 
supermarkets  in  Pennsylvania,  Delaware  &  New  Jersey 

784 

5.3 

35 

26 

6,972 

325  Modern  Continental  Cos/Lelio  Marino 
361  »  heavy  construction 

782 

19.0 

44e 

15e 

376 

5,200 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable.  'Pro  forma  figure.  aCompany  provided  estimate.  3Core  employees. 
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www.kinkos.com| 


/i'g.  j  l°9  on  ont'  c'ic'<: 

Print  to  Kinko's. 


fig.  4  Quality  output  that  you 
can  pick  up  or  have  delivered. 


Now  there's  a  better  way  to  print  your 
document  from  your  desktop.  Just 
visit  kinkos.com"  and  submit  it  using 
Kinko's  File  Prep  Tool"  software.  Download 
your  free  copy  of  Kinko's  File  Prep  Tool- 
software  from  kinkos.com  or  get  it  at  any 
Kinko's  location  today.  And  make  sure 
nothing  gets  lost  in  the  transmission. 


kinko's 

merico  Online Keyword:  kmkos  com 


Open  24  hours  - 1 


)-2  KlI.KOS 


1  i0«,.',ondnd  are  subject  to  avolabllity.  K.nkos    q  ^ 
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326 

343 

Platinum  Equity  Holdings/Tom  Gores 

acquires  &  operates  information  technology  companies 

792 

13.1 

8,101 

I 

327 
■ 

Devcon  Construction/Gary  Filizetti 

general  contractor  of  commercial,  industrial  &  office  bldgs 



785e 

NA 

21e 

13e 

51 

328 

309 

Inserra  Supermarkets/Lawrence  R  Inserra 
ShopRite  supermarkets  in  New  Jersey  &  New  York 

785 

4.7 

23e 

7e 

170e 

3,50 

329 

291 

Variety  Wholesalers/John  W  Pope  Sr 

Bargain  Town,  Super  10,  Rose's  &  other  discount  variety  stores 

782 

-2.2 

53 

41 

319 

10,10| 

336 
■ 

Pliant/Rick  K  Durham 

produces  plastic  film  wrapping  materials 

781 

NA 

114 

18 

769 

1.000 

3,801 

331 
■ 

Simplified  Employment  Services/Dennis  Lambka 
professional  employer  organization 

780 1 

NA 

6e 

2e 

33! 

—A 

332 

350 

Bozzuto's/Mike  Bozzuto 
distributes  food;  supermarkets 

777e 

13.4 

25e 

lOe 

1,02) 

333 

180 

Jordan  Industries/John  W  Jordan  II 

consumer  &  industrial  prods;  printing;  plastics;  telecomm  prods 

777 

-30.0 

98 

-19 

1,166 

1,700 

7,00| 

334 

307 

Topa  Equities/John  E  Anderson 
insurance;  distributes  beverages 

776 

2.9 

37 

23 

1,401 

335 

326 

CenTra/Manuel  Moroun 

local  &  long-distance  trucking  services 

775c 

6.9 

4,001 

336 

176 

Crowley  Maritime/Thomas  B  Crowley  Jr 

marine  transport  &  harbor  svcs;  barge  &  containerized  svcs;  logistics 

775e 

-30.0 

50e 

4,001 

337 

352 

Walbridge,  Aldinger/John  Rakolta  Jr 

general  contractor  &  construction  mgmt;  industrial,  public  works 

775 

14.8 

38e 

25e 

1,001 

338 

349 

Doane  Pet  Care  Enterprises/Douglas  J  Cahill 
manufactures  private  label  pet  food 

771 

12.2 

108 

24 

693 

1,150 

2,281 

339 

341 

Goya  Foods/Joseph  A  Unanue 
processes  &  markets  Hispanic  foods 

770e 

10.0 

120e 

55e 

2,501 

348 

331 

Great  Lakes  Cheese/Gary  Vanic 
manufactures,  processes  &  packages  cheese 

770 

7.4 

48e 

32e 

1,000 

341 

258 

Wherehouse  Entertainment/Antonio  Alvarez  II 
audio,  video  &  multimedia  software  stores  in  33  states 

766 

-11.0 

33 

-2 

414 

300 

6,721 

342 
■ 

MSX  International/Thomas  T  Stallkamp 
engineering,  technology  &  staffing  svcs 

760 

NA 

61 

10 

524 

1,750 

9,59' 

343 

310 

Les  Schwab  Tire  Centers/Philip  Wick 
tire  stores 

756e 

1.5 

95e 

45e 

5,30(1 

344 

321 

Journal  Communications/Steven  J  Smith 

Milwaukee  Journal  Sentinel;  broadcasting:  printing;  telecomm 

756 

3.2 

158 

69 

639 

2,650 

7,301 

345 

316 

Freedom  Communications/Samuel  C  Wolgemuth 
publishes  daily  &  weekly  newspapers  &  magazines;  TV  stations 

755e 

2.7 

190e 

75e 

8.20C 

346 

347 

S  Abraham  &  Sons/Alan  Abraham 

distributes  food  &  other  prods  to  convenience,  grocery  &  drug  stores 

750 

8.2 

24e 

Be 

1.20S 

347 

359 

El  Camino  Resources/David  Harmon 

resells  &  leases  computer  equipment;  software;  tech  svcs 

750 

12.3 

11  • 

6 

1,250 

1,300 

348 

285 

Inductotherm  Industries/Henry  M  Rowan 
manufactures  induction  melting  systems  for  foundries 

750 

-6.3 

70 

41 

800 

5,142 

349 

145  i 

Micro  Electronics/Dale  Brown 

Micro  Center  computer  stores,  mail-order  computer  equip;  laptops 

750e 

-39.0 

19e 

5e 

2.00C 

359 

335. 

MTD  Products/Curtis  E  Moll 

lawn  mowers  &  other  outdoor  power  equip 

750e 

5.6 

70e 

20e 

6,200 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable.  Pro  forma  figure.  ''Company  provided  estimate.  3Core  employees. 
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Pella  Corporation 
views  Iowa's  Workforce 
To  Be  The  Best 


Pella®  Windows  and  Doors  are 
"Viewed  To  Be  The  Best™" 
thanks  to  more  than  3,000  Iowans 
who  work  at  state-of-the-art 
manufacturing  facilities  in  four 
different  Iowa  communities. 
"As  our  company  has  grown," 
says  CEO  Gary  Christensen, 
"we've  expanded  within  Iowa  to 
take  advantage  of  a  workforce 
that's  highly  educated  and 
committed  to  quality.  You've 
never  seen  such  hardworking, 
dedicated  employees." 

Iowa's  superior  workforce  is 
complemented  by  a  world-class 
educational  system,  pro-business 
economic  and  regulatory  climate, 
and  balanced  lifestyle.  To  learn 
how  your  business  can  profit  from 
Iowa's  location  advantages,  call 
1-800-245-IOWA  or  e-mail 
SmartState@ided. state. ia. us. 

iowfv* 

THE  SMART  STATE  FOR  BUSINESS® 

www.smart. state. ia.us/f 
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351 

328 

Sherwood  Food  Distributors/Earl  Ishbia4 
distributes  food 

750 2 

3.4 

bUL 

352 
■ 

Superior  Group/William  G  Warden  IV 
manufactures  &  distributes  metal  tubing  &  other  metals 

750 

NA 

62e 

L6e 

J,  JUL 

353 

311 

Washington  Cos/Dennis  Washington 
Montana  rail  services;  machinery  &  construction 

750 

0.8 

167e 

40c 

A  onfl 
4.ZUU 

354 
■ 

New  Age  Electronics/Lee  Perlman 
distributes  office  products  &  consumer  electronics 

747 

NA 

10 

7 

1  90 
1JJ 

1  oc 
1<:3 

355 
■ 

Morgan  Tire  &  Auto/Larry  C  Morgan 
tire  stores 

745e 

NA 

c  nnn 
b.UUU 

356 
■ 

Texas  Petrochemicals/Bill  Waycaster 
manufactures  industrial  organic  chemicals 

745 

NA 

92 

17 

c.9y| 

3£4 

you 

01  n 
J1U 

357 

457 

TIC-The  Industrial  Co/Ron  McKenzie 

general  contractor  for  power  &  petrochem  plants  &  other  ind  facilities 

745  e 

39.5 

29c 

13e 

c  nnn 

D.U  JU 

358 

353 

Turner  Industries  Group/Roland  Toups 

maintains  &  constructs  oil  refineries,  chemical  &  petrochem  plants 

741 2 

10.1 

522 

382 

i  o  nnn 
1  c  UUL 

359 

421 

Henkels  &  McCoy/Kenneth  L  Rose 

telecomm,  utility  line  construct  &  repair,  engineering  svcs 

740 2 

29.8 

53c 

15c 

com 

□  CLU 

360 

453 

PC  Richard  &  Son/Gary  H  Richard 
retails  appliances,  electronics  &  computers 

740 

37.0 

35e 

20 

9  n7i 

361 

372 

American  Commercial  Lines/Michael  C  Hagan 

runs  barges  &  towboats,  river  terminals  &  marine  construct  facilities 

739 

15.8 

126 

5 

77R 

£,40U 

a  i  nn 

4.1UU 

362 

367 

Green  Bay  Packaging/William  F  Kress 

paperboard,  shipping  containers,  pressure-sensitive  roll  stock 

738 

13.5 

95e 

60e 

o  nnn 
J.UUU 

363 
■ 

Fitness  Holdings  Worldwide/Mark  Mastrov 
fitness  centers 

736 

NA 

125e 

30e 

01  0 

old 

1  o  cnfi 

364 

405 

365 

333 

Houchens  Industries/Jim  Gipson 

Houchens  &  Save-A-Lot  supermarkets;  convenience  stores 

735 2 

24.6 

222 

22 

14b 

a  ac\n 

Icon  Health  &  Fitness/Scott  R  Watterson 

treadmills,  exercise  bikes,  cross-country  skis  &  other  equip 

733 

3.2 

52 

2 

OGQ 

Job 

Ken 

0  QRa 

366 

351 

Holiday  Retirement/William  Colson 
manages  retirement  facilities;  construction 

731 2 

8.3 

1412 

442 

o  cnn 
OUU 

11, J  jU 

367 

323 

ASI/Marcel  Liang 

computer  hardware  &  software  products  &  provides  computer  services 

730 

0 

14 

10 

1  oc 
lob 

a  Ja 

368 

276 

Fiesta  Mart/Louis  Katopodis 
Fiesta  supermarkets  in  Texas 

730e 

-11.0 

/,jUU 

369 

368 

Landmark  Communications/John  0  Wynne 

publishing,  broadcasting,  programming,  cable,  Weather  Channel 

730e 

12.3 

230e 

15e 

t;  nnm 

370 

313 

Golden  Rule  Financial/John  Whelan 
life  &  health  insurance 

729 

-1.8 

39 

64 

1  CI  A 

l,b!4 

1  nnni 

371 

325 

National  Textiles/Jerry  Rowland 
manufactures  yarn  &  knit  fabrics;  buys  cotton 

728 

0.2 

80c 

20e 

J,13( 

372 

354 

Tutor-Saliba/Ronald  N  Tutor 
general  contractor 

728 

8.2 

50  - 

39 

OCE 

o  n  9  K 

373 

339 

Charmer  Industries/Herman  Merinoff 
distributes  wine  &  spirits 

725e 

2.8 

30e 

lie 

i  onn1 
1,  JUL) 

374 

365 

Columbia  Forest  Products/Harry  L  Demorest 
manufactures  hardwood  veneers,  plywood  &  flooring 

725 

11.5 

73 

38 

300 

3,5001 

375 

348 

Pepper  Companies/J  Stanley  Pepper 

general  contractor  &  construction  manager  in  over  40  states 

723 2 

4.8 

132 

162 

1,250! 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable.  Pro  forma  figure.  Company  provided  estimate.  3Core  employees.  "Lawrence  Tushman  is  co-chi 

executive. 
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When  it  comes  to  making  your  mark  in  the  world,  being  sharp 
isn't  enough.  For  there's  a  thin  line  between  better  and  best. 
And  a  trail  of  grinding  persistence  behind  every  winner.  At 
ABN  AMRO  Bank,  our  commitment  to  continually  improving 
our  products  and  services  is  what  gives  us  our  edge.  Keeping 
us  keen  with  a  personal  touch,  and  a  wealth  of  solutions  for 
you  to  draw  on.  Solutions  you  may  never  have  known  existed 


before  you  met  us.  How  do  we  do  it?  By  making  a 
point  of  being  your  bank.  Any  way  you  look  at  it. 

ABN  AMRO  Bank 


www.abnamro.com 


snn  Ri 


RANKII 


•oo 

'99 

LUWirANT/Lniet  executive 
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REVE 

1  nnn 
1999 
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HUES 
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PROFITS  FMTFRPRKF 
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376 

318 

Drummond/Garry  N  Drummond 

mines  coal;  produces  coke;  develops  real  estate 

720 

-1.9 

3,301] 

377 

334 

King  Kullen  Grocery/John  B  Cullen4 
supermarkets  in  the  New  York  metropolitan  area 

720e 

1.4 

be 

4,400 

378 
■ 

Sigma  Plastics  Group/Alfred  Teo 

manufactures  plastic  shrink  &  stretch  film  &  other  plastic  products 

720e 

NA 

2,401) 

379 

273 

380 

469 

J  Crew  Group/Mark  Sarvary 

sells  apparel  by  mail  order,  Web  &  retail  stores 

717 

-13.0 

A  0 

-7 

374 

650 

8,400 

Hampton  Affiliates/John  Hampton 
lumber  mills 

715 

36.2 

1 1  n« 

llUe 

on* 

JOe 

i,iop 

381 

392 

RAB  Holdings/Richard  A  Bernstein 

processes  &  distributes  Manischewitz  &  other  foods  &  beauty  prods 

715 1 

18.7 

Co 

1  A  ~ 

14e 

2,850 

382 
■ 

US  Can/Paul  W  Jones 
metal  containers 

714 

NA 

i  ni 
1U1 

OO 

cc 

ocn 

(>b9 

onn 

600 

3.00Q 

383 

419 

Cinemark  USA/Lee  Roy  Mitchell 
operates  movie  theaters 

713 

24.8 

i  on 
1  oU 

4 

1    Cl  AO 

1,042 

nnn 

900 

11,600 

384 

388 

David  Weekley  Homes/David  Weekley 
builds  semi-custom  homes 

711 

16.9 

in. 

/Ue 

oc« 

Jbe 

1,000 

385 

345 

Georgia  Crown  Distributing/Donald  M  Leebern  Jr 
wholesales  &  distributes  alcoholic  beverages  &  bottled  water 

710 

1.9 

JUe 

1  tin 

lUe 

1  but 

386 

387 

AFC  Enterprises/Frank  J  Belatti 

Church's  Chicken,  Popeyes  Chicken  &  Biscuits,  Cinnabon  &  others 

707 

16.1 

i  in 

11U 

1  0 

lc 

ceo 

8b0 

17,010 

387 
■ 

WG  Yates  &  Sons  Construction/W  Gully  Yates  Jr 
commercial  construction 

703e 

NA 

1  An 

14e 

o  inn 

388 

395 

Empire  Beef/Steven  H  Levine 

processes  &  distributes  meat,  poultry,  seafood  &  frozen  appetizers 

701 

16.9 

o 
0 

6 

60 

230 

389 

383 

LifetOUCh/Paul  Harmel 
studio  &  school  photography 

700 

14.4 

lUbe 

lit 

i  7  nnrt 

17(00Q 

398 

327 

Roll  International/Stewart  Resnick 

Franklin  Mint;  grows  almonds,  olives,  oranges,  pistachios;  Teleflora 

700e 

-3.4 

/be 

391 

399 

Rosen's  Diversified/Thomas  J  Rosen 

slaughterhouses;  distributes  food  &  agrochems;  fertilizer  terminal 

700 

16.7 

0  Arx 

*!4e 

be 

i  onn 

392 

362 

RTM  Restaurant  Group/Russell  V  Umphenour 
franchisee  of  Arby's  Roast  Beef,  Mrs  Winner's  Chicken  &  Biscuits 

700 

5.4 

lU/e 

Jbe 

o  c  nnn 

393 

344 

Sarcom/Jeff  Sopp 

engineering  &  consulting;  designs  computer  networks;  software 

700 

0 

o  nnn 

394 

271 

Vitality  Beverages/Robert  A  Peiser 

processes  &  markets  citrus  juices  &  related  products 

700 

-15.0 

l.oUU 

395 

461 

Bain&Co/Orit  Gadiesh 
global  strategy  consulting 

699  e 

31.9 

17Ue 

bbe 

<:,4UU 

I 

396 

374 

American  Golf/Joe  Guerra5 
operates  golf  courses 

698 

9.3 

b 

lb 

oo  nnrt 

397 

413 

Pacific  Coast  Building  Products/David  J  Lucchetti 
roofing  materials,  wallboard,  clay  &  concrete  prods;  bldg  materials 

691 

19.1 

75e  - 

37e 

398 

295 

Ormet/R  Emmett  Boyle 

smelts  aluminum;  makes  semifinished  prods  &  sheet  aluminum 

690 

-12.0 

o  onrt 

 4 

399 

435 

Dick  Corp/David  E  Dick 

contractor,  construction  manager  &  design  builder 

689 

24.8 

15e 

24e 

5,000 

400 

384 

Concentra  Operating/Daniel  J  Thomas 
health  care  cost  containment  &  services 

681 

11.4 

104 

-27 

654 

950 

8,800 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable.  'Pro  forma  figure 
executive.  5David  Pillsbury  is  co-chief  executive.  6Formerly  known  as  Concentra  Managed  Care. 


'Company  provided  estimate.  3Core  employees.  'Bernard  D.  Kennedy  is  co-ch 
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it'll  cut  its  price  in  half. 


fact,  buy  it  today  and 


»>  Save  up  to  50%*  on  a  RIM  950 
Wireless  Handheld™  through  December  31,  2000. 


lagine  a  pocket-sized  wireless  device  that  can  access  the  Web**  send  and  receive  e-mail  and  interactive 
Bssages  and  can  now  keep  you  organized  with  a  calendar,  address  book  and  task  list  that  can  synch  up  with  your 
.  Now  imagine  getting  that  for  half  the  price.  Okay,  now  stop  imagining  and  get  Interactive  Messaging  PLUS  from 
HSouth  MyBiz  Interactive. 

Call  1-877-279-6550  or  visit  www.bellsouthwd.com/ip50 
to  try  it  risk-free  for  30  days! 

>>>  connect  >>  and  create  something  "     (g)  BELLSOUTH 

veral  limited  time  offers  on  purchasing  the  RIM  950  and  on  service  plans  are  now  available  to  new  customers  only.  All  offers  expire  12/31/00.  Offer  for  50%  off  the  RIM  950  requires  a  one-year 
imited  service  contract.  Other  terms  and  conditions  apply.  "Web  access  is  provided  by  independent  service  providers  at  additional  cost.  Contact  BellSouth  Wireless  Data  or  a  participating 
iler  for  details,  t  Notify  us  in  writing  within  30  days  and  then  return  the  device  in  good  working  order  with  original  packaging  and  pay  nothing.  BellSouth  Wireless  Data  reserves  the  right  to 
dify  or  cancel  this  offer  at  any  time  without  notice.  Coverage  currently  available  in  more  than  93%  of  U.S.  urban  business  population.  ©2000  BellSouth  Wireless  Data,  L  P.  All  rights  reserved, 
trademarks  contained  herein  are  the  property  of  their  respective  owners. 
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401   Pacific  Holding/David  H  Murdock 

482  |  real  estate,  building  materials,  natural  resources,  textiles 

680  e 

30.8 

- 

- 

2,001 

414 

UTiiiTy  i raiser  ManuiacTuring/Paui  dennett 
manufactures  truck  trailers 

680 

17.2 

34e 

10e 

3,401 

4UJ 

269 

bo  inausTNcs  Mark  u  tssig 

makes  wire  rods,  grinding  products  &  mill  liners  for  auto  &  mining  inds 

676 

-19.0 

37 

-53 

579 

650 

2,301 

404 

366 

Feld  Entertainment/Kenneth  Feld 

Ringling  Bros  and  Barnum  &  Bailey  Circus  &  other  live  acts 

675e 

3.8 

lOOe 

40e 

2,501 

405 

424 

Rudolph  &  Sletten/John  Rudolph 
contractor  of  high-tech  and  biotech  facilities 

675 

19.5 

62 

32 

1.201 

406 

402 

Alberici/Robert  F  McCoole 

general  contractor  &  construct  mgr  for  the  auto,  building,  food  inds 

673 

13.1 

30e 

14e 

3,001 

407   Darby  Group  Cos/Michael  Ashkin 

378  |  manufactures  &  distributes  dental,  medical,  veterinary  &  vitamin  prods 

670e 

7.2 

50e 

20e 

2,101 

Ann 
"J 

new  Balance  htiiictic  onoe/james  o  uavis 
athletic  shoes  &  apparel 

670 

NA 

83e 

37e 

2,001 

4flQ 

363 

oieiner/nicnara  oteiner 
provides  linens  &  uniforms 

670e 

2.3 

lOOe 

30e 

9,101 

ai  n 
■ 

uaauia  s/james  oaoeia 
sporting  goods  stores 

666  f 

NA 

50e 

25e 

4,2011 

411 

355 

l/nnnarc  1  nflne  +  i'i  Ac  IWlt^  It  ir  \Af  Turnip 

noppers  inousines/ waiter  w  turner 

carbon  compounds  &  treated  wood  prods  for  railroads  &  other  inds 

664 

-1.0 

78 

24 

478 

750 

19,040 

■ 

Alliance  uaia  oysiems/J  Micnaei  Marks 

provides  account  management,  private  label  &,  database  services 

664 

NA 

108 

-17 

1,231 

550 

5,2011 

Ai  1 

377 

Leiner  neaiin  rroaucis  uroup/nooert  M  Kaminski 
manufactures  &  distribs  vitamins,  nutritional  products  &  other  drugs 

662 

5.6 

61 

5 

509 

1,650 

4,493 

«ix«» 

381 

TTf*  llllH  AIC>  IlkA  i  r.  \i  n  n\  MrvP',((r,,-tu 

lib  lllinois/Micnael  McLatterty 
personnel  management  services 

660 

5.7 

24 

3< 

34 

30( 

41  ■« 

413 
■ 

bomsys  inTormaiion  lecnnoiogy  services/Michael  I  Willis 
information  technology  staffing  services 

660 1 

NA 

62 

-6 

412 

67! 

416 

332 

Deseret  Management/Rodney  H  Brady 

insurance;  TV  &  radio;  real  estate  management;  publishing;  agriculture 

660e 

-7.7 

125e 

25e 

3,001 

417 

380 

Peerless  Importers/John  Magliocco 
distributes  wine  &  spirits 

660e 

5.6 

26e 

Be 

1,200 

418 

437 

Bellco  Health/Neal  B  Goldstein 

distributes  pharmaceuticals  &  medical  supplies 

658 

19.8 

18e 

12e 

21E 

419 

417 

HBE/Fred  S  Kummer 

designs  &  constructs  hospitals,  hotels,  credit  unions  &  banks 

658 

14.5 

125e 

20e 

11.00C 

420 

474  ' 

F  Dohmen/John  Dohmen 
distributes  pharmaceuticals 

655 

25.0 

22 

2 

126 

481] 

421 

322 

McJunkin/HB  Wehrle  III 

distributes  industrial  pipes,  valve  fittings  &  electrical  equipment 

655 

-10.0 

40e 

- 

219 

1,245 

422 
■ 

Colorado  Boxed  Beef/Bryan  Saterbo 
distributes  beef,  pork,  lamb  and  other  foods 

654 

NA 

20e  - 

- 

47E 

423 
■ 

Cactus  Feeders/Paul  F  Engler 
cattle  feedlots 

650e 

NA 

31e 

12e 

50C 

424 

196 



Express  Services/Robert  A  Funk 
staffing  services 

650c 

NA 

35e 

lOe 

162 

28C 

425 

427 

Fairchild  Dornicr  Carl  Pieper 
manufactures  regional  aircraft 

650  e 

16.8 

- 

- 

3.65C 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable.  'Pro  forma  figure.  'Company  provided  estimate.  3Core  employees. 
'Excludes  a  one-time  charge  to  earnings  for  ESOP  contribution,  formerly  known  as  Fairchild  Aerospace 
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426  i  Truman  Arnold  Cos/Truman  Arnold 
■  I  aircraft  fueling  &  maintenance  services 


650c 


NA 


427  Dawn  Food  Products/Ronald  L  Jones 
391    manufactures  &  distributes  bakery  supplies  &  equip 


649 


7.6 


7e 


70e 


le 


20e 


428 

396 


Forever  Living  Products  Intl/Rex  Maughan 

aloe  vera  and  bee  products,  cosmetics,  food  &  health  care  prods 


646c 


7.7 


79e 


53e 


429  Brasf ield  &  Gorrie/Miller  Gorrie 

422    general  contractor,  construction  &  construction  management  services 


646  e 


14.1 


14e 


7e 


430  International  Wire  Group/James  N  Mills 

370  I  designs  &  manufactures  copper  wire  &  other  wire  products 


644 


-0.3 


126 


13 


678 


900 


431  Harold  Levinson  Associates/Edward  Berro 
467    distributes  tobacco,  grocery  &  confectionery  products 


640 


21.7 


13 


11 


61 


432  Marc  Glassman/Kevin  Yaugher 

403    discount  stores  selling  pharmaceuticals  &  general  merchandise 


640  e 


7.6 


43e 


16e 


433 

468 


E-Z  Mart  Stores/Sonja  Hubbard 
convenience  stores 


639 


21.7 


25e 


5e 


144 


434 

447 


Webcor  Builders/Andrew  J  Ball 
general  contractor 


636 


16.0 


19 


10 


435 


Cigarettes  Cheaper!  John  Roscoe 
cigarette  stores 


635  c 


NA 


65e 


35e 


436 


United  Artist  Theatre/Kurt  C  Hall 
operates  movie  theaters 


631 


NA 


61 


-127 


534 


1,200 


437 

346 


Everett  Smith  Group/Anders  Segerdahl 

tans  leather  for  automobiles;  molded  rubber  products;  steel 


630e 


-9.4 


60e 


15e 


438  Arthur  D  Little/Lorenzo  Lamadrid 
385  1  management  &  technology  consulting 


629e 


3.1 


60e 


20e 


439 

434 


National  Wine  &  Spirits/James  LaCrosse 
distributes  wine  &  spirits  in  the  Midwest 


626 


13.1 


26 


191 


750 


440 

379 


Joan  Fabrics/Elkin  McCallum 

manufactures  fabric  for  autos,  home  furnishings  &  contract  inds 


624 


-0.2 


40 


20 


400 


441   McWane/Phillip  McWane 

408    cast-iron  pipe,  valves  &  fittings;  water-treatment  equip;  coal 


620e 


5.1 


65e 


27e 


442  Simmons/Charles  REitel 

393    Beautyrest,  Maxipedic,  Beautysleep,  BackCare  &  other  mattresses 


620 


3.1 


53 


406 


800 


443  World  KitchenVNathaniel  Stoddard 

458  |  manufactures  &  markets  bakeware,  dinnerware  &  rangetop  cookware 


618 


15.8 


-28 


680 


1,150 


444   Cook  Group/William  A  Cook 

412    medical  products  for  radiology,  cardiology  &  other  health  care  needs 


615e 


6.0 


125e 


45e 


445 

499 


Chas  Levy/Carol  G  Kloster 
distributes  magazines  &  books 


615 


23.0 


14e 


9e 


446  Love's  Country  Stores/Tom  Love 
■  j  travel  centers,  convenience  stores 


614 


NA 


21 


143 


447   Pitman/John  W  Dreyer 

428  |  distributes  printing  &  graphic  arts  equipment  &  supplies 


614 


10.3 


18 


10 


217 


448  Academy/David  Gochman 
496    sporting  goods  stores 


612 


22.4 


60e 


25e 


449  Veridian/David  H  Langstaff 
■  j  computer  network  security  services 


611 


NA 


65e 


lOe 


450   Merrill/John  W  Castro 
■  s  paper  &  electronic  document  management  services 


610 1 


NA 


79 


355 


650 


■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable.  'Pro  forma  figure.  :Company  provided  estimate.  3Core  employees.  "Formerly  known  as  Corning 
Consumer  Products. 
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JEEP  GRAND  CHEROKEE  Adventurists  shouldn't  go  wandering  into  the 
Arctic  unprepared.  That's  why  we  offer  Quadra-Drive™*  It's  our  most  advanced 
four-wheel  drive  system  ever.  Perfect.  No  matter  where  on  Earth  you're 
trekking.  To  learn  more,  call  1-800-925-JEEP  or  visit  us  at  www.jeep.com. 

*0ptional.  Always  use  seat  belts.  Remember  a  backseat  is  the  safest  place  for  children  12  and  under. 
Jeep  is  a  registered  trademark  of  DaimlerChrysler. 
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HUES                        PROFITS  ENTERPRISE 

'00 

'99 

COMPANY/Chief  executive 

BUSINESS 

1999 
(SMIL) 

CHANGE 

(%) 

OPERATING  NET 
(SMIL)  (SMIL) 

ASSETS   VALUE  (EST) 
(SMIL)        (SMIL)  EMPLOY 

451 

407 

nraus  nnoerson/tiruce  w  tngeisma 

general  contractor;  construction  mgmt;  insurance;  capital  leasing 

ci  n 

Dili 

*3  A 
0.1 

18e 

6e 

1.00 

452 

432 

boss  nuiQings/ james  oneenan 

designs  &  manufactures  Web  printing  presses  &  systems 

enn 
bUU 

3.0 



-73 

-238 

784 

600 

2.84 

453 

443 

nrueger  inTernaiionai/nicnai a  j  nescn 

manufactures  office,  commercial,  health  care  &  educational  furniture 

enc 
bUb 

1(1  0 
1  U  L 

72 

27 

346 

4,40 

454 

423 

Pft  Tine  / 'M  i  r  In  o  1  \A/  Pnnnc 

uuppb/iviicnaei  w  uopps 

distributes,  retails  &  wholesales  food;  supermarkets 

bua 

7  1 

/.l 

24e 

lOe 

5.10 

455 

373 

■  - 

Mtr  inuusTrics/uan  u  icann 

manufactures,  sells  &  leases  railroad  freight  &  tank  cars;  investments 

IMA 
OU4 

0.0 

318 

78 

3,563 

2.7B 

456 

483 

LoIUb  LA|jr ebb  LinCb/nODcy  W  LSIBS  di 

trucking 

cm 

1  R  9 

76 

45 

 1 

7.80| 

457 

375 

ft  re*  At*  Fnnnrlrioc /D  n  i  n  c  l^rnhc 

uruou  ruunuriGb/Drucc  jacoos 

iron  &  steel  castings  for  automotive,  farm  &  construction  equipment 

cm 

3.JL 

5,00| 

458 

436 

HinuriLdii  vdbi  irun  ripe/van  l  nicney 
iron  &  steel  pipe,  valves,  tubes 

enn 
buu 

Q  1 

66 

21 

2,801 

459 
■ 

Rnlor/  Inhn  M  Rnlor 

Duiui/jonn  ivi  ooier 

manufactures  axle  suspensions,  truck  bumpers,  leaf  springs 

enn,- 

MA 

72e 

30e 

3,001 

460 

475 

Diauco  ouppiy/tsan  y  oegai 

distributes  roofing,  siding  &  other  building  materials 

enn 
bUU 

It.  ( 

6 

3 

229 

1.24) 

461 

356 

DrooHsnirc  Drpiners/  nm  naie 

Brookshire  Brothers,  Budget  Choppers,  B&B  Foods  supermarkets 

bUue 

-1  n  n 

13e 

Be 

5,75| 

462 

438 

f*hof  AmorirQ/Diul  Moreno 

unci  Amer itd/raiii  rvierage 

Hot  Pockets,  Lean  Pockets  &  other  frozen  foods 

bUue 

q  i 

3.1 

75e 

30e 

1,401 

463 
■ 

464 

287 

nr  nuuo/jonn  a  tvaneu 

makes  branded  &  private-label  milk,  juice,  cottage  cheese  &  desserts 

enn 
bUO 

MA 

35e 

15e 

1,43 

■Uorlf  III  InHllCtr  IOC  /  A  In  v  Cnri-il/m 

mdrK  iii  inuusincs/Hiex  ooroKin 
converts  vans,  pickups  &  sport  utilities 

ouue 

921 

465 

444 

MrMaiitfhtnn-Mrlf  av  Flprtrir  /Will1  am  U  Rnll 

wholesales  &  distributes  electrical  supplies 

enn 
bUU 

Q  1 
3.1 

60 

25 

851 

466 
■ 

uuar K/rarnao  r  tDranimi 
desktop  publishing  software 

BDDe 

MA 

350e 

170e 

1.001 

467 

465 

wens  uairy/ray  wens 
ice  cream  &  frozen  desserts 

enn 
bUU 

10.  L 

30e 

7e 

2.201 

468 
■ 

curamax  iniernaiionai/j  uavio  omirn 
manufactures  aluminum,  steel,  vinyl  &  fiberglass  products 

en  7 

987 

MA 

MA 

59 

12 

400 

600 

2,33 

469 

416 

uuioc/uennis  i\  rawiey 

manufactures  headlights,  taillights  &  other  auto  exterior  lights 

587 

0.0 

36e 

12e 

3,201 

478 

463 

471 
■ 

Junes,  nay,  neavis  &  rogue/ratricK  r  Mcoartan 
law  firm 

COG 

5S5e 

225e 

200e 

3,263 

Uillar  B   U^rfmln  '  Inhn  U  Drniun  III 

Miner  &  nariinan/ jonn  n  brown  hi 

distributes  food,  tobacco,  candy  &  other  items  to  convenience  stores 

583 

MA 
NA 

15e 

6e 

801 

472 

454 



WelTZ/blenn  ueotigter 

general  contractor,  construction  mgmt  sves;  builds  golf  courses 

582 

Q  C 
3.0 

17  • 

10 

159 

473 

425 

muyer  raCKing/n  Lee  ueip 

slaughterhouses  &  rendering  facilities 

581 

c  9 

16e 

5e 

l.bul 

474 
■ 

iLogistix/Murrali  Rangarajan 

provides  management  sves  &  value  chain  solutions  to  the  tech  industry 

590 

NA 

40e 

20e 

2,00C 

475 
■ 

Onus/William  J  Mercurio 

provides  network  infrastructure  sves  to  telecom  &  cable  cos 

587 

NA 

105 

8 

712 

2,350 

4,422 

 1 

■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable.  Pro  forma  figure.  2Company  provided  estimate.  3Core  employees. 
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3uzzled  by  the  big  picture 
n  changing  world  markets? 

3all  in  the  experts  from  Commerzbank. 


l  this  era  of  dramatic  change  with  far-reaching 
ansequences  for  companies  of  all  sizes,  doing  business 
iternationally  can  create  a  jigsaw  puzzle  of  financial 
hallenges.  To  help  put  the  right  pieces  in  place  with 
exibility,  turn  to  the  expertise  of  Commerzbank. 

ommerzbank  ranks  among  Europe's  large  financial 
istitutions  with  total  assets  of  over  €  400bn.  We  offer  a 
omprehensive,  integrated  scope  of  universal  banking 
apabilities,  covering  all  key  areas  of  commercial  and 


investment  banking.  The  Group  is  a  leader  in  Internet 
finance  with  comdirect  bank  as  Europe's  biggest  direct 
broker.  With  about  70  outlets  in  45  countries  around  the 
globe,  the  Commerzbank  Group  is  present  in  all  key 
markets. 

For  a  focused  approach  to  the  big  picture  in  inter- 
national banking  and  finance,  call  on  Commerzbank  - 
a  premier  European  universal  bank  with  a  global 
sales  network. 


EXCELLENCE  IN  RESEARCH 


An  integral  part  of  Commerzbank's  international  experience  built  up  over  130  years  is  the  excellence 
of  the  Group's  research.  Both  the  quality  and  scope  of  our  research  is  recognized  by  policy  makers,  the  business  and  financial  community 
and  the  press  around  the  world.  For  more  information  about  Commerzbank's  broad  research  capabilities,  just  contact  us  in  Frankfurt 
(volkswirtschaft@commerzbank.com),  London  (comsec@commerzbankib.com),  Prague  (research@ccme.cz),  New  York  (cbmailbox@cbkna.comj, 
Singapore  (Fax  +65  225  39  43),  or  Tokyo  (cbkjapan@gol.com).  Or  visit  our  website:  www.commerzbank.com 


COMMERZBANK 
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RANKINC 


'fin 

99 

;  GOMPANY/Chief  executive 
BUSINESS 

1999 
(SMIL) 

CHANGE 

(%) 

OPERATING 

(SMIL) 

NET 

(SMIL) 

ASSETS   VALUE  (EST) 
(SMIL)       (SMIL)  EMPLOY! 

AIR 

*/  V 

398 

duality  uisiriDUTion  i  nomas  L  rinKDinuer 
provides  bulk-transportation  services 

COT 
90/ 

0  0 
-L.L 

01 

ol 

-lb 

542 

650 

4,62 

477 

439 

rormica/vincent  r  Langone 

decorative  laminates  &  other  surfacing  products 

606 

b.O 

CI 

bl 

oo 
-31 

718 

600 

3,80 

470. 

481 

reoerai  uaia/uaniei  k  Young 

provides  information  technology  services  to  US  government  agencies 

HQ  A 

984 

1Z.Z 

oo 
£0 

A 

-4 

226 

2.850 

13,50 

494 

Latnam  &  waiHins/noDen  m  ueii 
law  firm 

609 
9D£ 

ICO 

ono 

001 

■ 

2,29 

Ann 
40u 

486 

American  rooas  uroup/iari  w  Kuenne 
processes  beef  &  pork 

eon 
sou 

13, / 

1  c« 

loe 

oe 

1.45 

40.1 

430 

BecK  uiOup/Lawrence  A  Wilson 

general  contractor,  construction  management,  real  estate,  design  svcs 

60A 
980 

A  C 

4.0 

a' 

>l  2 

4' 

56 

AM 

40* 

■ 

Ifinth'filfl  USII  Unniii»/nn„J  1/  11,11 

nintuaii  mil  nomes/uavid  k  hmi 

builds  homes;  develops  land 

BOA 

980 

MA 

NA 

00a 

b^e 

on« 

JOe 

48 

AIM 
*o  I 

451 

Uai>a4iiaii  PltAAn/i              Rfl  , 

wiarauion  tneese/uon  Menzner 

makes  &  packages  cheese  for  Kraft  &  other  food  companies 

■OAs 

980 e 

7  A* 

7.4 

1  1  - 

lie 

1,40 

aha 

479 

naggen/uaie  l  neniey 

Haggen  Food  &  Pharmacy,  Top  Food  &  Drug  in  Washington  &  Oregon 

670 
9/8 

111 

11.1 

1  7« 

1/e 

l<:e 

3,60 

JOE 

489 

niioson  uroup/James  uonen 

distributes,  wholesales  &  retails  magazines  &  books 

670 
9/8 

10  7 

Id./ 

1  7« 

1/e 

1  0  ~ 

l^!e 

2,30 

ARR 

400 

418 

HomePlace  of  America/Gregory  K  Johnson 
home  decor  stores 

877 

n  o 

3 

-21 

414 

350 

6,50 

10.7 
40/ 

441 

jonnson  Broiners  wnoiesaie  Liquor/Lynn  Johnson 
wholesales  liquor 

ETC. 

9/96 

4.0 

<:oe 

He 

1,10 

iM 
WO 

464 

UKrop  S  ouper  HiarKeTS/riooert  Ukrop 
supermarkets  in  Virginia 

676  2 

979 

o  c 
0.0 

1  c 

loe 

5,60 

ARB 

445 

uniiCQ  oupcrinarKCis  Kent  Moore 
supermarkets  &  pharmacies  in  Texas 

67  Co 

97Se 

4.0 

1 

Ue 

4e 

5,001 

■ 

Spectrum  Healthcare  Services/Julian  L  Carr  Jr 
health  care  services 

in  a 
97* 

MA 

NA 

doe 

10e 

118e 

5,401 

40A 

429 

oiitToiK  LonstrucTion/ John  F  Fish 

general  contractor;  construction  management  &  design 

974 

O  O 

3.2 

lie 

5e 

391 

40* 

■  ; 

fcmmpaK  rooos/ Justin  begel 
food  &  meat  processing 

973' 

M  A 

NA 

1  C- 

loe 

be 

1,801 

10  ■ 

426 

uaner  Junes  i»os/t>ryan  barter 
lumber  &  building  materia!  stores 

9706 

1  o 
1.0 

4,301 

aha 

404 

452 

morns  uornniunicaTions/vviiiiam  6  Morns  ill 
newspapers,  magazines,  radio,  outdoor  advertising 

67  A  a 

9706 

0.0 

14Ue 

6,001 

ABM 
4S9 

■  : 

riasiipax  racKaging/Wiiliam  l  Young 
plastic  containers  &  other  packaging  products 

CCA 

11  A 

NA 

89e 

OO- 

23e 

399 

4,00! 

IM  ] 

4oo 

449 

Sauder  WoodworkingVMaynard  Sauder 

makes  ready-to-assemble  wooden  &  church  furniture 

909 

O  7 

3.7 

57e 

on. 

3,9511 

Amy 

49/ 

490 

CIC  International/Satiris  G  Fassoulis 
surveillance  equip,  munitions  &  other  military  supplies 

KOI 

904 

11. b 

b 

b 

72 

514 



Ada 

■ 

Glister-Mary  Lee/Uonald  Welge 

makes  private-label  dry  cake  mixes,  cereals  &  other  food  products 

983 

NA 

24 

15 

245 

3,800 

■ 

Coborn's/Don  Wetter 

Cash  Wise  Food  Mart,  Coborn's  &  Little  Duke's  food  stores;  liquor  stores 

9816 

NA 

On. 

20e 

Be 

4,201 

500 

493  \ 

Koch  Enterprises/Robert  L  Koch  II 

auto  die  castings,  paint  shops  &  support  sys;  distribs  HVAC 

901 

11.3 

65c 

  -  _ 

25e 

3,1411 

i  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  available  or  not  applicable.  'Pro  forma  figure.  2Company  provided  estimate.  3Core  employees. 
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SPECIAL    ADVERTISING  SECTION 


SCHOOL  VOLUNTEER  PROGRAMS: 

Bringing  Business  Leaders  to  the  Classroom 


y  Lynn  Morrissey 

For  one  group  of  second-grade  students,  running  a 
smonade  stand  can  seem  as  challenging  as  taking  com- 
iand  of  a  global  grocery  store.  They  must  learn  about  cus- 
)imer  service,  a  quality  product  and,  naturally,  turning  a 
rofit.  Fortunately,  a  skilled  businessperson  has  volunteered 
)  visit  their  local  school  and  teach  them  the  basics  of  busi- 
ess  and  finance.  For  the  length  of  an  extended  lunch,  this 
dult  volunteer  can  take  a  break  from  worrying  about  the 
orporate  bottom  line  and  focus  instead  on  the  ABCs  of 
lanaging  a  thriving  curbside  business.  What  could  be  a 
etter  company  perk,  when  it's  all  over,  than  a  glass  of 
smonade? 

Corporate  school  volunteer  programs  mobilize  working 


■  men  and  women  to  become  volunteer  teachers  of  students 
I  from  kindergarten  through  high  school.  Clearly,  the  need 
for  them  in  today's  society  has  grown.  Schools  are  under- 
staffed, a  fact  that  has  been  well  documented,  and  class- 
rooms are  overcrowded.  Moreover,  the  notion  that  education 
is  everyone's  business  —  and  not  just  the  classroom  teach- 
1  ers"  —  has  taken  firm  root.  Both  students  and  teachers  can 
I  benefit  from  the  additional  help.  Another  reality  of  educa- 
I  tion  is  that  not  all  students  learn  at  the  same  pace.  Some 
need  crucial  one-to-one  review  with  a  reading  or  math  tutor; 
others  require  guidance  with  homework  assignments  and 
exam  preparation  after  school.  All  thrive  on  having  a  good 
book  read  to  them  by  an  inspired  volunteer. 


A  D  V 




ERTISEMENT  2 


Staples  and  Learning  Leaders  announce  their  volunteer  partnership  at  the 
dedication  of  a  Staples  store. 


As  awareness  of  these  issues 
has  grown,  more  corporations  have 
assumed  a  unique  role  in  addressing 
them.  Yet  if  anyone  thinks  school  vol- 
unteer programs  are  a  one-way  street 
benefiting  just  the  students,  think 
again.  Employees  —  even  in  today's 
"I  have  no  time"  world  —  say  they 
derive  deep,  personal  satisfaction  from 
their  experiences.  Walking  the  corridors 
of  a  school  and  seeing  tomorrow's 
leaders  gives  them  a  way  to  stay  con- 
nected to  their  community  and  to  coun- 
teract corporate  tunnel  vision. 

Because  of  these  obvious  benefits, 
corporations  are  willing  to  support 
their  employees'  volunteer  efforts  with 
funds  and  policies.  Frequently,  they 
have  leaders  such  as  Ed  Rust,  chair- 
man and  chief  executive  officer  of 
State  Farm  Insurance  Companies,  who 
are  passionate  about  education  and 
have  made  it  their  company's  mission 
to  support  school  volunteer  programs. 

Similarly,  principles  of  volunteerism 
at  Archer  Daniels  Midland  (ADM)  come 
from  Dwayne  Andreas,  the  company's 
chairman  emeritus.  During  his  decades 
at  the  helm  of  the  agricultural  process- 
ing company,  he  built  a  long-term,  vol- 


unteer relationship  between  ADM 
employees  and  students  through  the 
Junior  Achievement  (JA)  program  in 
central  Illinois.  In  recognition  of  his 
efforts,  Andreas  this  year  became  the 
first  inductee  into  JA's  Business  Hall 
of  Fame.  His  philosophy  on  corporate 
volunteerism  is  to  the  point:  "Young 
people  are  the  backbone  of  our  nation," 
says  Andreas.  "We  must  supply  them 
with  the  tools  to  lead  our  country  in 
the  right  direction."  With  its  mission 
to  help  young  people  learn  about  busi- 
ness and  grow  as  productive  commu- 
nity members,  JA  is  clearly  one  of 
those  tools. 

Lending  a  Hand  —  But  How? 

Despite  a  widespread  willingness  to 
volunteer,  such  efforts  often  founder 
on  the  same  obstacles:  Where  to  go? 
Who  to  help?  What  to  do?  When  to 
find  the  time?  Corporations  with  thriv- 
ing school  volunteer  programs  address 
these  challenges  in  various  ways. 

In  the  course  of  its  nearly  80-year 
history,  State  Farm  Insurance  has  left 
no  path  for  volunteerism  unexplored. 
At  the  core  of  its  efforts  is  a  policy  that 
grants  each  employee  one  paid  day  off 


annually  to  pursue  volunteer  work  in 
schools.  Last  year,  State  Farm  devel- 
oped an  even  more  enticing  benefit  with 
its  Good  Neighbor  Grant  Program.  "We 
are  putting  our  money  where  our  vol- 
unteers are,"  says  Lori  Manning,  public 
affairs  manager  at  State  Farm.  "If  an 
employee  commits  40  hours  to  a  qual- 
ified organization,  we'll  give  that  orga- 
nization $500  in  cash.  That's  a  very 
powerful  incentive  to  volunteer." 

Using  its  specialized  knowledge  as 
an  insurance  provider,  State  Farm  has 
created  instructional  materials  to  teach 
lifesaving  and  life-enhancing  skills, 
State  Farm  provides  free  instructional 
kits  to  educators,  or  a  State  Farm  as- 
sociate can  come  in  and  deliver  various 
safety  lessons.  Topics  include  fire 
safety,  seat  belt  safety,  earthquake  pre- 
paredness and  insurance  basics  for 
high  school  students.  The  company's 
conflict  resolution  program  helps  show 
school-age  children  that  conflict  "is  a 
normal  part  of  everyday  life,"  saysi 
Manning,  and  teaches  them  ways  to 
resolve  such  tension  in  a  creative,  non- 
violent manner.  Another  program  was 
revised  as  a  result  of  research  spon- 
sored by  State  Farm  in  partnership 
with  The  Children's  Hospital  of  Philadel- 
phia and  the  University  of  Pennsylva- 
nia. The  findings  reinforced  the  safety 
benefits  of  booster  seats  in  cars  for 
children  weighing  between  40  and  80 
pounds  and  who  are  under  4  feet.  9 
inches  tall.  "We  are  currently  updating 
our  seat  belt  lesson  to  show  the  bene- 
fits of  booster  seats  and  to  encourage 
parents  to  make  sure  their  children  are 
properly  restrained,"  says  Manning. 

When  State  Farm  is  not  directly 


Ms.  Slegona  has  a  classro 
full  of  super  models. 


Go  to  Cyrene  Slegona's  6th  grade  classroom  and 
you'll  find  more  models  than  a  New  York  fashion  show.  Jl 
Though  hers  may  not  be  quite  as  tres  chic,  since  they're  usually  models  of  bugs,  catapults 
and  elevators.  Yet,  by  taking  clay,  wood,  paper  and  glue  and  building  working  models 
of  the  things  they  have  been  studying  in  class,  Ms.  Slegona's  students  gain  a  much  greater 
understanding  of  them  than  they  could  ever  get  from  books. 

They've  not  only  developed  a  practical  knowledge  of  subjects  like  design  and  engineering, 
they've  also  experienced  the  power  of  teamwork  and  their  own  creative  resourcefulness. 
So  in  the  end,  they're  not  just  building  better  bugs,  they're  building  a  better  foundation  for 

a  life  full  of  learning.  Because  she's  proven  to  be  such  a 
model  educator,  we're  proud  to  present  Cyrene  Slegona 
with  State  Farm's  Good  Neighbor  Award"  and 
to  donate  $5,000  in  her  name  to  be  shared  by 
the  University  of  Kansas  Monarch  Watch 
program  and  the  Cornish  Elementary 
School  in  Cornish,  Maine. 


STATE  FARM 


INSURANCE 


Good 


Neighbor 

Award® 

STATE  FARM  INSURANCE  COMPANIES 
Home  Offices:  Bloomington.  Illinois 

statefarm.com™ 

The  Good  Neighbor  Award  was  developed  in  cooperation 
with  The  National  Science  Teachers  Association. 
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A  State  Farm  volunteer  teaches  in  the  classroom. 


working  with  students,  it  is  support- 
ing education  in  another  crucial  way: 
through  the  teachers.  "We  can  build 
buildings  and  give  kids  new  books,  but 
at  the  heart  of  student  learning  is  the 
teacher.  We  realized  that  one  of  the 
best  ways  to  improve  student  learning 
was  to  help  teachers  enhance  their 
abilities,"  says  Manning.  For  this,  the 
company  became  involved  with  the 
National  Board  for  Professional  Teach- 
ing Standards®,  a  voluntary  program 
that  has  spent  the  last  decade  devel- 
oping standards  of  teaching  excel- 
lence. "What  really  interested  State 
Farm  was  that  every  teacher  we  talked 
to  said  this  was  among  the  most  pow- 
erful personal  and  professional  devel- 
opment opportunities  that  they've  ever 
had  —  that  they  were  a  higher-quality 
teacher  as  a  result,"  says  Manning. 

Convinced  of  the  program's  merit, 
State  Farm  made  a  $1  million  grant  to 
the  organization  to  help  them  accom- 
plish their  initiatives.  They  also  are  pro- 
viding volunteer,  monetary  and  other 
support  to  teachers  seeking  National 
Board  Certification®.  "We  must  encour- 
age teachers  and  schools  to  take 
advantage  of  this  process  to  improve 
classroom  teaching  and  teacher  eval- 


uations," says  Rust,  company  chair- 
man. "State  Farm  is  proud  to  join  with 
other  major  corporations  in  supporting 
that  work  in  communities  across  the 
country." 

Experts  in  Volunteerism 

When  a  successful  corporation  wants 
to  develop  a  new  initiative,  it  partners 


is  the  volunteer  arm  of  the  New  Yorl* 
City  public  school  system.  At  the  time 
Learning  Leaders  was  looking  for  cor 
porate  sponsorship  to  promote  th( 
need  for  volunteers  in  the  city's  schools 
"I  was  intrigued  because  I  thought  i 
was  a  wonderful  potential  relationshif 
since  we  supply  so  many  of  the  world': 
children  with  school  supplies,"  say; 
Downes.  In  addition  to  becoming  < 
corporate  sponsor  of  their  reading  pro 
gram,  Downes  invited  all  of  the  gener 
al  managers,  many  of  whom  attendee 
New  York  City  public  schools,  to  vol 
unteerwith  Learning  Leaders. 

Under  the  Staples  Read  Aloud  Pro 
gram,  readers  volunteer  a  minimum  o 
four  one-hour  sessions  per  year  — 
with  time  carved  out  of  the  workday 
—  to  children  through  fourth  grade 


The  notion  that  education  is  everyone's  business 


with  top  experts  in  the  field.  Kevin 
Downes,  for  instance,  the  New  York 
regional  vice  president  for  sales  and 
marketing  at  Staples,  wanted  to  launch 
a  volunteer  program  in  his  region.  He 
searched  for  an  organization  that  would 
make  creative  use  of  both  the  Staples 
brand  and  the  talented  general  man- 
agers from  the  area's  52  stores.  "When 
I  took  over  last  year,  I  wanted  to  devel- 
op a  very  strong  relationship  with  the 
community,"  says  Downes.  "We  have 
a  great  franchise  here,  but  I  thought 
we  were  somewhat  deficient  in  net- 
working with  the  community.  I  also 
wanted  to  give  my  general  managers 
an  opportunity  for  civic  involvement." 

His  search  uncovered  Learning 
Leaders,  an  independent  agency  that 


"The  teachers  are  enormously  grate 
ful  to  get  an  hour  break  to  collect  thei 
thoughts,"  says  Downes.  The  volun 
teers  find  it  satisfying  on  their  own 
"Many  of  us  go  back  every  month,  nol 
only  because  it's  something  we're 
committed  to  as  an  organization,  bul 
because  we're  personally  committee 
to  the  notion  of  helping  these  kids  enjo^ 
books."  As  an  added  bonus,  every  time 
a  Staples  volunteer  goes  into  a  school 
he  or  she  brings  something  for  the  stu 
dents  —  Staples  markers,  Staples 
pens  and  even  crayons.  "Many  of  the 
students  call  us  either  Mr.  or  Mrs.  Sta 
pies,  because  that's  who  they  think 
we  are,"  says  Downes.  "But  we're  just 
ordinary  people  —  like  them." 
Staples  is  also  a  sponsor  of  the 


;arning  Leaders'  volunteer  recruit- 
ent  posters  on  more  than  4,000  city 
jses  featuring  celebrity  volunteers, 
hile  an  organization  such  as  Learn- 
g  Leaders  can  attract  high-profile 
;rsonalities  —  from  Bette  Midler  to 

Roker  —  many  volunteers  come 
)m  committed  corporations  and  their 
nployees.  "Corporations  increasing- 
understand  the  importance  of  the 
isiness-school  relationship,  both  to 
eir  own  employees  and  to  the  image 
ey  project  in  the  community,"  says 
arol  Kellermann,  executive  director 

Learning  Leaders.  "Employees  get 
?mendous  personal  satisfaction  from 
ilping  a  child  learn,  improve  and  grow 
rough  contact  with  that  child.  What 
more,  it  reflects  well  on  their  feelings 
ward  their  employer." 


nois.  Since  1961,  ADM  has  channeled 
its  volunteer  efforts  almost  exclu- 
sively through  the  local  Junior  Achieve- 
ment program.  "We  allow  employees 
to  take  time  off  from  work  so  they  can 
teach  weekly  economics  and  business 
classes  at  the  local  schools,"  says  Karla 
Miller,  ADM's  corporate  communica- 
tions manager. 

Many  of  the  headquarters'  4,000 
employees  seize  this  opportunity:  Last 
year  alone,  ADM  employees  volunteered 
more  than  500  hours  to  teach  the 
area's  young  people.  In  fact,  of  the  total 
number  of  regional  JA  volunteers,  one- 
quarter  come  from  ADM.  Time  can  be 
scarce  for  company  workers,  but  for 
many,  finding  the  time  is  well  worth 
the  effort.  "People  say  there  is  a 
sense  of  satisfaction  in  giving  back  to 


the  classroom  teachers'  —  has  taken  firm  root 


By  partnering  with  a  school  volunteer 
ganization,  such  as  Learning  Lead- 
s,  the  goal  of  corporate  volunteerism 
more  likely  to  come  to  fruition.  "The 
termediary  organization  can  more 
isily  find  the  schools  that  match  the 
:hedules  and  locations  of  those 
nployees  and  the  needs  of  the  cor- 
>rations,"  Kellermann  says.  "We 
-eady  have  the  relationships,  the  per- 
ission  in  place,  a  screening  process 
ensure  safety  and  minimize  risk, 
lually  important,  we  also  train  the 
nployees  to  work  with  the  children  so 
at  the  experience  is  satisfying  to 
reryone." 

Yet  another  example  of  a  volunteer 
irtnership  that  works  is  that  of  Archer 
aniels  Midland,  based  in  Decatur,  llli- 


the  community,  as  well  as  pride  in 
their  employer,"  says  Miller.  "People 
understand  the  importance  of  educat- 
ing our  students  and  realize  that  it  can't 
all  be  done  by  the  teachers;  we  need 
to  give  back  to  the  community  as  well." 

Literacy  Is  Fundamental 

There  is  little  doubt  that  reading  is  the 
crucial  gateway  to  successful  learn- 
ing. While  some  volunteer  efforts  seek 
to  bring  the  joy  of  books  to  youngsters 
by  reading  to  them,  others  are  staunch 
promoters  of  literacy  programs  from 
early  childhood  through  adulthood. 

"Verizon  Communications  has  adopt- 
ed literacy  as  its  signature  program," 
says  Andy  Brown,  executive  director, 
Public  Affairs  Programs.  "It  is  our 


objective  to  bring  the  considerable 
resources  of  Verizon  to  raise  aware- 
ness and  increase  funding  for  literacy 
programs  across  the  country." 

Clearly  Verizon  is  achieving  its  objec- 
tive. Nationwide,  a  growing  number  of 
more  than  56,000  employees  volun- 
teer during  lunch  hours,  evenings  and 
weekends  through  various  partner 
organizations,  including  Literacy  Vol- 
unteers of  America  and  Reading  Is 
Fundamental.  What  is  more,  when  Ver- 
izon employees  volunteer  for  an  orga- 
nization, the  company  contributes 
money  on  their  behalf  to  that  organi- 
zation. This  year,  Verizon  Reads  won  the 
Ron  Brown  Award  for  Community  Lead- 
ership, an  honor  bestowed  by  President 
Clinton  on  companies  judged  to  have 
the  best  national  outreach  initiative. 

"We  have  over  260,000  employees 
and  50  million  customers,"  says  Brown 
of  Verizon.  "We  plan  to  bring  the  full 
force  and  magnitude  of  the  nation's 
largest  telecommunications  provider 
behind  this  critically  important  initia- 
tive." Now  that  will  be  something  worth 
reading  about.  ■ 


Because  tomorrow's  here 
sooner  than  you  think 


Remember  TIAA-CREF. 

TIAA-CREF  has  been  the  retirement  system  of  choice  for  millions  of 
educators  and  researchers  for  over  80  years.  The  TIAA-CREF  group 
of  companies  has  a  proven  history  of  helping  people  plan  for  tomorrow. 
Today,  our  mutual  funds,  IRAs,  personal  retirement  annuities/  trust 
services  and  tuition  plans  are  available  to  everyone. 

The  TIAA-CREF  pension  accounts  have  some  of  the  lowest  expense 
charges  in  the  financial  services  industry,  one  of  the  reasons  why 
Morningstar  says  that  "TIAA-CREF  sets  the  standard  in  the 
financial  services  industry."* 

Call  800  226-0147  for  more  information  about  TIAA-CREF's 
products  and  services,  including  charges  and  expenses,  or  for  mutual 
fund  and  personal  annuity  prospectuses.  Please  read  them  carefully 
before  you  invest  or  send  money. 

Isn't  that  a  tomorrow  you  can't  live  without? 


Ensuring  the  future  for 
those  who  shape  it. " 


RETIREMENT 

INSURANCE 

MUTUAL  FUNDS 

TRUST  SERVICES 

TUITION  FINANEIN 

Past  performance  is  not  a  guarantee  of  future  results,  t Availability  subject  to  state  approval.  *Source:  Morningstar.  June  2000,  referring  to  the  TIAA-CREF 

pension  accounts'  consumer  education,  service  and  low  fees.  ]  TIAA-CREF  Individual  and  Institutional  Services ,  Inc.  distributes  CREF  and  TIAA  Real  Estate  800  226-01 
variable  annuities  •  Teachers  Personal  Investor  Services,  Inc.  distributes  the  Personal  Annuities  variable  annuities,  Mutual  Funds,  and  Tuition  Savings 

Agreements  •  TIAA  and  TIAA-CREF  Life  Insurance  Co.  issue  insurance  and  annuities.  •  TIAA-CREF  Trust  Company,  FSB  provides  Trust  Services.  WWW.tiaa-cref. 
©  2000  TIAA-CREF  and  TIAA-CREF  Life  Insurance  Companies,  NY,  NY  •  Investment  products  are  not  FOIC  insured,  may  lose  value  and  are  not 
bank  guaranteed. 


TIAA-CREF  proudly  sponsors 


A  new  and  informative  newsmagazine  about  money  every  week  on  P 
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477 

Formics/f  ormics.com 

71 

U  Hrnun  Unlriinff/huatt  rnm 

n  uiuuu  nuiuing/ nydi i.luiii 

192 

Domino's  Pizza/dominos.com 

205 

rnctar  Cirmc /f nc torfirmc  rnm 
rUdlcl  rdrillo  / 1 UM  cl  IdlNlo.LUIII 

101 
484 

Ustftfon/haoapn  rnm 
fldggcll/  lldggcl I.LUIII 

247 

Dot  Foods/dotf  nods.com 

160 

rlalln  UUIIsUIIUdlcU  till  CI  UI  nci/  Wi  Icclb  LU  ill 

31)1 

rld'C  ndl96ll/J10  OJJ  4H0H 

182 

DPR  Construction/dprinc  com 

345 

rrccuom  ifOniniiinicaTions/irceuom.cum 

3! 

Uallm^rk  Par  He /h  q  II  marL  rnm 
ndlllUdiH  UdlU9/  lldllllldl  K.LUIII 

174 

Dreamworks  SKG/dreamworks.com 

135 

Fry's  ElGCtronics/frys.com 

JOU 

Uomntnn  Aff iliatpc/hamnlnnaff iliafpc  rnm 
ndlllUIUIIHIIIIIdlC9/lidllipiUlldllllldlCd.LUIII 

376 

Drummond/drummondco.com 

e 

u 

131 

Uarnlrt  1  puinenn  AccnriAtPc/hlartictnhiitnrc  ri 

TldlUlU  LcVtlloUII  H99UCldl  C9' 1  ildU  1  b  1 1  IUU  IUI  b.LL 

127 

Duchossois  Industries/630-530-6100 

195 

J5  A  r  ''  n  t  f  rnm 
UHr/gal.CUm 

25? 

UartT  firnnn  harf7  rnm 

rldl  \L  UIUUU/ (Idlli.LUNI 

231 

Dunavant  Enterprises/dunavant.com 

123 

Lot«i  Maiio  wincry/cjgdiio.cum 

121 

U  lu/nrth  /h  aumrt h  rnm 
ndWUTIII/ildWUI  lll.LUIN 

216 

Dunn  Industries/jedunn.com 

307 

udniidOC  L  ill  J '  j  iuuD 

119 

URk-/hhprnrn  rnm 
flDL/  MUcLUI  U.LUIII 

155 

DynCorp/dyncorp.com 

131 

Ranoril  Dirf  c  /norm  loct  rnm 

uenerai  raris/ carqucsi.com 

15 

UF  Rutt  ftrnrprv/hph  rnm 
nt  DUII  UI  KM  Ji  HcU.LUIII 

E 

289 

uenmar  noiuiiigsvgcnmar.curn 

233 

Upafnpr  Tirp  flrftiin/hpafnpf  rnm 

ncdIIICI  1116  UI  UUU/ llCdlllCl.LUIII 

433 

E-Z  Mart  Stores/e-zmart.com 

324 

Gcnuardi  s  Family  MdrkBts/gcnudrdis.com 

ei 

Up arct/h p a rctr nrn  rnm 
IKcV 91/  Mcdl  olLUI  U.LUIII 

145 

Ebsco  Industries/ebscomd  com 

385 

Georgia  Crown  Distributing/gcorgiscrown.com 

171 

flclLU  OUIIIUdlllCO  U  J  U  HHJ   44  JU 

50 

Eby-Brown/eby-brown.com 

30 

Giant  Eaglo/gianteagle.com 

350 

Upnbplc  A  HrPnv/hpnLplcanHmrrnu  rnm 
nciincio  ot  inift«uy/ 1 iciirVcidaiiuiiiLLuy.Luin 

105 

84  Lumber/84lumber.com 

72 

Gi! banc  gilbanBCO  com 

150 

Upncpl  Phnlnc  Pnnctrnrtinn  hpncplnhplnc  rnr 
r1cll9cl  rllCIUo  MHI 1  UUI  lull/  IICI 1 90IUI  ICIUO.LUI 

347 

El  Camino  Resources/elcamino.com 

498 

Gilster-Mary  Lcc/gi  lsTermarylee.com 

109 

Xw9 

Upufitt  Accnristpc/hpufitt  rnm 

ncWIII  HdoULIdl  C9/  llcWII  I.LUIII 

492 

Emmpak  Foods/emmpak.com 

214 

RliTAr'c  U/hnlooln  flietr  ihiitnrc  ln\i  Tore  nnm 

uidzer  s  w noiesaic  uiSTriDUTors/giazerb.cum 

320 

Unhhu  1  nhhu  Prpatiup  Ppntprc  'hnhhulnhhu  rn 
nuuuy  Luuuy  uicdiivc  wciiicia/nuuuyiuuuy.cu 

388 

Empire  Beef/empirebeef.com 

370 

Golden  Rule  Financial/ goldcnrulc.com 

29 

Unlhortf  Inrfiictripc/hnlhprd  rnm 

nuiuci5ifiuu9iiic9/iiuiucig.Luiii 

22 

Enterprise  Rent-A-Car/enterprise.com 

109 

Golden  State  Foods/goldenstatefoods.com 

206 

i 

UnliHau  Pnc/hnliHauctatmnctnrpc  rnm 
nuiiudy  wUo  iiuiiudyoidiiuiiiiui co.L-uin 

237 

EPIX  Holdings/epixweb.com 

110 

Golub  pnccclioppcr.com 

366 

Unliriau  Rptirpmpnt/hnliHaurptirpmpntrnrn  rnr 
nuiiudy  nc i ii  ciiiciii ,  iiunudyiciii  cihcmiluiu.luii 

153 

Ergon/ergon. com 

73 

Goodman  Manufacturing/goodmanmfg.com 

295 

Unmpl  i f p /p hn m p  1  if p  rnm 
nulllckllc/cMUNIclllc.LUlll 

10 

Ernst  &  Young/ey.com 

74 

Gordon  Food  Scrvico/gfs.com 

166 

UnmpPlarP  nf  Amprira 'hnmpnlarp  rnm 

nUlllcrldLc  UI  HIIICI  IUd/  IIUIIICUIdLC-LUIII 

456 

Estes  Express  Lines/estes-express.com 

154 

WL  Gore  &  Associates/gore. com 

242 

fill  II ILH  Uldll  HII  Midi  Co  OJU  UUJ  UlUU 

468 

Euramax  International 'euiama:<  com 

452 

Goss  Holdings  'gossgraphic.com 

163 
too 

UD  Unori  Knhnnri  mm 

nr  nuuu  iipnuuu.Luiii 

 1  i 

437 

Everett  Smith  Group/414-273-3421 

315 

Gould  Paper  gouldpapcr  com 

310 

UnrcphpaH  lnrinctripC'hnr<;php^dinr  rnm 

fflUI  oCIICdU  IIIUU9II  ICa  MUI  oCilCaUIIIC.lrUIII 

424 

Express  Services/expresspersonnel.com 

339 

uujd  ruuu9/ guyd.Luin 

364 

Houchens  Industries/270-843-3252 
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neve 

hear  "can  i  have  your  account  number?" 

"can  i  have  your  account  number?" 
•  "can  i  have  your  account  number?"  again. 


If  your  service  people  can  easily  access  comprehensive, 

up-to-the-mmute  customer  profiles,  customers  won't  have  to  repeat 
the  same  information  to  three  or  four  people  ever  again.  Integrated  call  center  solutions. 
It's  what  you  get  when  IBM  and  Siebel  team  up  to  provide  the  most 

comprehensive  customer  focused  e-business  solutions. 


:uslomor  n-hif  ionships 


1.888517.8884  ibm-siebel.com 


5 0 Q  Biggest  Private  Companies  company  inde 

£  £  ¥ 


RANK 

Company/Web  site  or  Phone 

RANK 

Company/Web  site  or  Phone 

RANK 

- 

Company/Web  site  or  Phone 

113 

HR  Logic/ !n logic  con 

34 

Peter  Kiewit  Sons'/kiewit.com 

421 

McJunkin/mcjunkin.com 

82 

HT  Hackney/hthackneyxom 

482 

Kimball  Hill  Homes/kimballhill.com 

285 

McKee  Foods/mckeefoods.com 

292 

JM  Huber/huber.com 

377 

King  Kullen  Grocery/kingkullen.com 

48 

McKinsey  &  Co/mckinsey.com 

485 

Hudson  Group/201-867-3600 

141 

Kingston  Technology/kingston.com 

465 

McNaughton-McKay  Electric/mc  mc  com 

194 

Hunt  Consolidated/Hunt  Oil/214-978-8000 

84 

Kinko's/kinkos.com 

441 

McWane/205-414-3100 

151 

Hunt  Construction  Gp/huntconstructiongroup.com 

125 

Kinray/kinray.com 

261 

MediaNewsGroup/medianewsgroup.com 

16 

Huntsman/huntsman. com 

249 

Knoll/knoll. com 

270 

Medline  Industries/medline.com 

37 

Hy-Vee/hy-vee.com 

500 

KochEnterprises/kochenterprises.com 

11 

Meijer/meijer.com 

, 

2 

Koch  Industries/kochind.com 

27 

Menard/715-876-5911 

306 

lasis  Healthcare/615-844-2747 

59 

Kohler/kohlerco.com 

246 

Menasha/menasha.com 

243 

ICC  Industries/iccchem.com 

411 

Koppers  Industries/koppers.com 

184 

Meridian  Automotive  Sys/meridianautosystems.o 

365 

Icon  Health  &  Fitness/iconfitness.com 

6 

KPMG  International/us. kpmg.com 

450 

Merrill/merrillcorp.com 

316 

Hitch  Ventures/313-983-6600 

451 

Kraus-Anderson/krausanderson.com 

119 

Metromedia/metromediarestaurants.com 

474 

iLogistix/ilogistix.com 

453 

Krueger  International/ki-inc.com 

349 

Micro  Electronics/microcenter  com 

170 

IMG/imgworld.com 

L 

62 

Micro  Warehouse/warehouse.com 

348 

Inductotherm  Industries/inducrotherm  com 

369 

Landmark  Communications/landmarkcom.com 

471 

Miller  &  Hartman/millhart.com 

193 

Ingram  Ent  Holdings/ mgramenteriainmenr  com 

173 

Lanoga/lanoga.com 

35 

Milliken  &  Co/milliken.com 

76 

Ingram  Industries/ingrambarge.  com 

479 

Latham  &  Watkins/lw.com 

244 

Minyard  Food  Stores/minyards.com 

328 

Inserra  Supermarkets/shoprite.com 

413 

Leiner  Health  Products  Group/leiner.com 

325 

Modern  Continental  Cos/moderncontinental.c 

44 

International  Data  Group/idg.com 

116 

Leprino  Foods/leprinofoods.com 

355 

Morgan  Tire  &  Auto/olsontire.com 

 ^ 

436 

International  Wire  Group/314 -719-1000 

24 

Levi  Strauss  &  Co 'levistrauss.com 

494 

Morris  Communications/morris. com 

36 

InterTech  Group/843-744-5174 

445 

Chas  Levy7chaslevy.com 

253 

MA  Mortenson/mortenson.com 

J 

183 

Life  Care  Centers  of  America/lcca  com 

269 

Motor  Coach  Industries  Intl/mcicoach.com 

379 

J  Crew  Group/jcrew.com 

77 

LifeStyle  Furnishings  Intl/lifestylefurnishing.com 

473 

Moyer  Packing,  mopac  com 

83 

Jeld-Wen  Holding/jeld-wen.com 

389 

Lifetouch/lifetouch.com 

342 

MSX  International  ms>  com 

95 

Jitney  Jungle  Stores  of  America/jitney.com 

438 

Arthur  D  Little/adlittle.com 

350 

MTD  Products/mtdproducts  com 

19 

JM  Family  Enterprises/jmfamily.com 

308 

Longaberger/longaberger  com 

207 

MTS/towerrecords.com 

440 

Joan  Fabrics/joanfabrics.com 

446 

Love's  Country  Stores/loves. com 

N 

487 

Johnson  Bros  Wholesale  Liquor/johnsonbrothers.com 

219 

Lucasfilm/lucasfilm.com 

132 

National  Distributing/ndcweb.com 

33 

SC  Johnson  &  Son/scjohnson.com 

M 

142 



National  Gypsum/national-gypsum. com 

161 

SC  Johnson  Commercial  Markets/jwp.com 

317 

MA  Laboratories.'malabs  com 

371 

National  Textiles:  nationaltextiles.com 

470 

Jones,  Day,  Reavis  &  Pogue/jonesday.com 

483 

Marathon  Cheese/715-443-2211 

439 

National  Wine  &  Spirits,  3l7-63b-6092 

103 

Edward  Jones/edwardjones.com 

432 

Marc  Glassman/marcs.com 

208 

Nesco/nescoinc.com 

 :  _ 

333 

Jordan  Industries/jordanindustries.com 

157 

Maritz/maritz.com 

354 

New  Age  Electronics ,'newagemc  com 

265 

Earle  M  Jorgensen/emjmetals.com 

464 

Mark  III  Industries  markni.com 

408 

New  Balance  Athletic  Shoe/newbalance.com 

344 

Journal  Communications/jc.com 

20 

Marmon  Group  marmon.com 

286 

Newark  Group  newarkgroup  com 

K 

4 

Mars/mars. com 

198 

North  Pacific  Group/north-pacific. com 

279 

K-VA-T  Food  Stores/foodcity.com 

220 

Mary  Kay  'marykay.com 

0 

256 

Ben  E  Keith/benekeithcompany.com 

54 

MBM/252-985-7200 

303 

OmniSource/Z19-4Z2-ab41 

57 

Keystone  Foods .'keystonefoods  com 

264 

McCarthy/mccarthy.com 

278 

O'Neal  Steel  onealstee!  com 
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2     Company/Web  site  or  Phone 


T 


COMPANY  INDEX 


2     Company/Web  site  or  Phone 


Orius/oriuscorp.com 
Ormet/ormet.com 


Outboard  Marine/omc-online.com 


Oxford  Automotive/oxauto.com 


Pacific  Coast  Building  Products/paccoast.com 
Pacific  Holding/310-208-6055 


Packerland  Packing/packerland.com 
RB  Pamplin/pamplin.org 


Parkdale  Mills/parkdalemills.com 
Parsons  &  Whirtemore/914-937-9009 
Parsons  Brinckerhoff/pbworld.com 
Parsons/parsons,  com 
PC  Richard  &  Son/pcrichard.com 


Peabody  Group/peabodygroup.com 


Peerless  Importers/peerimp.com 
Pella/pella.com 


375 
58 
107 
447 
495 
326 
330 
284 
25 
3 
293 
272 


Pepper  Companies.' peppei  construction. com 

Perdue  Farms/perdue. com 

Pilot/pilotcorp.com 

Pitman/pitmanco.com 

PlastipakPackaging/plastipak.com 

Platinum  Equity  Holdings/peh.com 

Pliant/pliantcorp.com 


PMC  Global/pmc-global.com 


Premcor/premcorinc.com 


PricewaterhouseCoopers/pwcglobal.com 

Primus/winholesale.com 


7 
162 


Printpack/printpack.com 


Publix  Super  Markets/publix.com 
Purity  Wholesale  Grocers/pwg-inc.com 
0 


128 
476 


Quad/Graphics/qg  com 


Quality  Distribution/qualitydistrlbution.com 


80 
210 


466 
64 

381 


93 
49 
226 
223 
68 


224 
41 
124 
318 


199 
398 


Duality  King  Distributors/qkd.com 
Quality  Stores/231-798-8787 
Quark/quark. com 
QuikTrip/quiktrip.com 


RAB  Holdings/212-688-4500/manischewitz.com 

RaceTrac  Petroleum/racetrac  com 

Raley's/raleys.com 

Red  Apple  Group/212-580-6805 

Regal  Cinemas/regalcinemas  com 

Renco  Group/212-541-6000 

Republic  Technologies  Intl/republictech.com 

Reyes  Holding/martinbrower.com 

Rich  Produrts 

Ritz  Camera  Centers/ritzcamera.com 


Riverwood  International/riverwood.com 
Roll  International/310-966-5700 


Abby  Joseph  Cohen,  CFA 

Managing  Director  and  Chair 

of  the  Investment  Policy  Committee 

Goldman,  Sachs  &  Co. 

New  York,  NY,  USA 

CFA  charterholder  since  1 980 


EARNING  THE  CFA*  CHARTER 
MAKES  A  GOOD  INVESTMENT 
PROFESSIONAL  BETTER." 


—  Abby  Joseph  Cohen,  CFA 


Around  the  world,  investment  professionals  and  investors  alike  recognize  the  value  of 
the  Chartered  Financial  Analyst  ™  (CFA®)  designation.  When  you  choose  a  CFA  charter- 
holder  to  manage  your  investment  portfolio,  you  are  choosing  someone 
who  has  mastered  a  rigorous  body  of  knowledge.  Someone  whose 
understanding  of  financial  markets  and  the  risks  being  undertaken 
literally  has  been  put  to  the  test.  And  through  the  Association  for  am- 
Investment  Management  and  Research  (AIMR),  CFA  charterholders  rf\],  ^ 

have  ongoing  access  to  the  latest,  most  complete  investment  knowledge 
and  professional  education.  Whether  you  are  looking  to  invest  for  yourself  or  on 
behalf  of  your  organization,  choose  an  investment  professional  who  has  earned  the 
globally  recognized  standard  of  excellence.  Choose  a  CFA  charterholder. 


800-247-8132  •  804-951-5499  •  www.aimr.org 


IMR 


SETTING  A  HIGHER  STANDARD  FOR  INVESTMENT  PROFESSIONALS  WORLDWIDE 


1  RANK  j 

1 

Company/Web  site  or  Phone  S 

Company/Web  site  or  Phone 

s 

1     wwmi  nil  i  iMb.'k 

Company/Web  site  or  Phone 

287 

Rooms  to  Go/roomstogo.com 

314 

Soave  Enterprises/313-567-7000 

488 

Ukrop's  Super  Markets/ukrops.com 

236 

Rooney  Brothers/mccbuilds.com 

271 

Software  House  International  :  com 

82 

UniGroup/unigroupinc.com 

206 

Roseburg  Forest  Products/rfpco.com 

4S 

Southern  Wine  &  Spirits/southernwineca.com 

436 

United  Artist  Theatre/uatc.com 

301 

Rosen's  Diversif  ied/507-238-4201 

165 

Southwire/southwire.com 

178 

United  Defense/udlp  com 

276 

Royster-Clark/r  ovsterclark.com 

128 

AG  Spanos  Cos/agspanos.com 

488 

United  Supermarkets/unitedtexas.com 

302 

RTM  Restaurant  Group/rtminc.com 

166 

Spear  Leeds  &  Kellogg/slk.com 

382 

US  Can/uscanco.com 

405 

Rudolph  &  Sletten/rsconstruction.com 

280 

Specialty  Foods/847-405-5300 

462 

Utility  Trailer  Manufacturing/utilitytrailer.co 

S 

480 

Spectrum  Healthcare  Svcs/spectrumhealth.com 

V 

274 

S&P  Co/pabst.com 

61 

Stater  Bros  Markets/staterbros.com 

328 

Variety  Wholesalers/919-876-6000 

288 

Safelite  Giass/safelite.com 

400 

Steiner/amlinen.com 

255 

VarTec  Telecom/vartec.com 

85 

Sammons  Enterprises/214-210-5000 

200 

Stevedoring  Services  of  America/ssofa.com 

67 

Venture  Industries/ventureindustries.com 

383 

Sarcom/sarcom.com 

06 

Structure  Tone/structuretone.com 

448 

Veridian/veridian.com 

232 

SAS  Institute/sas.com 

401 

Suffolk  Construction/suffolk-construction.com 

228 

ViewSonic/viewsonic.com 

488 

Sauder  Woodworking/sauder.com 

208 



Sunbelt  Beverage/212-699-7000 

384 

Vitality  Beverages/813-273-5422 

130 

Save  Mart  Supermarkets/209-57 7-1600 

352 

Superior  Group/superior-group. com 



W 

48 

Schneider  National/schneider.com 

311 

Sutherland  Lumber/sutherlands.com 

337 

Walbridge,  Aldinger/walbridge.com 

78 

Schnuck  Markets/schnucks.com 

221 

Swagelok/swagelok.com 

218 

Walsh  Group/walshgroup.com 

163 

Schreiber  Foods/sficorp.com 

275 

Swiffy  Serve/swiftyserve.com 

321 

Warren  Equities/warreneq.com 

343 

Les  Schwab  Tire  Centers/lesschwab.com 

215 

Swinerton/swinerton.com 

353 

Washington  Cos/washcorp.com 

42 

Schwan's  Sales  Enterprises/schwans.com 

47 

Synnex/synnex.com 

258 

Watkins  Associated  Industries/watkins.com 

23 

Science  Applications  Intl/saic.com 

T 

144 

Wawa/wawa.com 

 1 

81 

Scoular/scoular.com 

238 

TAC  Worldwide  Cos/ltac.com 

434 

Webcor  Builders,  webcor.com 

248 

Sealysealv.com 

178 

Tang  Industries/nmlp.com 

56 

Wegmans  Food  Markets/  wegmans.com 

188 

Services  Group  of  America/fsaonline.com 

167 

Taylor/507-625-2828 

472 

Weitz/weitz.com 

184 

SF  Holdings  Group/sweetheart  com 

356 

Texas  Petrochemicals/txpetrochem.com 

487 

Wells'  Dairy/bluebunny.com 

188 

Shamrock  Foods/shamrockfoods.com 

357 

TIC-The  Industrial  Co/tic-inc.com 

341 

Wherehouse  Entertainment  wherehouse.com 

287 

Shaped  Industries/shapell.com 

282 

Tishman  Realty  &  Construction /tishman  com 

136 

Whiting-Turner  Contracting/whiting-turner.cc 

102 

JF  Shea/sheahomes.com 

334 

Topa  Equities/310-203-9199 

168 

Wilbur-Ellis.wilhurellis.com 

117 

Sheetz/sheetz.com 

156 

Towers  Perrin/towersperrin.com 

181 

WinCo  Foods/wincofoods.com 

351 

Sherwood  Food  Distributors/sherwoodtoods.com 

128 

Transammonia/212-223-3200 

310 

Wintec  Industries/wintecind.com 

143 

Sierra  Pacific  Industries/slerrapacificind.com 

133 

TravelCenters  of  America/tatravelcenters.com 

282 

Wirtz/312-943-7000 

378 

Sigma  Plastics  Group/sigmastretchfilm.com 

428 

Truman  Arnold  Cos/903-794-3835 

443 

World  Kitchen/worldkitchen.com 

442 

Simmons/simmonsco.com 

414 

TTC  lllinois/ttcillinois.com 

322 

WWF  Paper/wwfpaper.com 

304 

Simplex  Time  Recorder/simplexnet.com 

358 

Turner  Industries  Group  turner-industnes.com 

Y 

331 

Simplified  Employment  Services/sesworks.com 

372 

Tutor-Saliba/tutorsaliba.com 

387 

WG  Yates  &  Sons  Construction  wgyates  com 

55 

JR  Simplot  simplot.com 

185 

Ty/ty.com 

203 

Young's  Market/youngsmarket.com 



01 

Sinclair  Oil/sinclairoil.com 

U 

Z 

230 

Skadden,  Arps,  Slate,  Meagher  &  Flom,  skadden.com 

212 

1  ! 

UIS/201-946-2600 

107 

HB  Zachry/zachry.com 
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WASHINGTON,  D.C. 

AMERICA'S    WORKING  CAPITAL 


S  OUR  NATION'S  CAPITAL,  WASHINGTON,  D.C, 
HAS  ALWAYS  TENDED  TO  THE  COUNTRY'S 
JSINESS,  LEAVING  THE  DISTRICT  OF  COLUMBIA  AND  ITS  RES- 
ENTS WITH  AN  IDENTITY  LARGELY  DEFINED  BY  THE  FEDER- 
.  GOVERNMENT  AND  POLITICS.  AT  LAST,  D.C.  HAS  BEGUN  TO 
5SERT  ITSELF.  WITH  STRONG  LOCAL  LEADERSHIP,  IT  IS  NOW 
THE  MIDST  OF  A  BREAKTHROUGH  CHANGE  THAT  HAS  MORE 
>  DO  WITH  REVITALIZED  NEIGHBORHOODS  AND  AN  INFLUX 
-  PRIVATE  BUSINESS  THAN  WITH  NATIONAL  POLITICS. 


On  the  Metro,  once  crowded  with 
lawyers  and  lawmakers  dressed  in 
suits,  young  workers  in  casual  dress 
can  be  seen  heading  toward  their 
high-tech  jobs.  Professionals  who 
used  to  commute  each  day  from  the 
suburbs  are  now  moving  back  into 
neighborhoods  lined  with  brick-front- 
ed Victorian  row  houses.  And  stores 
were  once  scarce  —  except  for  the 
souvenir  stands  along  the  National 
Mall  —  but  now  Washingtonians  can 
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Anthony  A.  Williams 
Mayor 

District  of  Columbia 

Question:  Why  do  business  in  Wash- 
ington, D.C.? 

With  streamlined  government  serv- 
ices, incentives  to  make  our  city 
attractive  for  development  and  the 
urban  amenities  that  young  profes- 
sionals crave,  the  District  of  Columbia 
is  open  for  business. 

Washington,  D.C.,  is  at  the  cross- 
roads of  international  commerce.  It 
also  offers  a  lifestyle  rivaled  by  no 
other  city.  More  importantly,  we  have 
the  intellectual  capital  and  creative 
content  to  establish  us  as  leaders  in 
the  information  age.  Virtually  every- 
thing you  see  on  the  Web  —  from 
entertainment  to  information,  research 
to  retail  —  can  be  produced  in  the  Dis- 
trict. As  the  home  of  the  federal  gov- 
ernment, think  tanks  and  world-class 
educational  institutions,  it  only  makes 
sense  that  we  provide  an  environment 
to  support  and  foster  these  industries. 

Why  do  business  in  Washington, 
D.C.?  The  answer  is  simple:  Washing- 
ton is  the  billboard  for  business 
around  the  world. 


stay  in  town  to  shop  at  major  retail- 
ers and  specialty  outlets,  -and  stroll 
through  the  revitalized  streets  of  the 
historic  Downtown. 

The  Washington  of  the  future  has 
finally  arrived:  a  place  to  build  a 
career,  buy  a  home  and  thrive  with  a 
lifestyle  second  to  none.  Although 
the  federal  government  and  its  agen- 
cies continue  to  power  the  region's 
economic  engine,  the  private  sector 
has  now  overtaken  the  government 


increasing  talent  pool  and  expertii 
around  diverse  industries,  to  its  gc 
ernment  agencies,  centers  of  high 
learning,  leading  venture-capital  firn 
and  technology  companies,"  sa 
Michael  Chasen,  president  and  a 
chief  executive  officer  of  Blackboan 
Inc.,  a  software  company  begun  in  tl 
District  in  1997.  "D.C.  is  really  tl 
premier  place  for  doing  business." 

Rather  than  a  temporary  tren 
Washington's  renaissance  resul 


as  the  city's  primary  employer. 
Renewed  by  an  entrepreneurial  spirit, 
the  District  has  emerged  as  one  of 
America's  most  coveted  business 
centers  for  high-tech  startups,  cor- 
porate relocations,  as  well  as  for 
national  and  regional  retailers.  With 
a  spectacular  new  Convention 
Center,  now  under  construction, 
combined  with  Washington's  histori- 
cal and  cultural  treasures  —  which 
include  nearly  100  museums,  170 
foreign  embassies  and  a  splendid  col- 
lection of  national  monuments  — 
D.C.  has  been  transformed  into  an 
urban  center  on  par  with  the  great 
cities  of  the  world. 
"Our  city  has  a  lot  to  offer,  from  its 


from  the  steady  policies  of  the  Ma 
oral  Administration  of  Anthony  j 
Williams.  The  city's  former  chi 
financial  officer,  who  helped  guic 
D.C.  through  its  rocky  finances  in  tH 
mid-1990s,  he  was  inaugurated  a 
mayor  in  1999  —  and  can  now  claii 
an  operating  budget  surplus  of  $£ 
million.  Since  Mayor  Williams  toe 
office,  the  city  has  generated  $1 
billion  in  private  investment  —  moi 
than  in  the  previous  five  years  cor 
bined.  The  District  government,  aft' 
years  of  neglect  and  dwindling  se 
vices,  finally  is  being  perceived  as 
responsive  and  responsible  gover 
ing  body.  "We  have  come  farther  ar 
faster  than  any  other  city  in  th 


Hello.  We  are  XM  Satellite  Radio,  and  starting  in  2001  we  will  broadcast  up  to  100  channels  of  digital- 
quality  music,  sports,  news  and  entertainment.  Directly  to  cars  and  homes.  Coast  to  coast.What  you 
will  hear  will  be  a  new  kind  of  radio.  Bigger,  broader-exponentially  better  than  anything  you've  heard 
before.  Our  broadcast  facility  is  one  of  the  largest  in  the  country.  Our  satellites  are  the  most 
powerful  commercial  satellites  ever  built.  Our  investors  include  GM,  Honda,  DIRECTV  and  Clear 
Channel  Communications.  So,  keep  your  eyes  on  the  sky  and  get  ready  for  the  next  generation  of  radio. 

©2000  XM  Satellite  Radio,  Inc.  All  rights  reserved  All  trade  names  are  registered  trademarks  of  their  respective  owners. 
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Washington,  DC  Marketing  Center 
A  Capital  Investment  Opportunity 

Washington  is  undergoing  a  remark- 
able urban  renaissance.  The  efforts  of 
Mayor  Anthony  Williams,  the  District 
government  and  community  stake- 
holders have  resulted  in  an  unprece- 
dented economic  boom  in  the  District 
with  $5  billion  in  new  construction 
under  way  in  all  market  segments. 

The  DC  Marketing  Center  invites  you 
to  be  a  part  of  this  dynamic  market  and 
to  discover  the  business-friendly  Wash- 
ington and  its  investment  opportunities. 
The  District  is  an  ideal  place  to  conduct 
business,  live,  shop  and  experience 
world-class  cultural  amenities.  We 
assist  businesses  in  understanding 
Washington's  marketplace  potential 
and  facilitate  business  development  in 
the  District.  With  the  Center  as  your 
"one-stop  development  shop,"  you  can 
access  current  information  on  the  Dis- 
trict's growth,  demographics,  financial 
incentives,  regulatory  processes  and 
available  development  sites. 

The  Center  can  introduce  you  to  the 
District's  development  dynamic  and  the 
business  opportunities  in  this  world-class 
city.  For  more  information  on  Washing- 
ton as  a  capital  investment  opportunity, 
please  contact  the  Center  at: 
Washington,  DC  Marketing  Center 
1213  K  Street,  NW 
Washington,  DC  20005 
Michael  Stevens,  President 
(202)  638-6730 
Tanya  Barvenik, 
Director  of  Business  Development 
(202)  638-7332 
Fax:  (202)  638-6762 
Visit  our  Web  site  at 
www.dcchamber.org/business. 


WASHINGTON,  DC 


country,"  says  Mayor  Williams.  "We 
are  focused  on  a  clean,  safe,  busi- 
ness-friendly city  with  first-class  cus- 
tomer service.  There  has  never  been 
a  more  promising  time  to  invest  in 
Washington,  D.C." 

Mayor  Williams's  initiatives  include 
a  new  focus  on  sound  finances  and 
creative  strategies  designed  to  make 
the  District  a  flourishing  business 
center.  These  include  financial  incen- 
tives to  entice  new  businesses  and 
homeowners,  as  well  as  to  make  the 
District  more  competitive  with  adja- 
cent suburban  counties  in  Maryland 
and  Virginia.  "With  streamlined  gov- 
ernment services  and  incentives  to 
make  our  city  more  attractive  for 
development,  the  District  of  Colum- 
bia is  open  for  business,"  says  Mayor 
Williams.  "We're  moving  out  of  the 
shadows  of  the  past  and  growing  into 
a  city  of  the  future." 

As  more  people  discover  this,  the 
District  is  experiencing  growth  in  all 
major  market  segments  of  the  econo- 
my —  in  business  and  home  real 
estate  markets,  hotels,  tourism,  retail 
sales,  health  care  and  education,  to 
name  just  a  few.  Renewed  confidence 
in  the  District  has  led  to  an  unparal- 


leled building  boom  —  with  appro 
mately  $5  billion  in  new  construct^ 
in  various  stages  of  developmei 
These  achievements  in  infrastructu 
and  policy  are  paralleled  by  Washin 
ton's  remarkable  workforce.  Acco 
ing  to  a  recent  study  by  Scarborou 
Research,  some  60%  of  people 
Washington,  D.C,  use  the  Intern* 
making  this  the  most  "wired"  city 
the  nation  —  beyond  even  San  Fra 
Cisco  and  Seattle.  The  area  also  h 
the  highest  proportion  of  college-ec 
cated  adults  among  the  nation's  ma 
markets,  with  61%  having  attendl 
college  and  36%  of  those  aged  25 
older  holding  college  degrees.  A| 
Washington  is  also  the  wealthiest 
all  these  areas,  with  an  after-t 
household  income  of  nearly  $57, OC 
29%  above  the  U.S.  average. 

"We've  been  able  to  find  a  gra 
workforce  here,  which  was  one  of  o 
major  considerations  for  moving 
D.C,"  says  Hugh  Panero,  preside 
and  chief  executive  officer  of  X 
Satellite  Radio,  which  recenl 
moved  into  its  corporate  headqu; 
ters  to  the  north  of  Capitol  Hill.  "C 
well-educated  employees  tend  to 
younger  and  thrive  in  exciting,  urb. 


HOPS  ALONG  M  STREET 


a  City  of  Beautiful  Buildings  and  Impressive  Sights, 

We're  Adding  Another. 


Zapitol  Building.  The  Lincoln  Memorial, 
tional  Gallery.  And  opening  in  March 

2  new  Washington  Convention  Center.  A 

3  so  distinctive  and  noteworthy,  its 
on  is  already  preceding  it. 


numbers  alone  are  impressive.  Outside, 
2  city  blocks  long  and  two  blocks  wide, 
t's  2.3  million  square  feet  with  725,000 
:eet  of  exhibit  space.  An  exquisite  60,000  square  foot 
n  will  overlook  the  monuments  and  seat  3,000  for 
Another  44,000  square 
etail.  And  at  least  three 
7isitors  will  enter  its  doors 
year.  Just  think  of  the 
;  possibilities  you'll  have 
state-of-the-art  facility 
II  boast  every  service 
ible.  But  that's  not  all. 


Washington 
Convention  Center 


You'll  find  the  new  Washington  Convention 
Center  right  in  the  heart  of  the  most  fascinating 
and  historic  city  in  America.  Picture  yourself  at 
over  60  of  the  nation's  best  museums.  Delve  into 
the  past  at  650  historic  sights.  And  get  a  taste  of 
the  city's  rich  diversity  at  every  kind  of  ethnic 
restaurant  imaginable.  Quaint  neighborhoods 
abound.  Georgetown  and  DuPont  Circle  beg  a 
stroll,  inviting  you  to  browse.  And  the  Mall, 
America's  biggest  backyard,  mesmerizes  business  people 
and  families  alike  with  its  museums  and  memorials. 


Quite  simply,  there  is  no 
other  place  like  Washington  D.C. 
And  no  other  meeting  facility 
like  the  new  Washington 
Convention  Center.  Plan  now 
to  join  us  for  an  unbeatable 
convention  experience.  You'll 
be  impressed! 

1-800-368-9000 
www.dcconvention.com 
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Dr.  Bernadine  Healy,  M.D. 

President  and  Chief  Executive  Officer 

American  Red  Cross 


Through  our  national  headquarters 
located  in  the  nation's  capital,  and  in 
communities  across  the  country,  the 
American  Red  Cross  alleviates  suffer- 
ing at  home  and  abroad.  The  Red 
Cross  delivers  emergency  relief  during 
disasters,  provides  almost  half  of  our 
nation's  blood  supply,  a  precious 
resource  that  makes  modern  medicine 
possible,  and  teaches  millions  how  to 
save  lives.  We  are  quintessential^ 
American  —  of,  by  and  for  the  com- 
munities we  serve. 

The  American  Red  Cross  is  proud  to 
be  a  vital  part  of  the  renaissance  of 
the  District  of  Columbia.  We  serve  the 
American  public  through  the  generos- 
ity and  humanitarianism  of  govern- 
ments, businesses  and  people  who 
give  blood,  time  and  money  to  help 
their  neighbors  both  next  door  and 
around  the  world.  To  learn  more  about 
the  Red  Cross  and  how  you  can  pre- 
vent and  relieve  human  suffering, 
please  call  Bill  Blaul,  vice  president  of 
Communication  and  Marketing,  at 
(202)  639-3501,  or  visit  our  Web  site 
at  www.redcross.org. 


+ 


American 
Red  Cross 

We'll  be  there. 


environments  —  and  that's  exactly 
what  Washington,  D.C.,  gives  them." 

For  a  city  of  just  over  half  a  million 
residents,  the  District  offers  the 
American  experience  at  its  best  — 
combining  neighborhood  livability 
and  friendliness  with  a  cosmopolitan 
energy.  Washington,  for  instance, 
is  second  only  to  New  York  in  its 
number  of  theaters,  and  each  year 
hosts  FILMFEST  D.C.,  an  interna- 
tional film  festival  that  plays  to 
packed  houses.  Per  capita,  more 
public  performances  take  place  here 
than  in  either  New  York  or  Los  Ange- 
les. Yet  Washington,  D.C.,  is  also 
uniquely  livable  —  with  neighbor- 
hoods ranging  from  the  brick  formal- 
ity of  Georgetown,  to  the  youthful 
and  engaging  Dupont  Circle,  to  the 
multiethnic  delights  of  Adams 
Morgan,  a  hub  for  Latin  American, 
African  and  other  immigrants  from 
around  the  world.  With  more  than 
8,700  acres  of  public  parks  providing 
recreation,  and  hundreds  of  restau- 
rants, coffeehouses,  libraries,  shops, 
theaters  and  more,  the  neighbor- 
hoods of  Washington  stand  as  monu- 
ments of  their  own. 

The  pulse  of  vitality  that  now  radi- 
ates through  the  broad  avenues  of 


Washington  has  attracted  an  incree 
ing  number  of  companies  —  includii 
the  Gallup  Organization,  which 
moving  to  D.C.  from  Princeton,  N 
"The  Gallup  Organization  decided 
establish  a  headquarters  in  Washin 
ton  not  only  because  it  is  convenie1 
to  many  of  our  clients,  but  because 
provides  an  excellent  venue  for  tn 
public  release  of  the  Gallup  Poll,  oi 
social  audits  and  other  specii 
reports,"  says  Steve  O'Brien,  exec 
tive  publisher  of  the  Gallup  Poll.  "TH 
move  also  has  a  great  deal  of  syri 
bolic  value,  since  Gallup's  heritage 
so  closely  tied  to  our  political  poll 
and  Dr.  George  H.  Gallup's  belief  thi 
democracy  can  be  effective  only 
policymakers  are  able  to  hear  tlj 
voice  of  the  people.  We  are  ver 
excited  to  be  a  part  of  the  ongoir 
rejuvenation  of  the  city's  East  End. 

Joining  the  Gallup  Organization 
the  corporate  march  to  D.C.  is  Tf 
Freedom  Forum,  which  is  relocatir 
its  headquarters  as  well  as  its  Nev 
seum,  a  museum  of  journalism,  froi 
Arlington,  Va.  The  organization  wi 
move  into  a  site  on  Pennsylvani 
Avenue  near  the  grand  expanse  ( 
the  National  Mall  —  where  it  join 
dozens  of  other  prestigious  cultur; 
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Assurance 
Consulting 
Tax 

You've  got  to  look  at  every  angle  if  you 
want  to  build  a  solid  e-business.  That's 
where  our  e-Tax  Solutions  come  in.  Our 
strategic  approach  can  help  you  find  tax 
opportunities  where  you  might  not  expect 
them  initially.  And  that  can  help  you 
make  the  kinds  of  decisions  that  spell 
success  for  any  business. 

For  further  information,  contact: 

Jeffrey  M.  Stein, 
Vice  Chairman  —  Tax; 
Michael  S.  Burke, 
Partner  in  Charge, 
e-Tax  Solutions 


etaxsolutions@kpmg.com 


YouVe 

investigated  ROI, 
considered 
your  P&L, 
and  made  your 
commitment  to  E. 

But  has  anyone 
brought  up  T-A-X? 


>y  KPMG  LLP,  the  U.S.  member  firm  of  KPMG  International. 


It's  time  for  clarity. 
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INNER  OVERLOOKING  THE  CITY 


institutions,  from  the  free  museums 
of  the  Smithsonian  to  the  National 
Gallery  of  Art. 

"Moving  to  Washington,  D.C.,  is  an 
exceptional  opportunity  for  the  Free- 
dom Forum  and  the  Newseum.  The 
Newseum  will  be  able  to  tap  into  the 
21  million  visitors  who  come  to  Wash- 
ington each  year,  including  the  many 
international  visitors.  Our  Freedom 
Forum  conference  center  attracts 
many  distinguished  international  jour- 
nalists, and  we  believe  the  new  cen- 
tral location  will  enhance  our  mission 
of  helping  the  media  and  the  public 
understand  one  another  better,"  says 
Peter  Prichard,  president  of  The  Free- 
dom Forum.  "We  are  looking  forward 
to  joining  the  dozens  of  prestigious 
cultural  institutions  that  have  made 
Washington,  D.C.,  their  home  and 
making  our  contributions  to  the  bright 
future  of  our  capital  city." 

As  Washington  blossoms,  it's  clear- 
ly being  recognized  as  a  city  of 
superlatives.  Standing  at  the  cross- 
roads of  international  commerce  and 
finance,  firms  across  the  country  are 
discovering  the  advantages  to  them- 
selves and  their  workforces  to  do 
business  here.  "It's  Washington,  D.C., 


that  has  the  quality  of  life  that  busi- 
ness professionals  crave,"  says  Mayor 
Williams.  "We're  a  vital,  vibrant  city 
with  great  neighborhoods,  terrific 
restaurants  and  an  abundance  of  cul- 
tural activities.  In  the  District,  you 
can  have  the  best  of  both  worlds:  a 
city  that  is  a  center  for  technology 
and  industry  and  a  city  that  is  rooted 
in  neighborhoods  and  community." 


D.C.  MEANS  BUSINESS 

Everything  about  the  District 
Columbia  resonates  with  our  natior 
history  —  from  its  unmistakat 
architecture  and  landmark  buildini 
to  the  famous  faces  and  sage  worl 
etched  in  stone.  Naturally,  the  Chai 
ber  of  Commerce  is  no  exception. 

Begun  in  1938  as  the  Washingt 
Chamber  of  Commerce,  the  orga 


Coming  Soon. 

NBA  All- Star  Event 
in  Washington  2001. 


Washington  D.C. 
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tion  reflected  the  times:  African- 
nerican  business  owners,  barred 
im  joining  the  local  Board  of  Trade, 
rmed  the  chamber  to  serve  and 
otect  their  interests.  "This  is  an 
usual  history  for  a  major  city 
amber,"  says  Marie  C.  Johns,  past 
air  of  the  D.C.  Chamber  of  Com- 
?rce  (DCCC)  Board.  "It  is  the  work 
the  Chamber  to  serve  all  local 
sinesses.  Our  unique  roots  have 
/en  us  the  sensitivity  to  be  an 
vocate  for  the  many  business  lead- 
3  who  spring  from  D.C.'s  ethnical- 
and  culturally  diverse  communi- 
is."  The  1,200  member  businesses 
3  represented  by  African-American, 
lite,  Asian  and  Hispanic  men  and 
)men.  "The  D.C.  Chamber  is  prob- 
ly  more  diverse  than  any  chamber 
the  United  States,"  says  Richard 
Dnteilh,  DCCC  president.  "It  is  not 
tist  or  one-sided  —  it  is  where 
nerica  is  going." 

The  DCCC  is  a  vital  link  in  the  Dis- 
ct's  plan  to  enhance  the  climate  for 


strengthened  the  mandate  of  business 
outreach  organizations,  such  as  the 
Washington,  DC  Marketing  Center, 
so  that  a  newcomer's  first  encounter 
with  the  city  is  a  success. 

"For  anyone  who  wants  to  do  busi- 
ness here,  we  can  help  them  under- 
stand and  navigate  through  the  devel- 
opment dynamic  of  Washington,  D.C," 
says  Michael  Stevens,  president  of  the 
Marketing  Center.  "This  includes  the 
regulatory  processes,  available  incen- 
tives, sites  and  development  opportu- 
nities, and  ultimately,  connecting 
them  to  the  right  person  in  city  gov- 
ernment to  put  a  deal  together.  There 
has  always  been  a  wealth  of  informa- 
tion regarding  development  in  the  Dis- 
trict, but  not  in  one  location  where 
businesses  could  easily  access  it.  The 
Marketing  Center  is  a  one-stop  infor- 
mation and  development  resource. 
People  can  call  us  —  and  we  can  find 
the  answers  for  them." 

The  center  has  formed  strategic 
partnerships  with  other  organizations 


r 


HE  D.C.  Chamber  is  probably  more  diverse  than  any  chamber 


in  the  United  States,  it  is  where  America  is  going." 

  richard  monte1lh,  president,  d.c.  chamber  of  commerce 


siness  and  to  support  ventures  that 
ntribute  jobs  and  reinvigorate  neigh- 
rhoods.  "The  Chamber  is  a  dynamic 
'ce  in  shaping  the  District's  business- 
endly  environment  and  the  primary 
oker-advocate  for  business  growth 
id  profitability,"  says  Monteilh. 
For  companies  considering  a  D.C. 
Idress,  first  impressions  are  vital, 
lese  often  depend  on  the  reception 
ey  receive  from  leaders  in  their 
ospective  new  town.  Knowing  this, 
e  Williams  Administration  has 


whose  mission  is  to  promote  busi- 
ness, including  the  D.C.  Chamber. 
"For  the  first  time,  the  business  com- 
munity and  the  mayor's  office  have 
partnered  to  jointly  market  the  city," 
says  Elizabeth  Lisboa-Farrow,  imme- 
diate past  chair  of  the  DCCC  Board. 
"Thanks  to  the  partnership  and  sup- 
port of  business  leaders  like  John  Der- 
rick at  PEPCO,  we  now  have  an  organ- 
ization —  the  Marketing  Center  —  to 
follow  up  on  the  leads  that  come  in." 
The  Center  has  played  a  crucial  role 


Robert  L.  Johnson 

Chairman  and  Chief  Executive  Officer 
BET  Holdings  II,  Inc. 

Somewhere  in  the  world,  at  this 
very  moment,  someone  is  enjoying  a 
product  from  BET  Holdings  II,  Inc. 
Maybe  they're  watching  our  top-notch 
cable  television  programming  with  the 
latest  music  videos,  informative  news 
headlines,  sidesplitting  comedy,  in- 
depth  documentaries  or  exciting,  made- 
for-television  movies  and  specials. 
Perhaps  they're  surfing  the  ultimate 
Internet  portal,  BET.com,  or  enjoying 
the  finest  cuisine  at  one  of  four  BET- 
owned  restaurants.  Regardless  of  the 
product,  BET  Holdings  is  able  to  touch 
and  influence  the  lives  of  African- 
Americans  like  no  other  company. 

Since  its  founding  in  Washington, 
D.C,  in  1980,  BET  has  sought  to  be 
the  preeminent  media  and  entertain- 
ment company  serving  African-Ameri- 
can consumers.  Today,  BET  continues 
to  stay  the  course  toward  excellence 
through  multiple  businesses  in  televi- 
sion, motion  picture,  publishing,  enter- 
tainment and  the  Internet.  What 
began  as  the  entrepreneurial  dream  of 
one  man  has  now  become  a  global 
brand  woven  into  the  fabric  of  daily 
lives  of  African-Americans  and  a  com- 
pany that  is  synonymous  with  quality, 
respect  and  power. 


mdf  unless  she  wants  to  be 

lew  high-speed  Internet  service  powered  by  AT&T? 


Stay  in  touch.  (47  e-mails  since  breakfast.) 
Stay  on  top  of  things.  (100  shares  at  22.) 
Stay  in  love.  (Miss  you,  too.) 
With  so  much  on  your  mind,  it  helps  to 

have  Marriott,  Renaissance  and  AT&T 

do  a  little  thinking  for  you. 
Like  making  all  those  connections 

easier  and  50  times  faster. 

All  from  the  comfort  of  your  room.* 
So,  you'll  have  time  to  think  about 

the  one  thing  you  never  consider:  you. 
For  more  information  and  reservations  visit 
marriott.com  or  call  your  travel  agent  or  1-800-228-9290. 

thinking  of  you 

Harriott 


RENAISSANCE. 

HOTELS  •  RESORTS  ■  SUITES 


speed  Internet  access  is  being  rolled  out 
Marriott  hotel  brands  around  the  world. 


AT&T 


HOTELS  RESORTS  SUITES 


connect 
with  AT&T 
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Lewis  H.  Dawley  III 

General  Manager  and 

Chief  Executive  Officer 

Washington  Convention  Center  Authority 


When  meeting  planners  and  conven- 
tioneers book  or  attend  events  at  the 
current  or  new  Washington  Convention 
Center,  they  will  receive  the  finest 
experience  possible. 

The  economic,  social  and  cultural 
rebirth  of  D.C.  means  more  visitor 
amenities,  including  bustling  new  retail 
and  arts  districts  and,  of  course,  world- 
class  restaurants  and  museums.  With 
a  dramatic  design,  retail  space  and  a 
$4  million  art  program,  we're  at  the 
center  of  it  all! 

The  convention  center  is  a  hub  for 
visitors  to  experience  "Washington 
Beyond  the  Monuments."  This  ground- 
breaking initiative  fosters  a  new 
appreciation  for  the  city's  beauty,  his- 
tory and  local  heritage  for  residents 
and  tourists  alike. 

For  information  about  the  world's 
best  convention  venue,  check  us  out  on 
the  Web  at  www.dcconvention.com, 
or  call  us  at  (202)  789-1600.  Once  you 
see  what's  coming,  there's  no  other 
place  in  the  world  you'll  want  to  be. 


in  working  with  the  deputy  mayor's 
office  to  close  deals  with. a  range  of 
national  and  regional  brand-name 
retailers  in  such  sectors  as  food,  cloth- 
ing and  building  supplies.  "We  also 
work  with  existing  businesses  to 
make  sure  they  are  happy  with  the 
business  climate  in  the  District,"  says 
Stevens.  "If  they  are  experiencing 
problems,  we  are  here  to  troubleshoot 
on  their  behalf." 

MAKING  GOOD  ON  PROMISES 

In  order  to  attract  and  retain  a 
strong  business  community,  the  D.C. 
government  has  backed  its  welcom- 
ing words  with  deeds.  It  carved  out 
the  D.C.  Enterprise  Zone  (D.C.  Zone) 
—  an  area  covering  roughly  two- 
thirds  of  the  District's  developable 
land  —  and  designed  unique  tax, 
financing  and  investment  tools  for 
both  existing  and  incoming  busi- 
nesses. Through  the  year  2002,  eli- 
gible businesses  in  the  D.C.  Zone 
(EZ  Businesses)  can  claim  —  often 
simply  at  the  time  of  filing  a  federal 
tax  return  —  more  than  $1.2  billion 
in  federal  tax  credits,  deductions, 
exemptions  and  exclusions.  These 
benefits  include: 


•  The  D.C.  Employment  Tax  Crec 

EZ  Businesses  are  eligible  for 
$3,000  annual  credit  for  each  Distil 
resident  they  employ  in  the  D.C.  Zc 

•  Federal  Capital  Gains  Tax  Exclusi< 

Investments  in  businesses  in  t 
D.C.  Zone  are  eligible  for  a  zero  f< 
eral  capital  gains  tax  rate 

•  Enterprise  Zone  Bonds:  In  additi 
to  preexisting  types  of  revenue  bor 
available  in  the  District,  an  additi* 
al  $15  million  in  tax-exempt  financi 
(EZ  Bonds)  is  being  offered  for  qu. 
fied  capital  projects,  such  as  la 
acquisition  and  the  purchase,  reii 
vation  and  construction  of  propert 

•  Equipment  Expensing:  EZ  bu 
nesses  are  eligible  for  deduction 
ranging  from  $38,500  to  $44, 0< 
per  year  on  certain  business  equi 
ment  and  property. 

The  District  government  also  c 
offer  development  projects  addition 
incentives  such  as  tax  abatement  ai 
tax  increment  financing  if  the  spec 
ic  project  furthers  economic  develo 
ment  goals  and  meets  neighborhO' 
needs.  The  District's  use  of  the 
tools  in  several  projects  has  leverag 
over  $1  billion  in  new  development 

A  CENTER  OF  TECHNOLOGY 

In  a  once-forgotten  section  oft 
District  near  the  intersection  of  Ne 
York  and  Florida  avenues,  a  surprisii 
sight  can  be  found:  constructs 
crews.  An  old  printing  plant  is  beii 
converted  into  a  corporate  headqu; 
ters  for  XM  Satellite  Radio,  a  $1 
billion  venture  that  will  employ  3J 
people.  Across  the  street,  a  re 
estate  developer  is  transforming  ; 
unused  warehouse  into  Washingtc 
Gateway,  with  350,000  square  fe> 
of  space  designed  and  wired  for  tec 


WASHINGTON  CONVENTION 
CENTER 
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mants.  More  than  just  two  isolated 
ojects,  these  represent  a  wave  of 
gh-technology  firms  finding  a  home 
the  revitalized  District.  "There's  a 
pidly  growing  number  of  companies 
terested  in  moving  into  the  city," 
ays  Mark  Ein,  founder  of  the  Ven- 
rehouse  Group,  an  e-business  ven- 
ire-capital firm  in  the  District. 
It  shouldn't  be  a  surprise  that 
ashington,  D.C.,  has  emerged  as  a 
gh-tech  town  —  after  all,  it  was 
?re,  not  Silicon  Valley,  where  the 
ternet  was  born.  A  creation  of  the 
deral  government  in  1969,  the 
ternet  was  adopted  early  on  by 
any  federal  agencies  and  has  cre- 
ed an  online  culture  among  Wash- 


commerce  companies  are  located  in 
the  city,  drawn  by  attractive  real 
estate  rates  and  the  excitement  of 
being  part  of  an  emerging,  urban 
tech  corridor.  "The  District  is  ripe 
because  there  are  so  many  young, 
fresh  ideas  coming  out  of  the  univer- 
sities and  from  people  who  have 
worked  up  on  the  Hill,"  says  Cathy 
Lange,  a  vice  president  at  the  real 
estate  consulting  firm  Staubach  Co., 
who  helped  start  the  D.C.  Technolo- 
gy Council.  "I  think  it  is  very  fertile 
ground  for  new  companies." 

What  is  more,  the  construction  of 
a  new  fiber-optic  network  will  give 
the  city  high-speed  communications 
services  at  competitive  prices  —  the 


HE  CONSTRUCTION  OF  A  NEW  FIBER-OPTIC  NETWORK  WILL  GIVE  THE 

CITY  HIGH-SPEED  COMMUNICATIONS  SERVICES  AT  COMPETITIVE  PRICES   

THE  RIGHT  COMBINATION  FOR  TKE  HIGH-ENERGY  INTERNET  CULTURE  OF 
RISING  TECH  EXECUTIVES. 


gtonians  that  is  second  to  none. 
)ue  largely  to  the  leadership  of 
ayor  Williams,  the  District  has 
:tracted  more  and  more  great  tech- 
Dlogy  and  Internet  businesses  to 
le  Downtown  area,"  says  Chasen  of 
lackboard,  Inc. 

While  the  surrounding  region  — 
hich  is  home  to  America  Online, 
•nong  other  giants  of  the  New  Econo- 
iy  —  has  long  been  a  draw  for  tech- 
3logy  firms,  some  of  these  are  moving 
'  expanding  their  operations  to  the 
ty.  Elliott  Frutkin,  chief  executive  offi- 
?j  of  the  e-business  consulting  corn- 
any  Doceus,  notes  that  his  clients  are 
nong  the  converts.  "A  huge  portion 
f  our  clients  are  asking  us  about 
loving  to  D.C,"  he  says. 

Already,  some  416  dot-com  and  e- 


right  combination  for  the  high-energy 
Internet  culture  of  rising  tech  execu- 
tives. "We  are  going  to  have  a 
tremendous  network  of  fiber-optic 
cable  that  will  make  companies  want 
to  be  in  the  District,"  says  Tom  Morr, 
a  managing  partner  of  the  Greater 
Washington  Initiative,  a  business 
marketing  organization  for  the  region. 

In  all  regards,  government  is  doing 
everything  possible  to  nurture  the 
city's  technology  sector.  In  October 
2000,  the  City  Council  approved  a 
package  of  tax  incentives,  which  will 
attract  high-tech  startups  to  the  Dis- 
trict. In  addition,  Mayor  Williams 
appointed  Eric  Price,  deputy  mayor 
for  planning  and  economic  develop- 
ment, to  create  the  Digital  Alliance, 
a  partnership  among  city  govern- 


Joe  L.  Allbritton 

Chairman  and  Chief  Executive  Officer 
Riggs  National  Corporation 


Riggs  National  Corporation,  the 
largest  bank  holding  company  head- 
quartered in  the  nation's  capital,  has  52 
branches  in  the  D.C.  area,  as  well  as 
locations  in  Miami,  London  and  Berlin. 
Riggs  commands  the  largest  market 
share  serving  one  of  the  most  affluent 
areas  of  the  country,  with  specialized 
banking  and  financial  management 
products  and  services  for  individuals, 
nonprofit  organizations  and  businesses. 

Personal  customer  attention  has  been 
the  hallmark  of  Riggs,  which  has  been 
providing  banking,  financial  planning, 
portfolio  management,  trust  adminis- 
tration, estate  settlement,  custody  and 
other  financial  services  to  the  Wash- 
ington, D.C,  area,  the  diplomatic  com- 
munity and  U.S.  presidents  for  more 
than  164  years. 

Integral  to  the  Riggs  tradition 
is  good  corporate  citizenship.  We 
have  an  abiding  commitment  to  the 
Washington,  D.C,  area  and  provide 
in-depth  support  through  funding, 
direct  management  involvement  and 
employee  volunteerism. 

For  a  confidential  introduction  to 
Riggs,  call  Tim  Coughlin,  president,  Riggs 
National  Corporation,  at  (202)  835-5509. 


Riggs 
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Marsha  Mandel,  50,  Worcester,  MA 
Small-Business  Owner,  Salsa  Dancer 
AARP  Member 

Today's  AARP 

"Your  choice.  Your  voice.  Your  atti- 
tude." That's  how  AARP  wins  the  trust 
of  its  34  million  members  —  by  giving 
them  ways  to  make  the  most  of  life 
after  50. 

Why  is  this  important? 

•  AARP  members  include  nearly  47% 
of  the  50+  population 

•  The  50+  years  represent  the  single 
longest  life  stage,  with  people  living 
active,  productive  lives 

•  AARP's  recently  launched,  multiyear 
public  awareness  campaign  is  espe- 
cially designed  to  attract  the  76  mil- 
lion baby  boomers 

•  The  average  age  of  a  first-time 
grandparent  is  47;  grandparents 
spend  more  than  $30  billion  a  year 
on  their  grandchildren. 

Reach  out  to  this  growing  consumer 
population.  They  have  experience.  Tech- 
nological know-how.  Community  spirit. 

They  are  AARP  members. 

Contact  AARP's  Director  of  Organi- 
zational Relations  Sarah  Armstrong 
at  (202)434-2526.  Or  find  us  at 
www.aarp.org. 


A4RP 


ment,  academia  and  business.  Its 
role  is  to  identify  the  needs  of  tech 
companies  —  from  the  right  mix  of 
taxes,  incentives  and  financing  to 
affordable  office  space  with  high- 
speed connections  and  leasing 
arrangements  suitable  for  startups. 

A  clear  concern,  says  Price,  is 
office  space.  "We  are  talking  with 
developers  in  the  District  about  how 
to  either  make  their  buildings 
amenable  to  technology  companies 
or  work  with  us  to  find  other  poten- 
tial sites,"  says  Price. 

The  city  hopes  technology  compa- 
nies respond  to  its  efforts,  including 
the  D.C.  Zone  benefits  and  the 
$5,000  tax  credit  for  first-time  home- 
owners. "I  want  our  entire  tech  sector 
to  take  advantage  of  these  and  other 
federal  tax  benefits,"  says  Williams. 
"We're  also  building  a  state-of-the-art 
technology  high  school.  When  employ- 
ees are  needed,  you  can  pull  from  our 
ranks,  which  will  save  recruitment 
and  relocation  costs." 

XM  RADIO  MAKES  A  D.C.  HOME 

One  company  that  quickly  recog- 
nized D.C.'s  unique  advantages  was 
XM  Satellite  Radio  —  the  next  wave 
for  audio  entertainment.  Beginning  in 


2001,  XM's  studios  will  begin  tram 
mitting  crystal-clear,  digital-qualit 
programs  seamlessly  from  coast-U 
coast.  In  addition  to  superior  qualit 
and  reach,  XM  has  in  store  for  radii 
what  cable  did  for  television 
increased  choice.  XM  envisions  aboi 
100  channels  of  music,  news,  talk 
sports  and  children's  programming 
With  its  ability  to  envision  the  futur 
of  radio,  it  wasn't  difficult  for  XM  to  se 
the  future  unfolding  for  Washington. 

In  search  of  a  home,  the  pioneerim 
satellite  broadcaster  settled  on  Was( 
ington,  D.C,  after  an  extensive  eva 
uation  of  possible  locations.  "Th 
emerging  nature  of  the  city  was  ver 
important  to  us,"  says  Hugh  Panerc 
president  and  chief  executive  office 
For  XM,  which  required  a  massiv 
facility,  this  translated  into  finding 
great  space  at  a  third  of  the  price  i 
would  have  paid  in  other  cities.  "W 
also  wanted  a  place  with  a  goo 
transportation  system  and  a  varie 
workforce,  because  we  are  creating 
very  diverse  entertainment  produc 
and  need  access  to  cultural  an 
ethnic  variety." 

Yet  the  biggest  factor  in  XM' 
decision  to  locate  in  D.C.  lay  in  t hi 
city  administration's  receptivity  t1 


ON VENTION  CENTER 


;  company's  plan.  "We  got  a  very 
sitive  reaction  from  the  D.C.  gov- 
iment,  which  has  made  economic 
velopment  the  top  priority,"  says 
nero.  "The  mayor's  office  and  the 
y  council  impressed  us  with  their 
gressiveness  in  trying  to  make 

2.  a  very  attractive  place  for  busi- 
ss  to  locate."  In  XM's  case,  Mayor 
lliams  was  personally  involved  in 
sating  an  attractive  package, 
iluding  a  guarantee  that  XM  would 
;eive  the  same  preferential  tax 
:atment  as  cellular  companies. 
Dm  an  economic  development 
andpoint,  the  city  had  good  reason 
support  the  project:  XM  plans  to 
end  nearly  $62  million  on  the  facil- 

and  will  contribute  more  than 
48  million  in  local  tax  revenues 
sr  10  years. 

rhe  nature  of  XM's  business 
quired  a  uniquely  large  facility  that 
;ould  convert  into  the  largest  audio 
Dadcast  center  of  its  kind  in  the 

3.  Working  with  the  city,  the  com- 
ny  found  a  150,000-square-foot 
ilding  with  15-foot  ceiling  heights 
3t  was  large  enough  to  build  the  82 
jdios  XM  would  need.  Once  in  a 
caying  neighborhood,  the  XM  build- 
[  forms  part  of  the  matrix  of  a  bur- 
oning  redevelopment  zone  —  along 
th  Qwest,  MCI,  Enron,  Global 
ossing  and  Federal  Express.  Also  in 
e  works  is  the  relocation  of  the 
ireau  of  Alcohol,  Tobacco  and 
earms  headquarters,  as  well  as  a 
w  Metro  station.  "It's  a  fabulous 
ilding  and  a  prime  location,"  says 
mero,  who  was  recently  named  the 
C.  Chamber  of  Commerce's  Busi- 
ss  Leader  of  the  Year  for  his  vision 
moving  to  the  District,  in  its  new 
ime,  XM  hopes  to  be  "part  of  the 


ADVERTISEMENT  15 


renaissance  of  radio,"  says  Panero. 
"And  we're  also  proud  to  be  part  of 
the  renaissance  here  in  D.C." 

WORLD-CLASS  CONVENTION  CENTER 

The  centerpiece  to  the  Downtown 
revitalization  is  the  new  Convention 
Center  —  which  is  now  rising  in  the 
Shaw  neighborhood  and  will  open  in 
the  spring  of  2003.  Not  some  dreary 
box  from  the  '80s,  this  is  emerging 
as  an  architectural  wonder  of  granite, 
limestone  and  curving  glass  that  will 
rank  as  the  sixth-largest  convention 
center  in  the  U.S.  "The  new  Wash- 
ington Convention  Center  is  going  to 
be  the  final  catalyst  for  the  rebirth  of 
Downtown  Washington,  D.C,"  says 
Lewis  H.  Dawley,  III,  general  manag- 
er and  chief  executive  officer  of  the 
Washington  Convention  Center 
Authority  (WCCA).  "It  is  without  a 
doubt  the  most  significant  econom- 
ic engine  in  the  history  of  the  city, 
and  will  produce  over  10,000  jobs 
and  $1.4  billion  in  economic  impact 
for  the  entire  Metropolitan  Wash- 
ington region." 

Because  of  the  relatively  small  size 
of  the  existing  facility,  Washington, 
D.C,  struggled  to  remain  competi- 
tive in  the  conventions  market.  The 
coming  Convention  Center  more  than 
catches  up.  With  an  incredible  2.3 
million  square  feet,  the  center  could 
accommodate  almost  three  Wash- 
ington Monuments  laid  end  to  end  — 
with  room  to  spare  —  and  will  have 
44,000  square  feet  of  retail  shops.  It 
even  has  its  own  Metro  stop.  "We'll 
become  a  major  player  in  the  con- 
vention and  meeting  industry,  put- 
ting us  where  we  belong  —  which  is 
up  there  near  the  top,"  says  Dawley. 
"Obviously,  with  D.C.  we  have  the 


The  Coca-Cola  Company 
proudly  salutes 
The  Honorable 
Anthony  A.  Williams 

For  over  a  century, 
The  Coca-Cola  Company  has 
been  an  enthusiastic  supporter 
of  Washington,  D.C.  and  its 
community  development 
activities  throughout  the  city. 

We  are  proud  to  salute  the 
Honorable  Anthony  A.  Williams, 
Mayor  of  the  District  of 
Columbia,  for  his  achievements 
in  revitalizing  Washington,  D.C/s 
neighborhoods.  Under  the 
Mayor's  leadership,  Washington's 
renaissance  is  visible  throughout 
the  city,  and  downtown  D.C.  is 
once  again  a  vibrant  national  and 
world  capital. 

O  n  behalf  of  The  Coca-Cola 
Company's  employees,  partners 
and  customers  in  Washington, 
D.C,  around  the  United  States 


and  in  local  communities  around 
the  world,  we  offer  our  congratu- 
lations to  Mayor  Williams  for  his 
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destination  —  and  now  we  have  the  three  years,  after  working  for  conve 

facility  to  match  it."         •  tion  centers  in  Detroit,  Minneapoll 

Bookings  for  the  new  center  have  and  Philadelphia,  and  has  literally  wi 

surpassed  all  expectations,  according  nessed  the  city's  rebirth.  "We've  a 

to  the  Washington,  D.C.  Convention  heard  about  the  kind  of  problems  tha 

and  Visitors  Association.  Lured  by  the  we  had  in  the  District  in  the  past,  bu 


Frank  K.  Ross 
Managing  Partner 
KPMG 


UHE  HOUSING  MARKET  IN  D.C.  HAS  BECOME  ONE  OF  THE  HOTTEST  IN  THE 
NATION.  IN  ONE  YEAR,  HOME  SALES  SOARED  33. 1  %.  ALMOST  THREE  TIMES 
THE  NATIONAL  AVERAGE. 


KPMG  has  been  a  leader  in  the 
Washington,  D.C,  business  communi- 
ty since  1908,  and,  nearly  a  century 
later,  we  continue  to  maintain  an 
unwavering  commitment  to  the 
Greater  Washington  area. 

Our  reputation  has  grown  out  of  the 
integrity  of  our  people,  our  service  to 
the  local  community  —  and  our  ability 
to  consistently  meet  our  clients' 
needs.  Under  the  leadership  of  Manag- 
ing Partner  Frank  K.  Ross,  KPMG's 
3,500  Washington-area  professionals 
provide  assurance,  tax  and  consulting 
services  to  area  corporations,  govern- 
ment agencies  —  and  nonprofit  entities. 

Washington,  D.C,  also  serves  as 
the  U.S.  headquarters  of  our  Washing- 
ton National  Tax  Practice.  Under  the 
leadership  of  David  Brockway,  this 
practice,  comprised  of  some  of  the 
nation's  leading  tax  authorities,  pro- 
vides clients  with  sound  solutions  to 
their  complex  tax  issues. 

KPMG's  Washington-area  offices  are 
headquartered  at  2001  M  Street.  NW, 
Washington,  D.C.  Contact  us  at  (202) 
533-3000,  or  find  us  on  the  Web  at 
www.us.kpmg.com. 


world-class  center  and  the  revitalized 
Downtown,  conventions  —  and  hun- 
dreds of  thousands  of  their  delegates 
—  are  returning  to  Washington. 

A  project  this  size  will  have  a  mas- 
sive impact  on  the  city  as  a  whole  — 
particularly  in  the  field  of  tourism. 
The  Convention  Center  project  has 
sparked  a  wave  of  hotel  construction 
that  will  add  over  2,000  new  rooms  to 
the  District  market  and  is  expected  to 
help  increase  tourism  to  other  areas  of 
the  city.  "We  have  aggressively  worked 
with  our  cultural  tourism  partners  to 
produce  maps  and  tour  guides  for  the 
city's  historic  districts,"  says  Dawley. 

For  the  historic  Shaw  neighborhood, 
the  Convention  Center  is  far  more  than 
a  sudden,  mammoth  presence.  "We're 
working  closely  with  the  private  sector 
to  sponsor  job  training  programs,"  says 
Dawley.  The  WCCA  has  sponsored  the 
Shaw  Comprehensive  Job  Training 
Academy  to  prepare  area  residents  for 
the  many  career  opportunities 
throughout  the  District.  Yet  another 
WCCA  initiative  involving  both  public 
and  private  partners  trains  D.C.  resi- 
dents to  work  on  the  actual  construc- 
tion of  the  center.  Some  of  these  inno- 
vative programs  are  now  being  seen 
as  models  for  the  rest  of  the  nation. 

Dawley  himself  has  lived  in  D.C.  for 


the  energy  and  commitment  peopl 
feel  right  now  is  remarkable,"  h 
says.  "When  building  a  huge  projec 
like  this,  you  need  the  support  of  th 
city  —  from  the  elected  officials  t 
the  citizens  to  the  businesses.  Nc 
only  do  we  have  that,  it's  gettin 
better  every  day." 

THE  REALITY  OF  REAL  ESTATE 

One  solid  measure  of  Washington 
economic  boom  is  job  creation.  Prival 
sector  jobs  in  the  city  increased  t 
3,000  in  1998,  a  dramatic  rise  consi' 
ering  it  came  at  a  time  when  feden 
and  local  government  employment  wc 
shrinking.  This  year,  the  increase  i 
employment  has  picked  up  even  moi 
speed.  In  a  two-week  period  in  Octi 
ber,  for  instance,  the  city  administr; 
tion  announced  the  creation  < 
between  750  and  850  private-secto 
jobs  —  as  a  result  of  a  deal  with  Kmai 
and  Giant  Foods,  the  establishment  < 
the  Shaw  Comprehensive  Job  Trainin 
Academy  and  the  arrival  of  the  Nev 
seum  and  The  Freedom  Forum.  Job  cn 
ation  of  this  magnitude  has  obvious 
had  a  large  impact  on  the  real  estat 
markets  —  from  housing  to  comme 
cial  properties. 

The  housing  market  in  D.C.  ha 
become  one  of  the  hottest  in  th 
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tion.  In  one  year,  home  sales  soared 
.1%,  almost  three  times  the  national 
drage  —  and  more  than  five  times  as 
jch  as  the  entire  Northeast.  While 
using  prices  have  also  begun  to 
irease,  the  average  price  of  a  home 
far  less  than  in  places  such  as 
ston,  New  York  and  San  Francisco, 
so  on  the  positive  side,  more  than 
If  of  all  home  sales  in  D.C.  are  to  first- 
ie  buyers,  a  percentage  that  has  sky- 
;keted  in  recent  years.  The  majority 
first-time  buyers  are  single,  and  the 
srage  age  is  34.  "With  such  a  young, 
al  workforce  establishing  roots  here, 
ashington,  D.C,  has  everything 
offer  a  business  looking  to  build 
ability,"  says  Deputy  Mayor  Price. 
The  commercial  real  estate  story  is 
ually  compelling,  as  the  District 
periences  its  most  vigorous  office 
arket  since  the  1980s.  More  than  3 
llion  square  feet  of  space  have  been 
ded  this  year,  with  more  than  60% 
that  pre-leased.  Overbuilding  poses 
tie  danger  —  even  with  more  than 
5  million  square  feet  under  con- 


struction. While  the  Central  Business 
District  and  East  End  remain  as 
strong  as  ever,  this  focus  on  con- 
struction has  moved  into  neglected 
areas  of  the  city  as  well.  Commuters 
have  long  viewed  the  vacant  ware- 
houses and  abandoned  buildings 
along  New  York  Avenue  as  an  eye- 
sore, but  those  are  now  becoming 
coveted  by  local  developers  who  are 
transforming  tne  northern  end  of  Capi- 
tol Hill  into  a  retail/high-tech  mecca. 

The  District  has  also  targeted  the 
NOMA  Corridor  (which  stands  for  the 
area  north  of  Massachusetts 
Avenue)  for  high-tech  development. 
Again,  vacant  warehouses  and  large 
blocks  of  undeveloped  land  make 
this  a  prime  location  for  technology 
firms  having  trouble  finding  afford- 
able space  in  the  suburbs.  Else- 
where, the  Navy  Yard  to  the  south- 
east also  is  enjoying  a  boom  in  the 
strong  economy.  With  the  arrival  of 
NAVSEA,  the  Navy  Sea  Command 
facilities  there,  many  defense  con- 
tractors are  moving  to  the  area. 
Within  months  after  securing  financ- 
ing, for  instance,  300  M  Street  S.E. 
was  completely  leased  and  under 
construction  —  a  pattern  that  is 
expected  to  repeat  itself  with  neigh- 
boring sites. 

As  a  whole,  "D.C.  continues  to  be 
one  of  the  most  attractive  urban 
office  markets  in  the  country  with 
strong  underlying  demand,  con- 
strained supply  and  upward  pressure 
on  rental  rates  and  values,"  says  Bob 
Carr,  president  of  Carr  America,  a 
D.C.-based  company  that  owns,  devel- 
ops and  operates  office  properties 
throughout  the  U.S.  "The  quality  of 
the  District  experience  also  continues 
to  show  improvement,  with  new 


Hugh  Panero 

President  and  Chief  Executive  Officer 
XM  Satellite  Radio  Inc. 


XM  Satellite  Radio  is  a  radio  revo- 
lution. From  the  nation's  capital,  XM 
will  change  the  way  Americans  listen 
to  radio  by  providing  up  to  100  chan- 
nels, nationwide  coverage  and  digital- 
quality  sound.  Armed  with  strategic 
investors  General  Motors,  Honda, 
Clear  Channel  Communications  and 
DIRECTV,  XM  will  transform  radio,  an 
industry  that  hasn't  seen  a  techno- 
logical change  since  FM  almost  40 
years  ago.  XM  is  partnered  with  lead- 
ing programming,  consumer  electron- 
ics, automotive  and  radio  manufactur- 
ing companies  to  make  satellite  radio 
a  reality  in  2001.  XM  will  create  its 
own  amazing  radio  and  carry  content 
from  brand-name  companies  like 
Bloomberg  and  CNN.  XM-capable 
radios  built  by  Delphi  Delco  will  be  fac- 
tory-installed in  new  cars  through 
relationships  with  GM  and  other  car 
companies.  Additional  XM  radio  man- 
ufacturers Sony,  Pioneer  and  Alpine 
will  sell  radios  through  leading  con- 
sumer electronics  stores  including 
Best  Buy  and  Circuit  City.  First  there 
was  AM,  then  FM  and  now  XM. 


SATELLITE 
RADiO 


Consortium  of  Universities  Graduates 


Consortium  universities  are  a  key 
reason  why  people  are  attracted  to  the 
Washington  area. 

More  than  130,000  students  from 
around  the  country  and  the  world  value 
our  extensive  academic  offerings  and 
locations  in  and  around  the  nation's  cap- 
ital. Our  graduates  are  valuable  employ- 
ees and  citizens,  adding  to  the  region's 
rich  diversity.  University  students  and  fac- 
ulty generate  cutting-edge  research  driv- 
ing world-class  innovation. 

We  make  major  contributions  to  our 
surrounding  communities  and  our  region- 
al economy  through  volunteer  programs, 
K-12  partnerships,  health  care  leadership 
and  employment.  We  are  the  District  of 
Columbia's  largest  private  employers,  sig- 
nificantly adding  to  our  region's  growth. 

See  how  the  region's  knowledge  econ- 
omy can  work  for  you! 
American  University  •  The  Catholic 
University  of  America  •  Gallaudet 
University  •  George  Mason  University  • 
The  George  Washington  University  • 
Georgetown  University  •  Howard  Univer- 
sity •  Marymount  University  •  South- 
eastern University  •  Trinity  College  • 
University  of  the  District  of  Columbia 
•  University  of  Maryland  College  Park 
For  more  information,  visit  wvvw.consortium.org. 

CONSORTIUM 
OF  UNIVERSITIES 

of  the  Washington 
Metropolitan  Area 
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housing,  retail,  museums  and  the 
new  convention  center.  Washington  is 
fast  evolving  into  a  world-class  city." 

The  retail  real  estate  market,  too, 
has  been  on  an  upswing.  For 
decades,  the  stores  in  the  D.C. 
Downtown  area  had  been  steadily 
moving  out  to  the  suburbs.  In  their 
place  lay  a  void  of  empty  buildings 
and  boarded  up  storefronts  that  left 
local  shoppers  little  to  choose  from. 
"If  you  wanted  to  go  to  a  Home 
Depot  or  a  decent  grocery  store,  you 
had  to  get  in  the  car  for  a  20-minute 
drive  to  Virginia,"  says  John  Asadoo- 
rian,  an  expert  in  the  region's  retail 
real  estate  market  and  founder  of 
Asadoorian  Retail  Real  Estate.  But 
this  is  changing,  and  D.C.  now  tops 
the  shopping  list  for  major  retail 
stores  seeking  to  expand  their  fran- 
chises and  take  advantage  of  the 
city's  phenomenal  demographics. 

Examples  of  a  budding  era  of  retail 
can  be  seen  in  nearly  every  District 
neighborhood.  Safeway,  which  now 
has  12  stores  in  the  District,  opened 
a  new  store  three  years  ago  in  the 
Anacostia  section  and  is  now  this 
area's  second  leading  performer. 
Another  grocery  chain,  Fresh  Fields, 
is  opening  a  store  near  the  Down- 


town area  —  which  hasn't  seen 
major  grocery  store  since  the  riots  a 
the  1960s.  Elsewhere,  Home  Depot  i 
considering  at  least  two  sites  in  thi 
District,  and  Kmart  has  announce! 
plans  for  a  super  center  to  be  built  ij 
conjunction  with  a  new  Giant  Foodl 
grocery  store  near  the  Rhode  Islanj 
Metro  stop.  Federated  Stores,  too,  ij 
evaluating  the  District  for  possibly 
expansion.  In  all,  the  stores  in  thi 
District  registered  approximate!; 
$7.3  billion  in  retail  sales  for  1998 
—  and  that  number  is  growing  rapid 
ly.  "You  can  literally  see  the  change: 
happening,"  says  Asadoorian.  "I  grev! 
up  in  D.C.  and  have  lived  here  for  3? 
years,  but  I  find  I'm  living  in  a  nev| 
environment.  It's  as  if  I've  picked  u| 
and  moved  to  San  Francisco  or  Nev|' 
York  —  and  it's  very  exciting." 

Part  of  the  revival  can  be  traced  t^ 
simple  economics.  For  the  lasi 
decades,  retailers  found  the  most 
lucrative  locations  in  the  D.C.  sub 
urbs,  rather  than  the  city  itself.  "Fa 
many  years,  people  considered  thi 
area  to  be  something  like  a  dough 
nut,  with  a  lot  of  activity  going  ol 
around  the  edge,  but  nothing  in  th< 
center  except  a  giant  hole,"  says 
Asadoorian.  As  retail  development  ii 
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e  suburbs  became  saturated  begin- 
ig  in  the  early  '90s,  however,  retail- 
3  began  to  look  back  at  the  District 
;elf  for  expansion.  Simultaneously, 
e  Williams  Administration  was 
ening  the  door  to  business.  "Retail- 
3  have  finally  begun  to  see  that  the 
nter  of  the  doughnut  is  an  oppor- 
nity  to  seize,  rather  than  avoid," 
ds  Asadoorian. 


system  has  risen  above  the  ordinary. 
The  city  is  home  to  a  world-class  net- 
work of  colleges  and  universities, 
from  Georgetown  to  George  Washing- 
ton, which  form  a  vital  resource  for 
businesses  that  need  employees,  as 
well  as  those  in  search  of  the  intel- 
lectual know-how  to  make  their  oper- 
ations hum.  "We  educate  129,000 
students  each  year  —  13,000  from 


.C.  RESIDENTS  ARE  AMONG  THE  MOST  WIRED  IN  THE  NATION    WITH 

60%  ONLINE.  AND  AT  LEAST  HALF  OF  THE  WORLD'S  INTERNET  TRAFFIC 
PASSES  THROUGH  THE  D.C.  METRO  AREA. 


I0WLEDGE  IS  POWER 

3lobal  cities  and  economies  are 
iled  by  knowledge,  and  as  a  vibrant 
nter  of  information,  Washington 
nks  near  the  top.  In  D.C,  the 
lbodiment  of  knowledge  is  the 
>rary  of  Congress,  the  world's 
gest  single  repository  of  informa- 
m  —  which  contains  119  million 
ims  housed  in  530  miles  of  book- 
elves.  Begun  in  1800,  this  irre- 
aceable  institution  has  no  less  a 
sndate  than  to  amass  "a  universal 
llection  of  human  knowledge"  both 
make  available  to  the  public  and  to 
jserve  for  future  generations.  On  a 
>re  manageable  level,  the  city  has 
0  smaller  libraries,  far  more  than 
y  other  city  its  size.  The  District  is 
io  a  hub  for  electronic  information, 
e  federal  government  is  the  world's 
igle  largest  user  of  technology,  and 
5idents  are  among  the  most  wired 
the  nation  —  with  60%  online.  In 
dition,  at  least  half  of  the  world's 
ernet  traffic  passes  through  the 
2.  metro  area. 

A/ith  so  much  of  Washington  on  a 
and  scale,  naturally  the  university 


overseas  and  many  tens  of  thou- 
sands from  around  the  country,"  says 
John  Childers,  president  and  chief 
executive  officer  of  the  Consortium 
of  Universities  of  the  Washington 
Metropolitan  Area,  which  is  com- 
posed of  the  12  leading  universities 
in  the  District  and  the  immediate 
vicinity.  "We're  playing  a  vital  educa- 
tional role  in  the  region's  economy." 

What's  remarkable  about  the  uni- 
versities in  and  near  Washington  is 
their  overall  excellence  and  diversity 
—  from  Howard  University,  the 
nation's  first  and  best-known  African- 
American  university,  to  Gallaudet,  for 
the  deaf  and  hearing  impaired. 
"We're  public  and  private,  religious 
and  lay  —  and  that  wide  set  of  uni- 
versity types  attracts  many  students 
from  around  the  country,  many  of 
whom  stay  here  after  they've  gradu- 
ated," says  Childers.  One  reason  they 
stay  —  which  further  enriches  the 
Washington  workforce  —  is  that  the 
university  system  and  businesses 
actively  recruit  them.  "We  can  hardly 
keep  up  with  demand  for  our  gradu- 
ates and  some  undergraduates  as 


Marie  Johns 
President 

Verizon  Washington 

Verizon  Communications,  formed  by 
the  merger  of  Bell  Atlantic  and  GTE,  is 
one  of  the  world's  leading  providers  of 
telecommunications  services  with  65 
million  access  lines  and  26  million 
wireless  customers  nationwide.  Verizon 
is  also  a  leading  provider  of  high-speed 
data  services  and  the  world's  largest 
print  and  online  directory  company. 

In  the  District  of  Columbia,  Verizon 
Washington  continues  to  be  a  commit- 
ted corporate  partner,  a  customer- 
focused  service  provider  and  a  major 
employer  in  the  city.  Verizon  Washing- 
ton prides  itself  on  providing  superior 
telecommunication  services  to  its  res- 
idence and  business  customers.  As  an 
active  member  of  the  D.C.  Chamber  of 
Commerce,  The  Minority  Suppliers 
Development  Council,  the  Board  of 
Trade  and  its  Community  Business 
Partnership,  Verizon  Washington  con- 
tinues to  support  strategic  initiatives 
that  stimulate  business  growth  in  the 
District.  In  addition,  our  outreach  and 
consumer  education  programs  promote 
community-building  through  a  variety  of 
technology  training,  workforce  devel- 
opment and  educational  programs. 
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RFK  Stadium 
D.C.  Sports  & 
Entertainment  Commission 

Washington  is  a  major-league  city 
that  deserves  premier  sports  and 
entertainment  events,  and  the  D.C. 
Sports  &  Entertainment  Commission 
believes  that  attracting  such  events  to 
the  District  enhances  the  city's  eco- 
nomic development,  cultural  vitality 
and  civic  pride.  Managing  both  RFK 
Stadium  and  the  D.C.  Armory,  which 
have  hosted  world-class  events  like 
Olympic,  World  Cup  and  Major  League 
Soccer,  the  National  Football  League, 
Major  League  Baseball  and  presiden- 
tial inaugural  balls,  the  Commission  is 
committed  to  attracting  a  variety  of 
events  to  the  District. 

The  Commission  is  also  dedicated  to 
bringing  a  Major  League  Baseball  team 
to  Washington  and  believes  that  no 
other  city  provides  baseball  with  the 
fan  base,  media  market  and  civic 
determination  offered  by  Washington. 
In  addition,  the  Commission  hopes  to 
continue  enhancing  the  District's  enter- 
tainment landscape  by  hosting  new 
events,  including  women's  profession- 
al soccer,  major  league  lacrosse,  col- 
lege football,  auto  racing  and  an 
increasing  number  of  music  festivals. 


research  fellows,  because  so  many 
businesses  and  federal  agencies  are 
looking  for  qualified  help,"  says 
Childers.  "With  the  economy  in  the 
D.C.  area  the  way  it  is,  the  opportu- 
nities are  seeking  the  students  out, 
rather  than  the  other  way  around." 

In  their  own  right,  the  universities 
count  as  the  largest  private  employer 
in  D.C,  with  more  than  25,000 
employees  among  them.  And  they're 
acting  as  good  neighbors.  Recently, 
representatives  from  the  universities 
met  to  create  a  workforce-training 
program  that  would  improve  mental 
health  programs  throughout  the  city. 
They're  also  actively  involved  in  cre- 
ating new  tuition-assistance  programs 
that  will  make  college  more  afford- 
able for  D.C.  residents  and  thereby 
increase  the  college  attendance  rate. 
Nor  are  the  academicians  at  the  vari- 
ous schools  staying  locked  in  their 
ivory  towers.  Working  with  the  D.C. 
Chamber  of  Commerce,  they've  iden- 
tified small  businesses  that  need  help 
in  planning  and  beginning  their  enter- 
prises. "Our  business  schools  are  pro- 
viding pro  bono  assistance  to  small 


businesses  in  the  District,"  say| 
Stephen  Trachtenberg,  president  c 
The  George  Washington  University 
"It's  going  to  be  a  real  learning  expfl 
rience  for  the  faculty  and  students  il 
our  business  schools  —  and  a  rea 
help  for  the  businesses  themselves. 

D.C.  BEYOND  THE  MONUMENTS 

As  everyone  knows,  Washington 
D.C,  is  filled  with  treasures  —  fron 
the  historic  monuments  along  th» 
Mall,  to  the  Wright  Brothers'  airplam 
at  the  National  Air  and  Spac< 
Museum,  and  the  splendid  perfor 
mances  at  the  Kennedy  Center.  Thi 
appeal  of  such  attractions  has  alwayi 
kept  tourism  strong.  Last  year,  21  mi( 
lion  people  visited  the  city,  an  all-timt 
record  for  the  District.  Yet  more  an< 
more,  visitors  are  discovering  th< 
city's  other  charms  that  have  lonj 
been  a  secret  to  everyone  but  Wash 
ingtonians  themselves. 

The  District  is  a  city  teeming  with 
cultural  opportunities.  The  DC  Hen 
itage  Tourism  Coalition  —  whicll 
includes  more  than  80  neighborhood 
based  cultural  organizations  as  weh 
as  the  city's  tourism  marketing  entii 
ties  —  has  joined  forces  to  make 
themselves  more  accessible  to 
tourists.  Its  new  inventory  of  the 
city's  hidden  treasures,  Capita; 
Assets,  reveals  that  there  are  ai 
least  66  museums  in  the  city  beyonc 
the  monuments,  including  the 
nation's  first  modern  art  gallery  ano 
the  only  art  museum  in  the  world  ded- 
icated exclusively  to  work  by  women. 
The  historic  district  containing  the 
White  House  is  well  known,  but  there 
are  37  historic  districts  in  total  in 
Washington  —  including  the  Shaw 
neighborhood,  whose  residents  have 
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Iped  to  shape  everything  from  the 
i/N  War  to  civil  rights.  Once  known 
Washington's  "Black  Broadway," 
s  area  contains  the  boyhood  home 
Jazz  great  Duke  Ellington  and  is 
w  home  to  the  African-American 
/il  War  Memorial  that  is  currently 
der  construction.  A  new  Metro  sta- 
in is  helping  to  breathe  life  into  the 
ea,  which  is  once  again  hopping 
th  nightclubs,  restaurants  and 
ops.  This  is  also  a  city  for  superb 
ling:  Ethnic  restaurants  represent 
)re  than  50  cultures,  putting  Wash- 
|ton  among  the  nation's  top  half- 
zen  best  restaurant  cities. 
Cosmopolitan  and  international  as 
is,  D.C.  remains  at  its  soul  a  town 
neighborhoods  —  a  fact  that  great- 
enhances  its  charms.  From  George- 
wn  to  Shaw,  Anacostia  to  Foggy 
•ttom,  every  area  is  awakening  with 
spirit  of  renewal.  A  full  quarter  of 
e  land  within  the  District  has  been 
voted  to  parks  and  open  space, 
ese  include  botanical  showplaces 
ch  as  the  National  Arboretum, 
lich  harbors  more  than  400  acres  of 
2es,  flowering  plants  and  bonsai, 
id  the  flowering  cherries  along  the 


Jefferson  Tidal  Basin.  There's  also 
Rock  Creek  Park,  a  rustic  expanse  of 
1,754  acres  that  contains  nature 
trails,  riding  stables,  a  golf  course, 
tennis  courts  —  and  a  profusion  of 
wildlife  rarely  seen  in  an  urban  set- 
ting. In  total,  the  District  contains 
more  acres  of  open,  green  areas  than 
any  other  U.S.  city. 

To  help  attract  tourists  to  these 
sites,  the  city  is  using  the  same 
approach  it  has  used  successfully 
with  businesses:  the  power  of  coop- 
eration. The  DC  Heritage  Tourism 
Coalition  is  spearheading  a  "Beyond 
the  Monuments"  heritage  tourism  ini- 
tiative designed  to  create  new  her- 
itage trails,  guided  walking  tours  and 
other  tourism  experiences  that  will 
showcase  Washington,  D.C.  as  a  des- 
tination with  fascinating  neighbor- 
hoods beyond  the  National  Mall. 
Along  with  Mayor  Williams,  the  pow- 
erful partnership  includes  the  DC 
Committee  to  Promote  Washington, 
the  National  Endowment  for  the 
Humanities,  the  Metropolitan  Wash- 
ington Transit  Authority,  the  Wash- 
ington Convention  Center  and  the 
Historical  Society  of  Washington, 


J.W.  Marriott,  Jr. 

Chairman  and  Chief  Executive  Officer 
Marriott  International,  Inc. 

Founded  in  Washington,  D.C,  in  1927, 
Marriott  International,  Inc.  is  a  nearly  $18 
billion  global  hospitality  company  with 
operations  in  the  U.S.  and  58  other  coun- 
tries and  territories.  Under  the  leadership 
of  J.W.  Marriott,  Jr.,  chairman  and  chief 
executive  officer,  the  company  has  grown 
to  over  2,000  hotels  and  employs  approx- 
imately 151,000  associates  worldwide. 

Within  the  Washington,  D.C,  area, 
Marriott  operates  60  hotels  including  the 
city's  largest,  the  newly  renovated  1,338- 
room  Marriott  Wardman  Park  Hotel,  and 
the  famed  Renaissance  Mayflower  Hotel. 
Visitors  to  the  Washington  area  will  also 
find  Marriott  brands  such  as  Courtyard, 
Residence  Inn,  Fairfield  Inn,  SpringHill 
Suites,  TownePlace  Suites,  ExecuStay 
by  Marriott,  Marriott  Conference  Cen- 
ters and  Ritz-Carlton. 

Marriott  has  a  proud  tradition  of 
community  involvement  in  the  District 
of  Columbia,  and  in  1999,  opened  Mar- 
riott Hospitality  High  School,  the  first 
charter  school  devoted  to  lodging  and 
hospitality  in  the  U.S.  Marriott  also 
provides  training  and  jobs  for  econom- 
ically disadvantaged  Washington  resi- 
dents through  its  award-winning  Path- 
ways to  Independence  program. 

For  Reservations:  1-800-228-9290 


M"  '  o  I 

\amama/  m^rrintt  rnm 


Benjamin  Lander 
President 

American  University 


Knowledge  knows  no  boundaries  — 
it's  global.  At  American  University,  we 
believe  that  education  should  be,  too. 
Multicultural  experience  leads  to  global 
understanding,  and  our  campus  is  a 
laboratory  in  diversity.  AU  has  part- 
nerships with  educational  institutions 
in  43  other  countries.  Our  faculty, 
trustees,  alumni  and  students  come 
from  more  than  150  countries.  AU's 
freshman  class  speaks  41  different 
languages  and  dialects  and  almost  all 
will  graduate  proficient  in  at  least  one 
foreign  language  and  with  the  techno- 
logical skills  needed  in  their  future 
careers.  Ranked  fourth  in  the  U.S.  in 
the  number  of  students  who  study 
abroad,  our  undergraduate  and  gradu- 
ate students  take  full  advantage  of  our 
location  in  Washington,  D.C.,  for 
internships  and  community  service. 
American  University,  a  private  univer- 
sity with  a  public  responsibility. 

Contact  AU's  Media  Relations  office 
by  e-mail  at  aumedia@american.edu, 
or  by  phone:  (202)  885-5950  for  addi- 
tional information. 


AMERICAN 
UNIVERSITY 

WASHINOTOH.  DC 
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D.C.  "We  will  be  bringing  new  dollars 
to  the  city's  local  businesses  and 
cultural  institutions,  while  sharing 
the  beauty,  vitality  and  rich  heritage 
of  the  entire  city  with  our  visitors 
from  around  the  nation  and  the 
world,"  says  Coalition  Executive 
Director  Kathryn  Smith. 

At  the  same  time,  the  city  is 
streamlining  its  marketing  program. 
The  D.C.  Committee  to  Promote 
Washington  and  the  Washington  Con- 
vention and  Visitors  Association 
(WCVA)  have  agreed  to  merge,  there- 
by creating  a  more  powerful  and 
united  force  for  attracting  tourists. 
This  visitors  bureau  will  give  out- 
standing support  to  those  whose 
destination  is  D.C.  — from  hotel  and 
meeting  services  to  restaurants,  spe- 
cial events  and  tours. 

GETTING  AROUND  TOWN 

One  of  Washington's  greatest  mon- 
uments isn't  visible  on  the  skyline; 
instead,  it's  underground.  On  January 
13,  2001  the  city  will  celebrate  the 
completion  of  the  final  segment  of  its 
superb  103-mile-long  Metro,  which 
has  been  under  construction  since 
1969.  First  proposed  by  President 
Dwight  Eisenhower,  the  Metro  was 


as  there  are  other  monuments  in  the; 
nation's  capital,"  says  Richard  Whitej 
genera!  manager  of  the  Washington 
Metropolitan  Area  Transit  Authority. 

As  the  Metro  nears  completion 
plans  are  already  under  way  tc 
expand  its  83  stations.  "Our  board 
adopted  a  very  ambitious  service] 
extension  plan  a  year  ago  that  envN 
sions  a  doubling  of  ridership  in  the 
next  25  years,"  says  White.  This 
would  be  achieved  by  extending 
existing  lines  an  additional  50  or  6C| 
miles,  as  well  as  adding  infill  staj 
tions  —  which  involves  building  a 


ITH  THREE  AIRPORTS  SERVING  THE  AREA,  GREATER  WASHINGTON  IS 
CONNECTED  TO  MORE  THAN  1  1  5  MARKETS  WITH  HUNDREDS  OF  NONSTOP 
DAILY  FLIGHTS. 


begun  in  earnest  by  President  Lyndon 
Johnson,  who  ordered  planners  to 
"scour  the  world"  for  the  best  ideas 
and  the  best  people  to  work  on  it. 
"With  its  signature  architectural 
grandeur,  the  Metro  has  essentially 
been  designed  as  a  monument,  much 


new  station  between  two  existing 
ones.  One  prime  location  for  a  proj 
posed  station  lies  in  what  is  fast 
becoming  a  high-tech  corridor  neai 
the  intersection  of  New  York  anc 
Florida  Avenues  —  just  north  of  the 
Capitol  Building.  "This  area  is  recog- 
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5d  by  the  District  as  having  per- 
is the  best  development  potential 
any  underutilized  land,"  says 
ite.  "Building  a  new  station  will 
DCk  that  potential." 
Iready,  XM  Satellite  Radio  and 
leral  Express  have  moved  into  the 
a,  but  the  new  $84  million  station 
/vhich  will  be  completed  in  about 
r  years  —  will  bring  more.  "The 
imates  are  for  $1  billion  of  devel- 
nent  and  5,000  new  jobs  resulting 
n  building  one  new  station,"  says 
ite.  Another  plan  also  in  the 
ks  includes  greatly  enlarging  the 
unt  Vernon  Square  Station,  which 
accommodate  the  crowds  head- 
to  the  nearby  Convention  Center. 
/ it h  business  and  leisure  trips  on 
rise,  another  measure  of  Wash- 
ion's  travel-friendliness  is  the  abil- 
to  get  in  and  out  of  town  with 
e.  With  three  airports  serving  the 


area,  greater  Washington  is  con- 
nected to  more  than  115  markets 
with  hundreds  of  nonstop  daily 
flights.  Baltimore-Washington  Inter- 
national Airport  in  suburban  Mary- 
land services  both  U.S.  and  interna- 
tional destinations.  The  sleek  new 
Ronald  Reagan  Washington  National 
Airport,  just  minutes  from  D.C.  via 
the  Metro,  is  a  favorite  with  Down- 
town professionals  traveling  in  the 
U.S.  Washington  Dulles  International 
Airport  is  located  approximately  25 
miles  away  in  Northern  Virginia,  with 
its  own  dedicated  access  highway.  In 
addition  to  flying,  people  can  travel 
the  Northeast  corridor  by  Amtrak  — 
which  offers  fast  train  service  from 
Union  Station,  right  near  Capitol  Hill. 

BIG  CHANGES,  ONE  STEP  AT  A  TIME 

Washington,  D.C,  has  always  been 
a  city  with  a  grand  vision  —  after  all, 


George  Washington  himself  selected 
the  site  for  the  nation's  capital  on  the 
banks  of  the  Potomac.  Yet  for  some 
200  years,  the  city  would  remain 
largely  a  "government  town."  Now,  for 
the  first  time,  the  moment  for  Wash- 
ington, D.C,  to  assert  itself  is  at 
hand.  With  a  cosmopolitan  flair  and 
unparalleled  diversity,  it  has  become 
the  model  city  for  the  new  century  — 
with  economic  opportunity  for  all. 

"You  can  see  tangible  evidence  of 
the  new  Washington,  D.C,  every- 
where you  go  in  the  city,"  says 
Mayor  Williams,  which  includes 
improvements  in  everything  from 
schools  and  public  safety,  to  a 
responsiveness  toward  business. 
"I  come  from  the  business  world,  and 
I  believe  that  business  and  commu- 
nities working  together  create  pros- 
perity for  both.  I  am  dedicated  to 
making  that  happen  here  in  D.C."  ■ 


WASHINGTON,  D.C. 

ORGANIZATIONS  THAT  CAN  HELP 


ce  of  the  Mayor 

ernment  of  the  District  of  Columbia 

1  Judiciary  Square 

.  Fourth  Street,  NW  Suite  1100 

;hington,  DC  20001 

ne:  (202)  727-2980  Fax:  (202)  727-2357 

d  site:  www.washingtondc.gov 

ce  of  the  Deputy  Mayor 

Planning  and  Economic  Development 

ernment  of  the  District  of  Columbia 

i  Judiciary  Square 

.  Fourth  Street,  NW  Suite  1140N 

Bhington,  DC  20001 

ne:  (202)  727-6365  Fax:  (202)  727-6703 

b  site:  www.dcbiz.washingtondc.gov 


DC  Chamber  of  Commerce 

1213  K  Street,  NW 

Washington,  DC  20005 

Phone:  (202)  347-7201  Fax:  (202)  6386764 

Web  site:  www.dcchamber.org 

DC  Marketing  Center 

1213  K  Street,  NW 
Washington,  DC  20005 
Phone:(202)6386730  Fax:(202)6386762 
Web  site:  www.dcchamber.org/business 

DC  Committee  to  Promote  Washington 

1212  New  York  Avenue,  NW  Suite  200 
Washington,  DC  20005 
Phone:  (202)  724-5644  Fax:  (202)  724-2445 
Web  site:  www.washington.org 


Washington,  D.C.  Convention  and  Visitors 
Association 

1212  New  York  Avenue,  NW  Suite  600 
Washington,  DC  20005-3992 
Phone:  (202)  789-7000  Fax:  (202)  789-7037 
Web  site:  www.washington.org 

Washington  Convention  Center 

900  Ninth  Street,  NW 

Washington,  DC  20001 

Phone:  (202)  789-1600  •  (800)  368-9000 

Fax:  (202)  371-3533 

Web  site:  www.dcconvention.com 
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The  District  of  Columbia  Chamber  of  Commerce 


B.  Doyle  Mitchell 
Board  Chair 

District  of  Columbia  Chamber  of  Commerce 


The  District  of  Columbia  Chamber  of 
Commerce  has  made  itself  a  driver  in 
the  economic  resurgence  of  Washing- 
ton, D.C.  The  city  is  emerging  from  its 
"government  town"  cocoon,  with  the 
region's  infotech,  biotech  and  telecom- 
munications explosions  fueling  the 
transformation.  In  this  increasingly 
dynamic  environment,  the  Chamber 
chooses  its  partners  and  projects  with 
the  strategic  aim  of  leveraging  the  city's 
assets  on  the  New  Economy  boom. 

The  Washington,  DC  Marketing 
Center.  The  Chamber  supports  the  Dis- 
trict's new  city  government  in  its 
efforts  to  make  the  nation's  capital 
"open  for  business"  —  and  we  are  here 
to  challenge  city  leaders  to  do  more. 
The  Chamber  led  the  two-year  Wash- 
ington business  community  battle  to 
persuade  city  officials  to  fund  the  world- 
class  marketing  effort  Washington  busi- 
ness merits.  We  have  worked  closely 
with  partners  PEPCO,  Transwestern 
Carey,  Verizon,  GEICO  and  Fannie  Mae 
to  develop  a  targeted  marketing  pro- 
gram for  the  city.  Our  success  has 
resulted  in  the  establishment  of  the 
Washington,  DC  Marketing  Center,  a 


public/private  partnership  co-housed 
with  the  Chamber. 

The  Workforce  Initiative.  Washington, 
D.C.'s  unemployment  rate  is  at  its 
lowest  point  in  25  years.  A  shortage  of 
qualified  workers  is  the  bottleneck  in 
the  city's  continued  economic  expan- 
sion. The  Chamber  has  forged  partner- 
ships with  D.C.  Public  Schools  and  the 
D.C.  Department  of  Employment  Ser- 
vices to  link  area  businesses  with  new 
workers  through  our  School-to-Careers 
and  Youth  Jobs  programs.  We  have  cre- 
ated a  Labor  Management  Information 
series  to  repackage  government  labor 
statistics  so  that  they  can  be  used  to 
support  timely  business  decision- 
making. On  the  policy  front,  we  have 
successfully  lobbied  for  full  funding  for 
D.C.  public  schools  and  a  restructuring 
of  the  D.C.  School  Board. 

Access  to  Capital/Georgia  Avenue 
Project.  The  Chamber  also  works  to 
expand  D.C.'s  economic  opportunity 
pie.  The  Access  to  Capital/Georgia 
Avenue  Project  aims  to  make  Wash- 
ington's neighborhood  commercial  cor- 
ridors attractive  business  venues  by 
directly  addressing  financial  and  tech- 
nical services  needs.  The  Project  is  the 
effort  of  a  coalition  convened  by  the 


Chamber  and  includes  Riggs  and  Cit> 
First  Banks,  the  Federal  Reserve  Bank 
of  Richmond,  the  U.S.  Small  Business 
Administration,  the  D.C.  Department  a 
Housing  &  Community  Development 
George  Washington  University  and  the 
University  of  the  District  of  Columbia 
Our  pilot  effort,  the  opening  of  the  Geor 
gia  Avenue  Business  Resource  Centei 
in  August  2000,  is  an  early  success  ir 
Mayor  Anthony  Williams's  $111  millior 
campaign  to  revitalize  Georgia  Avenue 
Founded  in  1938,  the  D.C.  Chambe 
of  Commerce  has  remained  steadfasl 
in  its  commitment  to  the  economic 
and  civic  vitality  of  the  city  of  Wash 
ington,  and  to  the  growth  and  success 
of  Washington-based  business.  Unde 
the  leadership  of  B.  Doyle  Mitchell 
Chamber  board  chair,  and  Richarc 
Monteilh,  president,  our  Board  and  oui 
membership  reflect  the  strengths 
energy  and  diversity  of  the  Washingtor 
business  community.  Entrepreneuria 
organizations  are  quickly  learning  how 
to  exploit  the  business  advantage; 
offered  by  our  polyglot,  multiethnic 
urbane  community.  For  more  informa 
tion  about  how  the  Chamber  can  help 
you,  please  call  202-347-7201,  oi 
e-mail  Rmonteilh@dcchamber.org.  I 
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TED  BY  MELANIE  WELLS 


BlackBerry 
Dr  Black  Eye? 

small  handheld  e-mail  device  is  the  hottest 
ectronic  gadget  to  hit  corporate  America  in  years. 
\\  can  it  survive  against  the  big  boys? 

LEIGH  GALLAGHER 

r HERE'S  GOOD  REASON  RESEARCH  IN  MOTION'S 
handheld  electronic  organizer  and  e-mail  device 
called  BlackBerry  is  known  as  "crackberry."  People 
at  the  5,000  companies  that  use  the  system  act  ad- 
dicted, thumbing  away  on  the  wireless  gadgets 
jughout  meetings,  at  boring  client  dinners — even  during 
ts  to  the  rest  room.  That's  why  employees  at  one  Wall 
:et  firm  are  being  cautioned  not  to  take  their  BlackBerrys 
he  john.  The  IT  folks  fear  they  might  accidentally  drop  the 
0  gizmos  in  the  toilet — mid-e-mail. 
The  trick  for  tiny  RIM  is  to  avoid  a  similar  fate.  Compa- 
;  like  the  fact  that  the  BlackBerry  server-software  is  synced 
h  their  internal  e-mail  systems,  something  that  sets  it 
rt  from  two-way  pagers  that  were  on  the  market  before 
:kBerry  was  introduced  in  early  1999.  In  short  order  RIM 
bbed  a  32%  share  of  the  estimated  $157  million  market 
two-way  wireless  pagers  last  year,  says  Strategis  Group, 
rporate  users,  including  Merrill  Lynch  and  Salomon 
ith  Barney,  account  for  most  of  the  200,000  BlackBerrys 
:irculation.  "I  can't  live  with- 
it,"  says  Rob  Enderle, 


It's  also  offering  its  service 
(excluding  about  $500  for  the 
device  itself)  for  $40  a  month 
on  a  limited  scale  through 
ISPs  such  as  GoAmerica  and 
Earthlink. 

But  bigger  rivals  threaten 
to  eat  BlackBerry  alive.  You 
can  practically  hear  the  lip- 
smacking  over  at  Motorola.  It 
rolled  out  the  cool-looking 
Talkabout  T900  ($180)  two- 
way  pager  last  summer  and 
plans  a  major  Christmas 
push  for  the  device.  Kids  are 
already  snapping  up  the 
translucent  cobalt-blue,  aqua  and  red  devices  so  they  can 
send  e-mail  to  pals  from  the  mall,  the  movies — and  in  the 
middle  of  class.  Motorola  is  pitching  the  Talkabout  on  ESPN's 

X  Games  and  in  trendy  mag- 


:  president  of  technol- 
s  consulting  firm  Giga 
>up. 

But  RIM  has  only 
rted  trying  to  get 
isumer  e-mailaholics 
)ked.  lust  this  month 
egan  peddling  a  Con- 
ner version  of  the  de- 
?  online  to  AOL's  25 
lion  subscribers  and 
million  instant  mes- 
ing  customers.  Many 
those  users  are  kids. 


Hand  candy:  BlackBerry  is 
all  the  rage  among  suits, 
but  RIM  needs  to  hook 
teens  on  its  devices,  too. 
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azines  such  as  Teen  People  and  Spin.  It's  also  seeding  the  gad- 
get on  college  campuses.  "If  you  win  the  .consumer  market, 
you  win  big,"  says  Robert  J.  Sanderson,  a  telecom  analyst 
with  Banc  of  America. 

Motorola  may  have  lost  its  lead  in  the  mobile-phone 
market  to  rival  Nokia,  but  it's  not  about  to  be  outgunned  by 
upstart  RIM.  It  cornered  Hollywood  to  pitch  its  more  upscale 
BlackBerry-like  Timeport  ($400).  MTV  veejay  Carson  Daly 
plugs  it  on-air  and  Mariah  Carey  uses  it  in  her  latest  music 
video.  Motorola,  too,  has  a  deal  to  offer  AOL's  e-mail  and  in- 
stant message  service  on  its  pagers. 

Can  RIM  compete?  BlackBerry  as  it  currently  exists  is  only 
the  beginning,  if  you  believe  Co-Chief  Executive  Jim  L.  Bal- 
sillie.  He  says  it's  only  a  matter  of  time  before  there's  a  Black- 
Berry  that  lets  users  trade  stocks  and  make  airline  reserva- 
tions. And  then  there's  the  "wireless  wallet"  he  envisions, 
which  would  store  electronic  versions  of  users'  driver's  li- 
censes, passports  and  credit  cards.  Cash?  Who  needs  it? 

RIM,  for  one.  The  Waterloo,  Ont.-based  company  earned 
$10.5  million  on 


Mixed  Messages 

Wall  Streeters  love  the  BlackBerry 
but  can't  decide  about  RIM  shares; 
Motorola  hopes  wireless  e-mail  will 
send  a  better  signal  to  investors. 

$200  Ratio  scale 

Research  In  Motion's  stock  price 


10/29/99  3/31/00  6/30/00 

Source:  Interactive  Data  Corp.  via  FactSet 
Research  Systems 
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revenue 


that  jumped  79% 
last  year  to  $85 
million,  but  this 
year  it  is  estimated 
the  company  will 
lose  $2.3  million 
on  revenue  of  $183 
million,  due  to  a 
steep  increase  in 
expenses.  Its  stock 
has  seesawed  with 
the  rest  of  the  tech 
sector.  It  lost  64% 
of  its  value  in 
April,  plunging  to 
$36  a  share,  but 
bounced  back  to  a  recent  $100.  A  6-million-share  offer: 
this  month  should  raise  $580  million — but  it  won't  ke 
away  the  competition. 

So  far  BlackBerry's  popularity  has  spread  mostly 
word  of  mouth.  That's  enviable 
the  marketing  world,  but  the  co: 
pany  will  need  to  take  off  outsi 
Wall  Street  rest  rooms  if  i 
going  to  stand  up  to  Motorc 
which  had  $33  billion  in  rt 
enue  last  year.  RIM  speni 
scant  $3.6  million  on  pr: 
ads  in  the  first  six  months 
this  year,  says  Competit 
Media  Reporting.  Ever 
RIM  shells  out  more 
woo  young  e-m 
addicts,  analy. 
think  consumt 
may  balk  at 
high  price  t) 
(though  AOL  m 
—  provide  subsidi 

\^  t0  its  users).  And  ther 

more  competition  on  t 
horizon.    Sony,    Palm  ai 
Handspring  are  marketing  th< 
own  e-mailing  organizers. 
By  2003,  however,  all  these  handy  gadgt 
might  be  obsolete.  Handset  makers  such  as  Nok 
Ericsson  and  Motorola  will  provide  all-in-one  voice  ai 
e-mail  cell  phones  when  U.S.  wireless  standards  allow  it.  Th 
are  already  a  hit  in  Europe,  where  people  use  their  c 
phones  to  play  games,  order  train  tickets  and  send  e-mc 

"Everybody's  getting  into  it,"  sa 
Wireless  warfare:  Balsillie,  who  hopes  "a  rising  ti 

Motorola  is  seeding  its  ...    .     „ ,  » 

,m„„-        ™a       will  raise  all  boats, 
gizmos  among  teens  and 

e-mail-addicted  celebrities.        It  could  also  sink  a  few. 


"at  Chance 

lalthy  nibbles  may  be  good  for  us,  but  they 
re  the  companies  that  make  them  heartburn. 


SELLY  BARRON 

pOU  KNOW  A  HEALTH  CRAZE  HAS 
gone  too  far  when  Johnson  & 
Johnson  rolls  out  a  cholesterol- 
icing  margarine  that  sounds  more 
an  antihistamine  than  a  spread, 
there  on  supermarket  shelves  is 
ecol.  Made  by  the  same  J&J  divi- 
that  produces  Tylenol,  Benecol 
ns  to  reduce  LDL  cholesterol  (the 
stuff)  by  up  to  14%  through  an 
edient  called  plant  stanol  ester,  a 
tochemical  found  in  plants  and 
table  oils. 

rhe  catch  is  you  have  to  eat  three 
r  servings  of  the  goo  and  fork  over 
ar  an  8-ounce  tub,  compared  with 
9  for  two  comparable  tubs  of  regu- 
nargarine.  And  then  there's  the 
ie.  "It  sounds  horrible,"  says  Pascale 
lesi,  37,  strolling  through  a  Santa 
lica  supermarket. 

ts  fate  may  be  just  as  unfortunate, 
which  introduced  Benecol  last  year, 
ady  has  dropped  Benecol  salad 
;sing  and  snack  bars.  Margarine 
i  aren't  that  impressive,  either:  $27 
ion  and  a  2%  market  share,  accord- 
to  Information  Resources, 
fou  can't  blame  J&J  for  trying, 
it  major  food  and  pharmaceutical 
ipanies  have  been  attracted  to  the 
billion  market  for  so-called  func- 
lal  foods — regular  food  fortified 
l  nutritional  and  herbal  additives 
ddress  our  health  concerns.  These 
sters  are  supposed  to  lower  choles- 
•1  or  blood  pressure,  or  enhance 
nory  and  energy.  This  year  an  esti- 
ed  120  feel-good  foods  popped  up 
supermarkets,  including  Kraft's 
1th  Quencher  Drink  Crystals  and 
iva's  Hemp  Chips. 
Irouble  is,  most  of  us  don't  want 
at  food  that's  pitched  in  the  name 
lealth,  especially  if  it  means  sacri- 


ficing money,  taste — or  suffering  un- 
pleasant side  effects.  Consider  Olestra. 
Products  containing  the  much-hyped 
fat  substitute  flew  off  shelves  when  they 
were  first  introduced  in  1997.  But 
America  didn't  continue  chowing 


Healthier  Snacks, 

Puny  Sales  


Foodmakers  want  to  cook  up  profits 
by  selling  healthier  versions  of  the 
snacks  we  love.  Despite  the  marketing 
hype,  we  still  prefer  junk  food.  Here's 
a  look  at  some  low-fat  flops. 

NABISCO  SNACKWELL'S  COOKIES 
Annual  sales  ($mil) 

$132 

%  decline 

-22% 

HEALTHY  CHOICE  ICE  CREAM 

Annual  sales  ($mil) 

$86 

%  decline 

-10% 


Healthy 

KTIOKI 


FRITO-LAY'S  POBITOS  WOW  CHIPS 
Annual  sales  ($mil) 

$27 

%  decline 

-39% 

HERSHEY'S  SWEET  ESCAPES 

Annual  sales  ($mil) 

$22 

%  decline 

-42% 

ALPINE  LACE  CHEESES 

Annual  sales  ($mil) 

$6 

%  decline 

-38% 


Source:  Information  Resources  Inc. 


down.  Sales  of  PepsiCo's  Frito-Lay's 
Wow  chips,  which  contain  Olestra, 
plummeted  36%  to  $185  million  over 
the  past  year.  Snack  fans  are  put  off  by 
the  price,  initially  40%  higher  than  reg- 
ular chips,  and  potential  side  effects — 
"abdominal  cramping  and  loose 
stools,"  says  an  unappetizing  package 
warning. 

Similarly,  Kellogg  blundered  with  its 
short-lived  Ensemble,  a  line  of  22  prod- 
ucts aimed  at  lowering  LDL  cholesterol. 
The  company  spent  $2.8  million  adver- 
tising the  pasta,  cookies  and  other 
products.  But  sales  never  climbed  above 
$1  million.  Kellogg  killed  Ensemble  just 
eight  months  after  its  launch.  Camp- 
bell's Intelligent  Quisine  didn't  fare  any 
better.  Even  if  consumers  liked  the  line 
of  cholesterol-fighting,  blood-pressure- 
lowering  frozen  food,  they  apparently 
didn't  like  that  it  arrived  by  United  Par- 
cel Service.  Campbell  pulled  the  line  a 
year  after  its  debut. 

The  nutrition  cops  at  the  Center  for 
Science  in  the  Public  Interest,  who 
think  the  trend  is  more  about  clever 
marketing  than  good  food,  have  asked 
the  Food  &  Drug  Administration  to 
halt  the  sale  of  75  functional  foods 
made  by  Procter  &  Gamble,  Ben  8c 
Jerry's  and  others.  Targeted  items  in- 
clude Rx  Memory  Elixir  and  Spire  En- 
ergy with  VitaLift  Green  Tea  and  Juice 
Beverage. 

In  the  future  the  best  success  may 
come  to  companies  that  market 
healthful  offerings  to  the  Birkenstock 
crowd  and  to  fervent  dieters — not  the 
masses.  Gardenburger  once  hoped  its 
meatless  supermarket  burgers  would 
become  an  alternative  to  McDonald's. 
Sales  soared  in  1998  after  the  tiny 
company  spent  $15  million  on  ads,  in- 
cluding a  $1.7  million  commercial  on 
the  final  episode  of  Seinfeld.  But  con- 
sumers didn't  keep  buying  the  veggie 
patties.  Now  the  company  is  retooling 
after  losing  $2.7  million  for  the  fiscal 
year  ended  Sept.  30.  Going  forward,  it 
plans  to  target  health  zealots.  Good- 
for-you  food,  admits  interim  Chief 
Executive  James  Linford,  is  "a  niche 
market."  f 
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ENTREPREN 


EJUTEJ3 


Joe  Piscitell  wants  to  take  over  inefficient 

government  operations  at  airports. 

A  good  idea  whose  time  may  never  come. 


BY  DOROTHY  POMERANTZ 

»  F  PATIENCE  WERE  CAPITAL,  JOSEPH 
I  Piscitell  would  own  the  stock  mar- 
I  ket.  As  it  happens,  money  isn't  what 
B  the  46-year-old  Yonkers,  N.Y.  native 
I  needs  most.  What  he  lacks  is  a  little 
BH  cooperation  from  the  local  author- 
ities, who  have  acted  as  speed  bumps — 
if  not  roadblocks — to  his  grand  plan  to 
privatize  the  hangars,  runways  and  ware- 
houses that  handle  air  cargo  at  America's 


airports. 

A  onetime  accountant  and  financial 
consultant  to  the  airport  planning  in- 
dustry, Piscitell  thought  he  was  on  to  a 
big  idea.  He  put  together  a  holding 
company,  Diversified  Asset  Manage- 
ment Group  Worldwide,  to  exploit  inef- 
ficiencies at  airports  run  by  local  au- 
thorities, who  can't  expand  a  terminal 
without  an  okay  from  the  feds — and 
who  are  forced  to  offer  what  amounts  to 


lifetime  employment  to  even  the  lea 
deserving  employees.  These  proble 
are  only  proliferating  as  air  cargo,  drh 
by  e-commerce  and  global  outsourci 
grows  at  6.4%  a  year,  twice  the  rate 
passenger  travel.  While  they  clearly  ca 
handle  the  additional  traffic,  airpo 
are  reluctant  to  give  up  the  rents  a 
landing  fees  that  keep  their  runways  a 
facilities  in  decent  shape.  Which  met 
shutting  out  guys  like  Piscitell. 
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It  fV 


In  for  the  long 
haul:  Piscitell  has 
big  plans  for  air- 
cargo  operations, 
but  little  to  show 
for  his  efforts. 


Airport  development  is  a  mara- 
U  not  a  sprint,"  sighs  Piscitell,  who 
put  several  million  dollars  of  his 
i  into  the  company.  His  efforts 
ed  off  in  1994,  when  the  Port  Au- 
ity  of  New  York  &  New  Jersey  an- 
nced  it  would  take  private  its  air 
o  operations  at  JFK  International 
>ort.  The  experiment  was  the  first  of 
ind,  and  Piscitell  put  together  a  plan 
a  bid  to  take  over  the  distribution 


centers  and  warehouses  and  essentially 
become  the  landlord.  Two  years  later, 
before  any  bid  was  accepted,  the  whole 
deal  was  called  off,  and  Piscitell  was  out 
a  couple  hundred  thousand  bucks. 

Convinced  there  was  still  money  to 
be  made,  he  turned  his  sights  on  World- 
Port  at  Denver  International  Airport. 
Piscitell  got  a  $54  million  letter  of  credit 
from  Morgan  Guaranty  Trust,  backing 
the  tax  exempt  bonds  for  the  first  phase 
of  $200  million  in  construction,  which 
recently  broke  ground.  The  AA-rated 
30-year  bonds  were  sold  this  past  April 
to  yield  at  least  3.5%.  The  bonds  are 
backed  by  the  promise  of  revenue  from 
warehousing  fees  and  ground  rent. 

The  revenue  stream  is  anything  but 
guaranteed.  Denver  International  Air- 
port already  has  air  cargo  hangars  and 
warehouses,  and  Piscitell  has  signed  a 
noncompete  agreement  with  the  air- 
port that  prevents  him  from  renting  to 
the  airport's  tenants — DHL,  FedEx  and 
UPS  among  them — if  they  leave  DIA 
and  15%  of  the  airport's  rentable  space 
remains  empty.  Moreover,  if  any  of 
them  moves  to  Piscitell's  WorldPort  but 
doesn't  lease  20%  more  space  than  it 
had  at  DIA — that  is,  justifying  the  move 
on  the  basis  of  the  need  to  expand — 
Piscitell  must  cover  the  tenant's  rent  at 
the  airport  until  a  new  occupant  can  be 
found.  That  could  get  expensive  very 
quickly,  with  air  cargo  space  going  for 
$10  a  square  foot. 

The  dilemmas  in  Denver  pale  next 
to  the  hurdles  in  San  Diego.  Piscitell 
won  a  $1  billion  bid  to  privatize  461 
acres  of  Brown  Field,  an  underutilized 
airport.  Once  again  he  had  believers  in 
the  financial  community:  Lehman 
Brothers  and  Farallon  Capital  Manage- 
ment have  lined  up  to  invest  $100  mil- 
lion in  equity.  But  the  county  Board  of 
Supervisors  has  rejected  Piscitell's  first 
proposal,  arguing  that  the  additional 
traffic  would  create  unacceptable  noise 
and  air  pollution  and  hamstring  the 
county's  ability  to  develop  nearby  land. 
Then  came  a  recent  report  from  the 
Federal  Aviation  Administration,  ques- 
tioning Piscitell's  proposed  flight  paths. 
Piscitell  says  his  company's  data  was 


misinterpreted  and  he  plans  to  refute 
the  FAA's  finding.  But  at  some  point  he's 
going  to  run  out  of  time  and  money.  Di- 
versified Asset  will  bring  in  only  $5  mil- 
lion in  revenues  this  year  from  a  couple 
of  handling  and  fueling  companies. 

This  wasn't  what  Congress  had  in 
mind  when  it  approved  the  Airport  Pri- 
vatization Pilot  Program  in  1996.  The 
goal  was  to  turn  over  five  airports  to 
private  hands  to  see  if  they  could  man- 
age them  better  and  turn  a  profit.  To 
spur  interest,  the  feds  promised  to  give 
improvements  grants  they  would  have 
handed  to  the  individual  airport  au- 
thorities had  they  remained  public,  to 
the  Joe  Piscitells  of  the  world.  But  four 
years  later  only  one  airport  has  been 
fully  privatized:  Stewart  International 
in  New  Windsor,  N.Y.  That  was  only 
after  National  Express  Group,  a  pub- 
licly traded  British  firm  specializing  in 
airport  privatization,  waded  through 
the  three-year  bid  process  and  an 
achingly  slow  review  by  the  state.  Nia- 


Plane  Fare 

Driven  by  e-commerce  and  global 
outsourcing,  air  freight  has  become 
a  booming  business. 


The  number  of  airports  that  have 
been  privatized  in  Britain. 

The  U.S.  share  of  the  23 
million  metric  tons  shipped 
worldwide  last  year. 

What  National 
Express  Group  paid  for  Stewart 
International  Airport. 

Sources:  Civil  Aviation  Authority;  MergeGlobal; 
National  Express  Group. 

gara  Falls  International  Airport  near 
Buffalo  is  next  on  the  list — to  be  taken 
over  by  Cintra,  a  Spanish  road  and  air- 
port management  company. 

Maybe  the  runways  are  always 
longer  on  the  other  side  of  the  fence? 
Piscitell  is  shifting  his  efforts  to  Eu- 
rope— to  Italy  in  particular,  which  is  in 
the  midst  of  privatizing  the  airport  jn 
Rome.  Says  he:  "The  glamour  of  priva- 
tized airports  ain't  happening  here."  F 
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DOUGH  BOY 

Warren  Bell's  unorthodox  bagels 
contain  chocolate  and  peanut 
butter.  You  wouldn't  want  them, 
but  there's  a  great  export  market. 

BY  JONATHAN  FAHEY 

WARREN  BELL  LEANS  OUT  OF  HIS 
flour-dusted  office  overlooking 
the  bakery  at  Bagels  by  Bell  in 
the  Canarsie  section  of  Brooklyn.  "Get 
me  a  bag  of  Japan  samples,"  he  barks  to 
workers  stretching  dough  and  tending 
ovens  below. 

Within  minutes  he's  got  his  hands 


A  PURE  NEW  YORKER  WON'T  TOLERATE  MINOR  ADULTERATIONS  LIKE  RAISIN! 


full  of  chocolate  chip,  peanut 
butter  and  banana  nut  bagels. 
Okay,  so  it's  more  Baskin-Rob- 
bins  than  Lower  East  Side.  The 
Japanese  happen  to  like  their 
baked  goods  on  the  sweet  side. 
Catering  to  their  tastes  has 
helped  this  once-sleepy  business 
rise,  bolstering  Bell's  top  line  by  about  a 
quarter  to  $1.2  million  a  year. 

It  wasn't  love  at  first  bite.  Bell  was 
peddling  almost  all  his  bagels  and  bialys 
to  stores  on  the  East  Coast  until  he  met 
Kanji  Kitamura,  a  Japanese  distributor, 
at  a  trade  show  in  1998.  They  decided  to 
introduce  Bell's  bialys— flatter  than  a 
bagel  and  hole-less,  they're  made  with 


water,  flour,  yeast,  salt  and  gro 
onions — to  Japan.  But  given  the  Jap 
ese  proclivity  for  sweets,  Bell  trie* 
reengineer  the  recipe  his  family's  b 
using  for  50  years,  adding  choccx 
chips,  apple-cinnamon  and  bluebe 
flavorings.  "They  had  me  putting  si 
in  my  bialys,"  says  Bell,  still  horrifie' 
the  recollection.  Still,  he  realized,  "If 
customer  wants  something  and  if  1 
going  to  pay  for  it,  you  make  it  happe 
But  the  Japanese  hated  them.  So 
tamura  encouraged  Bell  to  redesign 
bagels — a  minor  craze  in  Japan — fc 
ing  the  sweet  ingredients  into 
dough.  (A  pure  New  Yorker  will  i 
tolerate  even  minor  adulterations,  1 


raisins.)  They're  flying  off  shelves 
Tokyo  and  Osaka.  Sold  under  the  na 
Bagel  K,  with  "Made  in  New  Vol 
prominently  printed  on  the  label,  Be 
Japanese  bagels  make  up  about  20% 
his  sales.  Last  year  he  doubled 
freezer  space  and  hired  nine  additio: 
employees  to  help  meet  demand.  Bel 
selling  120,000  bagels  a  month  1 
$22,000  to  Kitamura.  The  additioi 
cost  of  sweet  flavorings  lowers  Bell's  i 
margins  to  4%.  But  the  boost  in  sa 
makes  it  worthwhile.  "I'm  still  a  lil 
guy,"  he  says.  "Japan  gave  us  a  big  kic 
There  could  be  a  kick  of  a  diffen 
sort.  In  Japan  Bell's  gourmet  bagels 
sent  frozen  to  department  stores,  wh 
they  cost  $1.20  to  $1.60  each — comp 
easily  against  supermarket  imports  1 
Lender's  and  Sara  Lee.  Quality  comp< 
tion,  however,  comes  from  fresh-bal 
bagels,  which  are  gaining  in  popular 
It  takes  five  weeks  for  Bell's  bagels 
journey  to  Japan  (they  can  last  up  to 
months).  Which  doesn't  cut  it  with  I 
young  women  who  flock  to  Hiro 
Okamoto's  E-Street  Bagels  in  Tok 
they're  served  bag 
only  a  few  hours  o 
"The  market  here  is 
ally  starting  to  recc 
nize  how  good  a  [fre: 
bagel  can  be,"  s: 
Okamoto. 


Racking  up 
profits:  Bell's 
bagel  business 
has  exploded 
since  he  began 
exporting  his 
baked  goods 
to  Japan. 
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Around  the  world,  the  future  of  Visual 
echnology  looks  bright  with  ViewSonic® 


Welcome  to  the  Visual  Revolution7." 

We  have  entered  the  new  information 
economy.  Where  demand  tor  niched 
content,  e-commerce,  business 
information  and  entertainment  will 
be  supplied  through  a  variety  of 
visual  and  communication  products 
and  services  from  ViewSonic. 

ViewSonic  is  leading  the  visual 
technology  revolution  with  OptiSync™ 
digital  displays  and  networked 
internet  appliances  designed  for  B2B 
and  B2C  commerce.  Look  for  our  lat- 
est display  technology  and  Internet 
appliances  designed  to  deliver  the 
ultimate  visual  communications 
experience  across  the  world  wide  web. 

ViewSonic,  the  #1  best  selling 
monitor  and  display  company  in  the 
USA*  is  working  hard  to  lead  the 
visual  technology  revolution  in  the 
information  economy.  Welcome  to 
the  Visual  Revolution™ 

For  more  information  visit: 
www.ViewSonic.com 


(800)  888-8583  •  Specifications  subject  to  change  without  notice.  •  Copyright©  2000,  ViewSonic  Corporation.  •  Corporate  names  and  trademarks  stated  herein  are  the  property  of  their  respective  companies. 
•  ViewSonic  ranks  as  United  States'  #1  best  selling  flat  panel  display  by  DisplaySearch  ( 02  '00 )  and  the  leading  non-captive  monitor  brand  by  Stanford  Resources,  Inc.  ( Momtrak  01  00 )  •  Ali  rights  reserved. 


Kitamura  argues  that  no  one  makes  a 
bagel — even  a  frozen  one — like  a  New 
Yorker,  and  that  will  keep  Bagel  K  in  de- 
mand. Bell,  however,  is  already  cooking 
up  plan  B.  He  is  currently  testing  a  cin- 
namon bun  for  Japan  and  says  he's 
pleased  with  early  taste  tests.  Hoping  to 
branch  further  abroad,  he  is  also  scouting 
for  distributors  in  Mexico  and  the  U.K. 
Bell  recently  borrowed  $300,000  to  buy  a 
custom-built  mixing  machine  that  he 
says  will  double  production  when  it  ar- 


rives this  spring.  And  to  house  all  that 
dough,  Bell  is  negotiating  to  buy  another 
.  building  to  expand  his  bakery.  Global- 
ization, even  on  a  tiny  scale,  has  led  to 
other  modernizations.  "Look  at  that,"  ex- 
claims Bell,  46.  "We  got  a  computer!" 

Quite  a  change  for  the  little  neigh- 
borhood bakery  his  dad  took  over  in 
1947.  Bell  started  working  alongside  his 
father  in  the  1950s,  and  had  to  stand  on 
a  milk  crate  to  reach  the  dough.  The 
bakery  has  grown  sevenfold  since 


then — mostly  on  Bell's  watch. 

He  also  hopes  to  see  his  U.S.  s; 
grow.  Bell  aims  to  push  traditional  bia 
which  originated  in  Poland's  Bialyst 
on  snackers  across  America  beginn 
on  the  eastern  seaboard.  He's  paying 
a  supermarket  ad  campaign — "What 
bialy?" — designed  to  educate  non-N 
Yorkers.  But  those  Americans  may  be 
even  tougher  sell  than  the  Japanese.  1 
a  whole  lot  of  folks  are  eager  to  h 
onion  breath  at  9  a.m. 


Jonathan  Coon  hafUfflta  thriving 
company  by  flouting  the  law— and 
stealing  business  from  optometrists 
Can  they  shut  him  down? 


BY  NAT  UAH  VARDI 


Making  contact: 
Coonhas 
customers  from 
all  over  the 
country— and 
plenty  of 
lawsuits,  too. 


YOU  WOULD  THINK  A  GUY  WHO 
was  raised  by  Mormons  and  at- 
tended Brigham  Young  Univer- 
sity would  know  how  to  keep  his  nose 
clean.  But  trouble  always  seems  to  find 
Jonathan  Coon,  who  sells  replacement 
contact  lenses  at  an  average  20%  below 


suggested  retail  prices.  He  started 
hawking  them  as  a  college  sophomore, 
a  means  to  earn  pizza  money.  There 
were  pesky  school  regulations  that  out- 
lawed using  his  dorm  phone  for  com- 
merce. So  he  rigged  a  system  where 
clients  who  dialed  his  business  line  were 


told  that  while  all  sales  reps  were  bu 
they  could  record  their  order  aj 
someone  would  respond  shortly. ' 
was  really  pathetic,"  says  Coon.  "> 
pager  would  ring  in  class,  and  I  wot 
respond  during  breaks." 

Coon,  30,  is  now  in  a  much  high 
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in 


Every  business  needs  to  drive  strategic  growth, 
srove  processes,  reduce  operating  complexity  and 
rease  corporate  flexibility.  And  every  business  needs 
understand  how  to  do  this  through  e-Commerce. 
Baan  is  a  global  software  player  and  has  the 
sertise  and  products  to  deliver  just  that. 

Our  software  is  at  the  very  cutting  edge  of 
:hnology  and  supports  every  facet  of  business 
Dcesses  including  manufacturing,  distribution, 
d  transportation. 

And.  of  course,  we  can  guarantee  absolute 


integration  across  your  business  processes. 

Added  to  which,  we're  now  backed  by  Invensys. 

listed  on  the  London  Stock  Exchange  with  global 
sales  of  US$11  billion. 

This  alignment  will  ensure  we  now  have  even 
more  muscle  to  compete  harder  in  today's 
dynamic  market-place.  Providing  our  customers 


such  as  DARA  (UK),  Komatsu  (Japan).  Volkswagen 
(Germany)  and  Verizon  (US)  with  even  greater 
levels  of  service,  and  products  that  can  drive 
their  business  performance  even  further. 

Hardly  surprising  then  that  we  believe  there's 
never  been  a  better  time  to  become  one  of  our 
customers. 


Software  Systems 


stakes  game.  His  five-year-old  com- 
pany, Draper,  Utah-based  1-800  Con- 
tacts, is  the  nation's  largest  direct  mar- 
keter for  lenses,  a  market  worth  $3.7 
billion  a  year. 

Contacts  netted  $6.1  million  on  rev- 
enues of  $98.5  million  in  the  fiscal  year 
ended  Jan.  1,  2000,  but  success  has 
earned  him  no  respect  from  large  lens- 
makers  like  Bausch  &  Lomb  and  John- 
son &  Johnson,  which  refuse  to  sell  di- 
rect to  him.  He  has  also  won  the  hatred 
of  optometrists,  who  are  losing  the 
most  profitable  part  of  their  business  to 
him,  and  has  accumulated  more  suits 
than  the  Duke  of  Windsor's  closet. 

The  sale  of  contact  lenses  is  a 
strange  business,  regulated  by  different 
state  laws.  Georgia,  for  instance,  re- 
quires a  face-to-face  transaction;  in 
Texas  and  California,  dispensers  must 
be  licensed.  In  most  states  contact 
lenses  can  be  sold  only  with  proof  of  a 
valid  prescription — either  a  prescrip- 
tion blank  or  some  form  of  approval 
from  an  ophthalmologist  (they're  the 
M.D.s)  or  an  optometrist,  who  makes  a 
living  largely  on  the  stuff  she  sells,  con- 
tact lenses  among  them.  When  Coon 
approaches  optometrists  to  confirm  a 
prescription,  as  he  often  must,  few  take 
his  calls.  Especially  since  only  26  states 
legally  require  their  optometrists  to  re- 


The  Evolution  of  the  Vision  Thing 


1508 

Leonardo 
da  Vinci 
sketches 
several, 
forms  of 
contact  lenses. 

1936  New  York 
optometrist 


William 
Feinbloom 
fabricates 
the  first 
American- 
made  con- 
tact lenses  (out 
of  plastic).  Hard 
lenses  become 
popular  by  1950s. 


1971  The  soft 
lens  becomes 
available  for 


nia  optometrist  Craig  Steinberg  filed  for 
an  injunction  to  stop  the  company  from 
selling  lenses  to  his  clients.  The  case 
bounced  between  a  few  jurisdictions  be- 
fore landing  in  Los  Angeles  Superior 
Court,  where  Steinberg  decided  addi- 
tionally to  pursue  restitution  for  all  the 
state's  contact  lens  consumers.  The  case 
is  still  pending,  as  are  two  suits  that  were 
brought  forward  last  year  by  the  Kansas 
and  Texas  boards  of  optometry,  which 
allege  that  Contacts  does  not  sell  its 
merchandise  in  accordance  with  their 
respective  state  laws.  The  boards  say 
they  are  distressed  over  the  potential 
harm  an  outdated  or  unsuitable  contact 
lens  can  cause,  making  verification  of  a 
valid  prescription  essential.  When  the 
suits  are  heard,  a  parade  of  experts  can 
be  expected  to  testify  that  an  improper 


COON  HOPES  THE  CASE  WILL  CAUSE  A  CHAIN  OF 
EVENTS  SIMILAR  TO  THE  REVOLUTION  IN  EYEGLASSES. 


lease  prescriptions. 

That's  a  problem  for  Contacts, 
which  sells  almost  half  of  its  replace- 
ment lenses  over  the  phone — the  rest 
over  the  Internet  or  by  mail  order. 
Coon  insists  he  does  his  best  to  follow 
the  letter  of  the  law,  requiring  cus- 
tomers to  provide  their  eye  practi- 
tioner's phone  number  and  trying  to 
contact  the  practitioner  before  com- 
pleting a  transaction.  Still,  as  the  com- 
pany's 10-K  says,  a  significant  portion 
of  sales  do  not  comply  with  state  laws. 

The  lawsuits  started  shortly  after 
Contacts  went  public  in  1998  and 
started  trading  on  the  Nasdaq.  Califor- 


lens  can  painfully  scar  the  cornea  and 
potentially  lead  to  vision  problems  and 
even  partial  blindness. 

Coon's  response:  If  the  business  is 
such  a  hazard,  where  are  the  personal  li- 
ability suits  from  the  3  million  contact 
lenses  he  has  sold?  Not  one  has  been 
filed.  Investors  must  think  the  state  laws 
are  not  enforceable  either:  They  have 
driven  up  the  share  price  155%  this  year 
to  $35,  or  40  times  trailing  earnings.  For 
the  six  months  ended  July  1,  sales  are  up 
45%,  and  net  income,  1 75%. 

The  suits  haven't  exactly  blindsided 
Coon.  He  anticipated  them  as  he  wrote 
his  business  plan  while  attending  BYU's 


commercial  distri- 
bution in  the  U.S. 

1987  Disposable 
soft  contacts  first 
introduced. 

1995  Daily 
disposable  lenses 
hit  the  market. 


business  school.  He  won  a  school-spoi 
sored  competition  with  that  plan,  th< 
bought  the  rights  to  his  toll-free  digi 
from  a  North  Carolina  real  estate  agei 
for  $160,000.  "The  day  I  activated  tl 
number  I  got  100  calls  without  spem 
ing  a  penny  on  advertising,"  says  Coo 
And  there's  one  legal  challenge  th 
could  break  Coon's  way.  A  $600  millic 
antitrust  suit- — filed  by  32  state  attorne 
general  against  the  American  Optome 
ric  Association,  Johnson  &  Johnso 
Bausch  &  Lomb  and  others — would  for 
manufacturers  to  sell  replacement  di 
posable  lenses  to  all  retailers.  It  is  set  to  j 
to  trial  in  a  Jacksonville,  Fla.  federal  distri 
court  next  March.  One  defendant,  Ciba 
ision,  the  second-largest  U.S.  maker 
lenses,  settled  and  started  selling  to  Coo 
Coon  hopes  the  case  will  set  in  mi 
tion  a  chain  of  events  sim 
lar  to  the  one  that  revoli 
tionized  the  market  f< 
eyeglasses  in  the  ear 
1980s.  In  1978  the  Feder 
Trade  Commission  □ 
quired  optometrists  to  release  eyegla 
prescriptions,  allowing  chains  HI 
Lenscrafters  to  spring  up.  The  FTC  h 
thus  far  refused  to  make  a  comparab 
move  with  contact  lenses.  So  has  tl 
Food  &  Drug  Administration,  whi< 
has  some  jurisdiction  in  this  area  sin 
lenses  are  considered  medical  devia 
The  FDA  says  it  is  looking  into  the  sa 
of  contact  lenses  over  the  phone  ar 
the  Internet,  and  will  hold  the  seller  r 
sponsible  for  any  problems. 

But  until  the  complaints  from  cu 
tomers  start  pouring  in,  Coon  stands 
pretty  good  chance  of  holding  on  to 
thriving  business. 
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It  takes  more  than  one  basket. 


i 


)ne  basket  definitely  isn't  the  right  approach, 
lile  you  could  do  well  by  putting  everything  in 
stocks.  But  today's  market  demands  a  broader 
ent  strategy. 

/alue  investing  can  be  a  good  way  to  diversify, 
you  a  significant  upside  potential  because 
f  equities  when  they're  'out  of  season.' 
JChen  the  market  recognizes  these  stocks 
en  undervalued...  suddenly  their  prices  aren't 
anymore." 

Bob  Froehlich,  Vice  Chairman,  Global  Strategist 
Kemper  Funds  Group* 


Kemper-Dreman 
High  Return  Equity  Fund 

KDHAX  (as  of  9/30/00) 

Past  performance  is  no  guarantee 
of  future  results. 

1039% 

One 
'  Year 

16.49% 

,  Five 
Year 

20.21% 

Ten 
Year 

Talk  to  your  financial  representative  about 
the  long-term  thinking  behind  every  Kemper 
fund.  And  visit  us  at  www.kemper.com 
for  detailed  market  commentaries  written 
by  Bob  Froehlich. 

1-800-KEMPER5 


KEMPER  FUNDS 

Long-term  investing  in  a  short-term  world" 


Mutual  Funds 


Annuities    -    Retirement  Plans 


■inions  and  forecasts  expressed  are  those  of  Bob  Froehlich  as  of  8/00  and  may  not  actually  come  to  pass.  This  information  is  subject  to 
9  at  any  time,  based  on  market  and  other  conditions,  and  should  not  be  construed  as  a  recommendation  of  any  specific  security. 

the  fund's  concentration  in  the  financial  sector,  the  fund  may  be  subjected  to  greater  share  price  volatility  than  a  more  diversified 
io.  Adjusted  average  annual  total  returns  as  of  9/30/00.  Investment  returns  and  principal  value  will  fluctuate,  so  shares,  when 
ned,  may  be  worth  more  or  less  than  original  cost.  The  returns  include  the  maximum  sales  charge  of  5.75%  for  Class  A  shares.  The 
>  measure  net  investment  income  and  capital  gain  or  loss  from  portfolio  investments  assuming  reinvestment  of  dividends.  Different 
s  of  shares  are  offered,  and  their  performance  will  vary  because  of  differences  in  loads  and  fees  paid  by  shareholders  investing  in 
nt  classes. 

e  number  above  for  a  prospectus  containing  more  complete  information,  including  management  fees  and  expenses.  Please  read  it 
lly  before  you  invest  or  send  money. 

;iness  Unit  of  Scudder  Kemper  Investments,  Inc. 

ckens  (or  eggs)  were  harmed  in  the  making  of  this  ad. 

D  Kemper  Distributors,  Inc.  1121080-A  (10/23/00) 


STRIKING  OUT 


Robert  Clegg  has  a  nifty  idea  for 
entertaining  bored  fans  at  sporting 
events.  If  only  someone  would  buy  it. 

BY  CHANA  R.  SCHOENBERGER 

DOWNTIME  AT  PROFESSIONAL  SPORTS 
events  is  a  drag  for  everyone  but  the 
athletes.  Fans  head  for  the  exits 
when  the  Zamboni  roars  onto  the  ice. 

Robert  Clegg  thinks  he  has  a  way  to 
keep  fans  in  their  seats:  interactive 
videogames  played  on  existing  arena 
Jumbotrons.  Through  his  New  York- 
based  company,  Istadium,  Clegg  is 
pitching  a  system  of  noise-sensitive  mi- 
crophones and  computers  that  allow 
fans  to  compete  in  video  scrimmages 
against  one  another.  The  Istadium  sys- 
tem measures  how  loudly  fans  yell  when 
teams  on  the  video  board  need  to  hit  a 
ball  or  slap  a  puck.  Their  enthusiasm — 
or  lack  of  it — determines  which  video 
team  gets  on  base  or  scores  a  goal. 

Paul  Barto,  head  of  game  entertain- 
ment for  hockey's  Pittsburgh  Penguins, 
is  among  the  stadium  and  league  man- 
agers who  have  seen  a  demo  of  Clegg's 
game  system  and  profess  to  like  it.  But 
they  aren't  buying  it.  Barto  took  a  pass 
when  he  couldn't  get  corporate  spon- 
sors to  advertise  on  the  screen.  Venture 
capitalists  have  said  no,  too. 

Despite  100  presentations  to  sta- 
dium managers,  sports  league  executives 
and  potential  investors  since  1996,  Clegg 
has  raised  just  $235,000  from  angels, 
friends  and  family.  Clegg,  a  former  com- 
puter programmer,  pumped  $95,000  of 
his  own  money  into  the  company.  That 
includes  a  second  mortgage  he  took  out 
on  his  mother's  house  in  Hudson,  Ohio. 

All  the  more  galling  because  Clegg 
stood  by  for  years  as  VCs  flung  money  at 
rival  ventures,  like  ChoiceSeat,  which  has 
raised  $27  million.  "I  keep  asking  myself, 
is  it  me?  Is  it  the  idea?"  frets  Clegg. 

ChoiceSeat's  seat-side  computers 
allow  fans  at  a  number  of  stadiums,  in- 
cluding Tropicana  Field  in  St.  Petersburg, 
Fla.,  to  order  hot  dogs  and  beer  or  pull 
up  a  player's  stats.  Tired  of  trying  to  beat 


his  rival,  Clegg  may  sell 
ChoiceSeat  a  license  to  fea- 
ture the  games  on  their 
computer  screens. 

Clegg  is  not  ready  to 
head  for  the  showers — 
yet.  He  recently  turned 
down  a  merger  offer  from  USFans,  a 
Boca  Raton,  Fla.  company  that  licenses 
fan  clubs  across  the  country,  making 
money  from  membership  fees  and  ad- 
vertising. Merger  terms  would  have 
kept  Istadium  alive  for  about  five  more 
months,  but  Clegg  sees  bigger  potential 
profit  in  selling  his  system  to  stadiums 
with  a  better  established  partner. 

For  the  stadiums  cost  is  an  issue. 
Istadium  users  agree  to  pay  a  one-time 
fee  of  $35,000  or  give  Istadium  as  much 
as  75%  of  the  revenue  they  get  from 
companies  sponsoring  Jumbotron 
games.  That's  a  big  investment  for  sta- 
dium managers  who  would  rather 
spend  money  on  the  bathrooms  or  the 


parking  lots.  "It's  one  of  the  things 
my  hit  list  to  get,  but  I  have  some  I 
ger-ticket  items  that  I  need,"  a 
Killeen  Mullen,  vice  president  of  ga 
operations  and  special  events  at  the 
Palace  Arena  in  Tampa. 

Clegg  may  have  to  lower  the  pr 
or  increase  his  offerings — like  addin 
trivia-question  element — before  sta 
urns  bite.  But  that  will  cost  money,  a 
Clegg  is  barely  getting  by.  Evicted  tw 
he  recently  sold  his  car  and  his  guifl 
for  living  expenses.  Unable  to  pay 
lawyer,  he  offered  a  sliver  of  equity 
Istadium.  (Clegg  still  owns  90% 
traded  a  seat  on  Istadium's  board  for 
nancial  advice  and  cubicle  space  fro 
financial  consultant  Norman  Rc 
Down  to  his  last  funds,  he  needs  to  la 
$2  million  within  six  months. 

"It's  like  throwing  a  high  schfl 
party,"  he  says.  "Either  everyone  con 
or  no  one  shows."  For  Clegg,  this  pa 
could  be  over  soon. 
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Wireless. 


Limitless. 


When  Paytrust  wanted  to  offer  their  leading  online,  bill  management  service  to  wireless  customers,  they  came 
to  Everypath.  Smart  move.  Because  later  when  they  extended  their  infrastructure  with  XML,  it  wasn't  a  problem 
We  converted  their  wireless  application  and  they  didn't  have  to  lift  a  finger.  More  importantly  their  customers 
didn't  notice  a  thing.  Bottom  line  is,  from  now  on  Paytrust  can  focus  on  what  they  do  best  and  we'll  handle 
the  wireless  stuff.  New  device?  No  sweat.  New  platform?  No  problem.  We  didn't  just  take  them  wireless. 
We  future-proofed  their  business.  No  wonder  we've  been  awarded  one  of. Forbes  "Best  of  the  Web"  Top  25 
B-to-B  companies.  For  a  complete  case  study  visit  us  at  www.everypath.com  or  call  us  at  1-800-968-5943. 

everypath 

get  mobilized 


Copyright  ©  2000.  Everypath  and  the  Everypath  logo  are  trademarks  of  Everypolh,  Inc.  All  rights  reserved 


TECHNOLOGY 


COMPUTERS 


Sharing 
Power 

Linking  thousands  of  PCs  was  a  neat  way  to  hunt 
for  space  aliens.  Now  it's  a  serious  business  tool. 


BY  BRUCE  UPBIN 

NANCY  DAVIS  DIDN'T  WANT 
to  spring  for  another  $10 
million  supercomputer, 
but  she  has  needs.  As  a 
technology  manager  at  jet- 
engine  maker  Pratt  & 
Whitney,  she  supports  engineers  who 
must  simulate — in  3-D — the  structural 
and  fluid  effects  of  superhot  gases  rush- 
ing at  425  miles  per  hour  through  en- 
gine turbine  blades  that  spin  at  9,000 
revolutions  per  minute. 

One  night  a  few  years  ago,  after  the 
staff  had  left,  she  surveyed  the  company's 
design  center  in  East  Hartford,  Conn, 
and  counted  hundreds  of  powerful  Unix 
workstations  sitting  idle  but 
ready.  What  a  wasted  re- 
source. So  her  staff 
rewrote  software  to 
chop  up  structural 
analysis  into  small 
chunks  and  dis- 


JP MORGAN 


Uses  250  PCs  in 
London  offices  to 
crunch  interest  rate 
derivatives  trades  when 
users  are  at  lunch. 


I 


tribute  them  to  5,000 
workstations  to  process 
overnight. 

The  result:  a  virtual 
supercomputer  capable 
of  crunching  6  trillion 
floating  point  opera- 
tions per  second,  or  6 
teraflops,  equivalent  to 
one  of  the  ten  most 
powerful  computers  in 
the  world.  "It's  essen- 
tially free  since  we  al- 
ready use  them  during 
the  day,"  Davis  says.  It 
works  so  well  she  plans  to  add  13,000 
PCs  to  the  effort. 

Lashing  together  multiple  proces- 
>»>^   sors  to  create  a  virtual  super- 
-ye^i,     computer  is  a  popular  parlor 
trick  in  academia  and  gov- 
ernment research.  Now 
such  "distributed  pro- 
cessing" is  beginning  to 
solve  thorny  business 
problems,  from  complex 
graphics  to  risk  analysis 
to  design. 
J.P.  Morgan,  Intel,  Mi- 
crosoft, Boeing  and  others  har- 


Nancy  Davis,  director  of  IT  at  Pratt  &  Whitney.! 


ness  their  far-flung  PCs  to  perform — j 
the  cheap — intense  computation  tJ 
was  previously  impossible  or  too  cosl 
Now  a  slew  of  new  firms  are  racing 
enlist  thousands  of  individual  PC  ow 
ers  to  join  their  "grids,"  aiming  to  re 
out  this  parallel  power  to  computatio 
hungry  clients  for  a  fee. 

Such  schemes  gained  fame  with  t 
project  known  as  SetiAtHome  (f 
Search  for  Extraterrestrial  Intelligenc 
(FORBES,  Nov.  15,  1999).  Started  in  la 
1998,  the  space-alien  hunt  has  recruit 
the  owners  of  2.5  million  PCs,  tappi 
their  machines'  idle  processing  time 
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Runs  structural  and  fluid 
dynamics  simulations  for 
jet-engine  turbines  on 
5,000  workstations  at 
once  when  the  engineers 
go  home  for  the  day. 

search  small  chunks  of 
radio  telescope  data  for 
patterns  that  might  signal 
intelligent  life  elsewhere 
in  the  cosmos.  Despite  25 
teraflops  of  computing 
power,  SetiAtHome  has 
not  yet  spotted  any  little 
green  men.  But  it  has  in- 
spired other  schemes,  in- 
cluding a  Stanford  Uni- 
versity study  of  how 
protein  chains  fold  in  on 
themselves  and  a  global 
weather-forecasting 
model  at  the  Rutherford 
Appleton  Lab  in  Britain. 

Cool  stuff,  but  now 
serious  money  is  pouring 
into  the  concept.  The 
firm 


venture-capita 
Kleiner  Perkins 
nvested  $6  million  in 
rata,  a  Menlo  Park, 
I  upstart.  Entropia  of 
Diego  has  raised  $7.5 
on  from  Mission  Ven- 
.  and  others  in  May. 
ed  Devices,  based  in 
in,  Tex.,  raised  $13 
an  from  Softbank 
Oak  Investment 
lers  in  August, 
he  new  ventures 
ally  sell  software 
lets  a  company 
together  hundreds 


PIXAR 


Operates  a  dedicated 
"render  farm"  of  Sun 
UltraSparc  servers 
that  collaborate  to 
draw  animated  films. 


or  thousands  of  PCs  in-house;  they  also 
hope  to  line  up  home  PCs  for  corporate 
tasks,  although  the  outlook  at  that  end 
of  the  market  is  questionable. 

The  parallel  push  underscores  two 
truths  in  computing:  First,  that  today's 
Pentium  III  computers  are  so  embar- 
rassingly overpowered  that  users  tap 
only  5%  of  the  real  muscle  available; 
and  second,  that  sharing  "peer-to-peer" 
functions  is  rapidly  becoming  com- 
monplace, from  Napster  music  down- 
loaded by  38  million  people  to  content, 
bandwidth  and  storage. 

The  cost  savings  can  be 
enormous.  Intel  figures  it  has 
saved  $500  million  in  hard- 
ware costs  over  ten  years  by 
using  a  homegrown  applica- 
tion called  NetBatch,  which 
sits  on  thousands  of  work 
stations  around  the  world. 
When  a  designer  is  ready 
to  test  part  of  a  new 
chip  layout,  his  work- 
station uses  NetBatch 
to  find  all  the  other  ma- 
chines on  the  network 
that  are  idle,  whether 
they  are  in  Ireland  or  China 
or  the  U.S.,  and  feed  the  job  to 
them.  Intel's  workstations  are  now 
used  80%  of  the  time,  up  from  30%. 

"This  was  one  of  our  little  secrets  that 
we  didn't  want  to  disclose,"  says  Robert 
Knighten,  peer-to-peer  evangelist  with 
Intel's  Enterprise  Architecture  Lab,  which 
develops  software  for  big  systems.  "But 
in  the  past  few  years  a  lot 
of  companies  have  devel- 
oped similar  applications." 

For  the  past  year  J.P. 
Morgan  has  been  simulat- 
ing trades  in  interest  rate 
derivatives  on  250  PCs  in  its 
London  offices.  It  had  al- 
ways used  powerful 
Sun  workstations  for 
such  risk  modeling, 
but  it  was  getting 
too  expensive.  With 
the  cheap  new  mus- 
cle added,  J.P.  Mor- 
gan can  do  complex 


INTEL 


Saved  $500  million 
over  ten  years  in 
hardware  costs  by 
using  idle  PCs  to  test 
new  chip  designs. 


calculations  that  were  prohibitively  ex- 
pensive and  time-consuming,  such  as 
running  a  trade  through  scenarios  for 
both  interest  rate  fluctuation  and  mar- 
ket volatility,  rather  than  looking  at  just 
one  variable  at  a  time. 

The  investment  bank  had  looked  at 
renting  processing  cycles  from  super- 
computing  centers  in  Illinois  or  Min- 
neapolis, but  it  chose  to  keep  the  work 
in-house.  "We  would  be  seriously  inter- 
ested in  doing  it  over  the  Net — with 
good  encryption,"  says  Michael  Liber- 
man,  a  J.P.  Morgan  vice 
president.  "Our  problem 
is  limitless;  there  will  al- 
ways be  more  risks  we 
want  to  analyze." 

In  September  BEA 
Systems,  the  big  e-com- 
merce  softwaremaker 
in  San  Jose,  Calif., 
started  using  link- 
ing software  from 
a  shop  called  Pop- 
ular Power  to  test 
the  new  version  of 
its  Weblogic  Server 
software.  Ordinar- 
ily, BEA  buys  or  rents 
server  time  to  simulate 
shoppers  bombarding  a  Web 
store  running  Weblogic. 

Web  hosts  can  charge  up  to 
$200,000  to  run  one  of  these  tests.  So 
BEA  instead  installed  Popular  Power's 
software  and  a  testing  program  on  50 
powerful  Windows  NT  boxes  in  its  San 
Francisco  offices.  Each  can  simulate  50 
to  100  shopping  transactions  at  once, 
whenever  a  PC  is  unused  for  six  min- 
utes or  so  during  the  day  and  contin- 
uously at  night.  "Right  now  we're  just 
proving  the  concept,  but  the  savings 
are  in  the  tens  of  thousands  of  dol- 
lars," says  Boris  Chen,  a  BEA  manager. 

Boeing  uses  an  even  more  complex 
distributing  program,  called  Legion, 
from  Applied  MetaComputing.  It 
hooks  up  hundreds  of  computers 
around  the  world  to  get  them  talking  to 
one  another  at  the  same  time  to  calcu- 
late acoustic  and  electromagnetic  ef- 
fects on  the  fuselages  of  fighter  planes 
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when  they  are  in  steep 
angles  of  attack.  Unlike 
SetiAtHome-type 
projects,   in  which 
data  are  crunched  in- 
dependently on  dis- 
parate PCs,  Legion  can 
run  tasks  requiring  some 
synchronization  ("Don't  do 
that  until  I  do  this."). 

The  idea  of  new  businesses  seeking 
to  tap  the  slumbering  processing  power 
on  thousands  of  home  PCs  sounds  en- 
ticing, but  the  models  are  far  from 
proven.  Although  the  at-home  pitch 
worked  well  for  the  Seti  project,  busi- 
nesses are  likely  to  keep  their  proj-ects 
behind  company  firewalls. 

Handing  off  sensitive  corporate  data 
to  unknown  PCs  over  the  public  Internet 
poses  serious  technical  and  security  is- 
sues. PCs  vary  in  power,  operating  sys- 
tems and  availability.  If  a  participant 
shuts  down  his  PC  during  a  crucial  bit  of 
computation  to  vacation  for  two  weeks, 
it  must  be  reassigned.  Limited  band 
width  can  jam  up  traffic,  forcing 
some  slices  of  processing  to 
wait  in  long  queues.  And 
while  data  can  be  encrypted  in 
transit,  they  have  to  be  decrypted 
while  a  hard  drive  does  its  work. 


Uses  program  called 
Legion  to  model  the 
fluid  dynamics  of  air- 
plane wings  on  far- 
flung  workstations. 


That  invites  prying 
eyes  to  piece  opera- 
tions together. 
On  the  demand  side,  the 
bulk  of  customers  currently  tapping 
into  these  public  grids  are  not-for-prof- 
its  in  search  of  freebies:  AIDS  re- 
searchers at  the  Scripps  Research  Insti- 
tute, modeling  the  molecular 
interaction  of  new  drugs  and  the  body's 
cells;  chemists  studying  protein-folding 
at  Stanford  University. 

Amassing  a  huge  supply  of  clock  cy- 
cles won't  be  easy,  either.  SetiAtHome 
had  no  problem  recruiting  because  the 
spacey  project  became  a  competitive 
sport  for  engineers.  So  the  firms  push- 


ing home-PC  projects  resort  to  brib 
DataSynapse  issues  "flooz,"  a  ft 
of  digital  currency.  Porivo  Technola 
offers  a  shot  at  a  free  mountain  b 
Popular  Power  and  other  entrants  n 
a  microtransaction  system  that  will 
cumulate  monthly  payments  for  tD 
who  sign  up. 

For  PC  owners,  this  won't  be  a 
rich-quick  scheme;  by  some  estimi 
they  will  be  lucky  to  earn  $10  or  $ 
month.  Adam  Pavlacka,  a  vice  presic 
at  Mithral  Communications  &  Des( 
which  develops  power-sharing  softv 
for  businesses,  cautions:  "The  IK) 
going  to  laugh  if  you  do  this  to  dec 
the  cost  of  your  computer." 

Maybe  so,  but  this  new  power-s| 
ing  offers  companies  a  rare  opportu 
in  high  tech — a  chance  to  tap  sleep 
PCs  that  were  all  too  powerful  to  be 
with,  and  to  make  the  most  of  w 
languishes  on  employees'  desks. 


OPTION  #3 
PUBLIC  INTERNET 


T 


PROS: 

-Inexpensive 
-Mass  opportunity, 
-Stress  testing 
▲ 


CONS: 

-Security  issues 

-Reliability 

-Latency 
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OPTION  #1 
CORPORATE  INTRANET 


PROS:  CONS: 
-Secure  -Limited  by  computing 

-Reliable        assets  of  company 
-Cost  Savings    -Potentially  invasive 
to  workflow 


PROS:  CONS: 
-More  power  -Costly 
-Stable         -Less  Set 


Power  to  the  Gri 

n  one  distributed  processing 
scenario,  an  automotive 
engineer  rendering  a  car  boc 
design  breaks  up  the  image 
into  tiny  chunks  and  routes  it  ti 
PCs  either  within  a  company 
firewall  or  at  a  data  center— or  to  a 
vast  pool  of  PCs  over  the  Internet. 


DESIGNER  OF  CAR  PROTOTYPE  DISTRIBUTES  TASK 
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j  will  you  use  it? 


;  offers  you  the  flexibility  to  use  your  memory  card  in  handheld  PCs, 
ameras,  digital  music  players,  laptops,  smart  phones,  digital  video  recorders 
and  more.  Our  high-performance  MultiMediaCard, 
CompactFlash™  and  SmartMedia™  memory 
—  cards  offer  compatibility  with  most 

portable  digital  devices.  And  with 
SanDisk's  FlashPath™  adapter  and 
ImageMate™  reader  you  can  quickly 
LBM"'""*^  and  easily  transfer  data  from  your 

{4|H  memory  card  to  your  computer.  With 

the  best-selling  memory  solutions  from 
SanDisk,  there  are  so  many  possibilities. 
Visit  your  local  reseller  or  see  us  at 
R<       ss.  ■  www.sandisk.com/forbes/. 


More  Memory.  More  Possiblities. 


'.he  SanDisk  logo  are  registered  trademarks  and  CompactFlash  and  ImageMate  are  trademarks  of  SanDisk  Corporation.  FlashPath  is  a  trademark  ofSmartD'i. 


nark  of  Toshiba  Corporation. 
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THE  WEB 


Control  Geeks 

Web  sites  bombard  us  with  billions  of  banner  ads.  Avid 
surfers  want  to  dodge  the  deluge.  Arm  both  sides  with  shrewd 
software  and  you  have  the  makings  of  a  nasty  little  war. 


Dion  and  Amy 
Lim  side  with 
surfers  tired  of 
Web  ads.  They 
may  also  be  on 
the  wrong  side 
of  the  law. 


BY  ERIKA  BROWN 

DION  LIM  SITS  IN  THE  Liv- 
ing room  of  his  posh 
apartment  high  above 
downtown  San  Fran- 
cisco, comfy  in  black 
slippers  and  calmly  talk- 
ing about  his  new  busi- 
ness while  holding  hands  with  his  wife. 
They  are  a  lawsuit  waiting  to  happen. 

Last  month  Lim  and  wife,  Amy,  both 
32,  released  Bannerama,  free  software 
that  wipes  out  banner  ads  on  Web  sites 
and  replaces  them  with  content  of  the 
user's  choosing  -  tidbits  on  foreign  lan- 
guages and  trivia  and,  eventually,  wine, 
cooking  and  golf.  "People  already  use 
the  natural  blocking  software  in  their 
brains  by  ignoring  banners,"  he  says. 
"We  want  to  give  the  user  the  power  to 
do  what  he  wants  with  that  space." 

Lim,  who  earlier  cofounded  the 
popular  Epinions.com  site  that  lets 
users  sound  off  in  product  reviews, 
adds  insult  to  injury.  He  plans  to  paste 
his  own  ads  over  one  in  every  four  ban- 
ners that  his  software  will  obliterate, 
piggybacking  on  top  of  a  slot  paid  for 
by  someone  else.  "Some  sites  will  be 
upset  by  this,"  he  admits,  but  he  isn't 
worried  about  lawsuits. 

He  should  be.  "Someone  talking 
about  replacing  banner  ads  with  ones 
he  sells  is  attempting  a  technology  war," 
warns  Christopher  Kelly,  chief  privacy 
officer  at  ExciteAtHome.  Lim  could  be 
liable  for  a  Web  site's  loss  of  ad  impres- 
sions and  any  gains  he  brings  in,  says 
David  Kramer,  a  lawyer  at  Wilson  Son- 
sini  Goodrich  &  Rosati  in  Palo  Alto.  A 
court  could  shut  him  down. 

"The  law  does  not  like  free  riders — 


those  who  reap  what  they  do  not  sow — 
and  that's  clearly  what  this  guy  is 
doing,"  Kramer  says. 

A  war  is  raging  on  the  Web,  pitting 
ad-bombarded  users  against  ad-selling 
Web  sites.  At  stake  is  nothing  less  than 
control  of  the  PC  screen — what  you  can 
access  on  the  Web,  what  you  must  look 
at  and  how  closely  others  are  allowed  to 
watch  you  while  you  do  it. 

Ad-blocking  is  but  one  front  in  this 
bout  of  electronic  warfare.  While  Web 
sites  sharpen  their  techniques  to  track 
user  behavior  and  make  their  ads  ever 
more  personal,  their  nemeses  forge 
tools  that  disable  tracking,  cover  a  Web 
site  with  unauthorized  commentary  or 
replace  original  content  with  their  own. 
In  a  sense,  they  are  personalizing  the 
Web  right  back. 

Caught  in  between  is  the  average 
Web  visitor,  who  is  blasted  with  520 
marketing  messages  each  day  and  could 
have  to  endure  double  that  clutter  in  a 
few  years,  estimates  Jupiter  Research. 
Yahoo  spewed  out  8.8  billion  ad  impres- 
sions in  just  the  past  month  or  so. 

Free  ad-blocking  software  is  prolif- 
erating, including  such  tools  as  Ad- 
Killer,  Ad  Muncher  and  PopUp  Hunter. 
Most  of  these  programs  can  recognize 
the  domain  name  of  an  ad  server  that  is 
about  to  beam  out  a  new  spot  as  you 
open  a  new  page.  They  block  the  ad  and 
leave  a  blank  rectangle  in  its  place, 
sometimes  filling  it  in  with  another 
image.  Fans  brag  they  can  surf  up  to 
three  times  as  fast  once  they  preempt 
bandwidth-sucking  ads. 

If  this  stuff  catches  on,  Web  sites 
have  a  lot  to  lose.  Online  ads  will  bring 
in  $5.3  billion  in  total  revenue  this  year, 
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Jupiter  says,  and  could  triple  in  five 
years.  Advertisers  may  be  miffed,  but 
they  are  somewhat  helpless.  They  have 
no  way  of  knowing  whether  an  ad  was 
blocked,  because  the  offending  software 
resides  not  on  a  Web  server  but  on  a 
user's  own  hard  drive. 

"It  makes  it  more  of  a  challenge  for 
online  marketers,"  says  Robert  Bethge, 
chief  marketing  officer  at  Datek,  the 
online  brokerage  that  spent  $40  million 


rent.  Utok,  with  $5  million  in  funding, 
mainly  from  Deutsche  Telekom,  aims 
to  license  its  technology  to  other  Web 
sites  to  let  them  slap  links  and  logos  on 
user  notes. 

A  small  outfit  named  Third  Voice 
was  among  the  first  to  let  users  paste 
over  Web  sites  with  the  online  equiva- 
lent of  Post-it  Notes  (FORBES,  July  5, 
1999).  Now  it  also  licenses  its  software 
to  sites  such  as  ZDNet  and  CNN  Sports 


Ask  Jeeves  use  their  own  hacks  to  p 
vent  Guidescope  and  others  fro 
withholding  referrer  informatiq 
Some  advertisers  are  beginning  to  i) 
rich  media  that  today's  blockers  ca 
touch.  And  advertisers  can  resha 
their  banners  to  evade  block-out  sq 
ware  that  targets  only  standard  ad  rj 
tangles  (at  468-by-60  pixels). 

Advertisers  balk  at  being  portra)) 
as  villains.  Doubleclick's  chief  prhJ 
officer,  Jules  Polonetsl 
says  the  ad  onslaught  e 
ables  most  Web  services 


"SOMEONE  TALKING  ABOUT  REPLACING  ADS  WITH 
ONES  HE  SELLS  IS  ATTEMPTING  A  TECHNOLOGY  WAR."  X* « «te  and  til 

tration. 

But  some  users  don't  buy  it.  On  1 
popular  hacker  hangout  Slashdot.col 
wags  stoke  rumors  that  a  "major  softw} 
company"  will  soon  offer  free  softwarel 
embedded  with  advertising.  "Sounds  11 
a  nightmare  waiting  to  be  rebel!) 
against,"  says  one  poster,  "NatePuij 
Fellow  Slashdotter  "el_flynn"  does 
mind,  "as  long  as  there  is  an  option 
disable  it."  Look  for  this  battle  to  get  e\ 
uglier. 


on  online  ads  this  year.  While  he'd  like 
to  reach  100%  of  his  viewers,  "at  this 
point  it's  hard  for  us  to  be  sure." 

Some  Web  businesses  are  safe  from 
the  anti-ad  artillery.  America  Online 
and  free  Internet  service  providers  such 
as  NetZero  and  Juno  use  proprietary 
technology  that  is  a  tougher  target  for 
subversion.  "We  knew  hackers  would 
try  to  do  various  things,  so  we  opted  for 
a  closed  architecture,"  says  Ronald 
Burr,  NetZero's  president.  AOL  isn't 
completely  invulnerable:  Once  users 
sign  on,  they  can  use  an  independent 
browser  in  combination  with  the  ad- 
dodging  tools. 

Control  over  not  just  ads  but  even  a 
Web  site's  central  content  is  at  stake  in 
this  online  struggle.  An  18-month-old 
San  Francisco  company  called  Utok  has 
given  away  software  to  100,000  people 
who  use  it  as  a  kind  of  virtual  spray 
paint  for  Web  graffiti.  Download  the 
software  and  you  can  post  comments  in 
a  small  text  box  that  obscures  a  portion 
of  the  screen.  An  adjacent,  small 
browser  window  updates  the  running 
commentary  with  each  click. 

The  host  site  has  no  way  of  moni- 
toring the  rantings.  On  CNET  a  Utok 
user  who  is  advised  that  the  site  uses 
DoubleClick  tracking  software  retorts: 
"Turn  off  your  cookies!"  One  enterpris- 
ing user  posted  his  Motorola  phone  for 
sale  on  Ebay — without  having  to  pay 
auction  fees;  technically  the  post  was 
seen  only  by  Utok  users  who  tuned  in. 

But  even  vandals  have  to  pay  the 


Illustrated.  Underlined  words  bring  up 
a  Third  Voice  browser  that  offers  addi- 
tional related  information  in  a  new 
window.  Third  Voice  calls  the  approach 
"more  site-friendly." 

Elsewhere,  enterprising  interlop- 
ers are  thwarting  Web  sites'  efforts  to 
monitor  users'  clicking  habits  and 
build  profiles  for  targeted  ad  cam- 
paigns. The  most  prolific  counter- 
puncher  is  Jason  Catlett,  who  founded 
Junkbusters  in  1996. 
Junkbusters'  500,000 
users  use  Catlett's 
software  to  erase  dig- 
ital "footprints"  that 
reveal  which  sites 
they  have  visited  and 
grant  only  favored 
sites  the  right  to  hit 
them  with  ads. 

A  similar  service 
called  Guidescope  of- 
fers free  software  to 
stomp  out  pesky 
"Web  bugs,"  clear 
pixels  that  act  like 
hidden  cameras  and 
record  your  move- 
ments. Guidescope 
also  nixes  "referrers," 
small  pieces  of  code 
that  let  sites  you  are 
entering  know  where 
you  have  been  and 
what  you  did  there. 

The  fight  is  far 
from  over.  Yahoo  and 


Under  the  Radar 

Internet-privacy  advocate  Jason  Catlett  of  Jur 
busters  offers  these  tips  for  avoiding  prying  eyes: 

1)  Keep  a  iow  profile.  Don't  give  out  your  real  name  c 
e-mail  address  online.  When  registering  on  Web  siti 
use  disposable  Web-based  addresses  from  free  st 
vices  such  as  Hotmail  or  Yahoo  Mail. 

2)  Turn  off  cookies.  Advanced  cookie  manageme 
software  lets  you  choose  which  sites  get  to  track  yc 
Details  at  www.junkbusters.com. 

3)  Stop  banner-ad  companies  from  monitoring  yc 
Use  ad-filtering  software,  such  as  the  free  progrc 
found  on  www.guidescope.com. 

4)  Encrypt  your  e-mail  and  surfing  so  it  can't 
intercepted  by  other  parties.  Try  cryptography  ai 
masking  software  such  as  Freedom,  from  ww 
zeroknowledge.com. 

5)  Systems  that  enable  anonymous  purchases  onli 
are  coming  soon.  Meanwhile,  surf  online  but  only  b 
offline. 

6)  Tell  your  elected  representatives  that  you  want  p 
vacy  rights,  so  that  companies  can't  collect  or  seil  i 
formation  about  you  without  your  consent.  Go 
www.junkbusters.com/action.html. 
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evelop  software  for  the  intelligent. We  create  e-marketplaces  for  the  resourceful. We  apply  our  own  ingenuity  to 
ious  companies  to  make  them  faster,  smarter  and  exponentially  more  valuable.  So  far,  we've  created  more  than 
illion  in  value  for  over  950  companies  worldwide.  Want  some?  Contact  us  at  www.i2.com  or  1-877-926-9286. 


Powering  the  Bottom  Line.7 


SEMICONDUCTORS 


Trick  of  the  Light 

The  length  of  a  light  wave  was  once  viewed  as  a  barrier  to 
making  faster  chips.  Engineers  have  found  a  way  around  it. 


BY  DANIEL  FISHER 

ENGINEERS  AT  DUPONT  PHOTO- 
masks  have  always  dabbled  in  the 
dumb  part  of  the  chip  business — 
the  photomasks  used  to  etch  patterns 
into  silicon  chips.  The 
masks  were  little  more  so- 
phisticated than  an  old  color 
slide  used  to  project  a  pic- 
ture on  a  screen. 

Lately,  however,  Du- 
Pont's  lab-coated  laborers 
are  looking  pretty  smart. 
They  have  pulled  off  a  cool 
trick  that  is  critical  to  push- 
ing past  long-perceived  lim- 
its to  how  much  computing 
power  can  be  packed  into  a 
microchip.  And  they  have 
done  it  with  deception,  by 
fooling  light  waves  into  ap- 
pearing smaller  than  they 
really  are. 

Peter  Kirlin,  chief  execu- 
tive of  the  Round  Rock, 
Tex.-based  shop,  has  a 
strong  incentive  to  make 
this  work.  A  photomask  en- 
gineered to  actively  change 
the  behavior  of  light  raises 
DuPont's  status  consider- 
ably. The  new  masks  now 
drive  40%  of  DuPont's  an- 
nual sales  (at  almost  $330 
million  in  the  fiscal  year 
ended  in  June).  They  will 
fuel  total  revenue  growth  of 
40%  in  the  next  year,  Kirlin 
says.  That  is  because  the  new 
masks  sell  for  $30,000  to 
$50,000,  compared  with 
$15,000  to  as  little  as  $1,000 
for  older  ones,  and  gross 
margins  are  expected  to  ex- 
ceed 40%. 


The  microprocessor  revolution,  at 
its  core,  is  all  about  light.  In  a  process 
similar  to  printing  a  photograph,  engi- 
neers beam  high-powered  light 
through  a  mask-like  image  of  the  chip, 


Running  Interference 

Semiconductors  are 
made  by  shining 
light  through  a 
quartz  photomask 
onto  a  silicon  wafer. 
By  etching  tiny 
channels  in  the 
quartz,  engineers 
cause  the  light 
waves  to  get  out  of 
step  and  interfere 
with  each  other, 
creating  a  "shadow 
narrower  than  the 
wavelength  of  light. 


LIGHTWAVES 
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creating  a  duplicate  on  a  silicon  wafe 
For  years  beams  of  ordinary  vi 
ble  light  were  more  than  prec: 
enough  to  create  the  tiny  transistd 
and  connectors  that  make  up  the  gi| 
of  a  chip.  In  the  mid-1980s  the  sma| 
est  features  on  chips  were  1  or  2  nj 
crons  wide,  about  one-hundredth 
width  of  a  human  hair.  That  is 
wider  than  is  needed  to  accept  a  wa 
length  of  natural  light,  which  spaj 
only  0.6  microns.  It  was  like  paintinj 
2-inch  line  with  a  1-inch  paintbrus, 
But  engineers  soon  realized  that  o 
day  they  would  be  trying 
paint  a  1-inch  line  with  a 
inch  paintbrush.  The  fe 
tures  on  a  chip  wou 
shrink  so  much  that  th 
would  be  smaller  than 
wavelength  of  light. 

They  were  living  « 
borrowed  time.  Moon 
Law,  named  after  Inl 
founder  Gordon  Mool 
says  the  number  of  trans; 
tors  on  a  chip  doubles  eve 
two  years,  creating  eve 
more-powerful  —  ar 
cheaper — electronic  d 
vices.  In  1990  Intel's  3! 
chip  had  855,000  transi 
tors,  the  smallest  measurii 
1  micron  wide.  By  1995 
Pentium  Pro  packed  in  5 
million  transistors,  some 
0.35  microns  wide.  Th 
year's  Pentium  III  is  i 
to  28  million  transistoi 
which  are  down  to  0.18  n 
crons  wide. 

At  DuPont  and  els 
where,  techies  have  mai 
adjustments  all  along.  In  tl 
late  1980s  they  turned  to  i 
traviolet  light,  which  has 
shorter  wavelength  (OA'. 
microns  and  smaller).  Th 
bought  several  years,  b 
pretty  soon  the  same  ban 
ers  reemerged. 

In  1998  chipmake 
took  up  so-called  deep  u 
traviolet  light,  which  has 
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wavelength  of  0.248  microns.  But  now 
designers  are  producing  chips  with  fea- 
tures just  0.18  microns  wide,  and  few 
kinds  of  light  have  waves  thin  enough 
to  etch  features  that  small. 

Bracing  for  the  challenge,  DuPont 
Photomasks,  which  is  still  35%-owned 
by  former  parent  E.I.  du  Pont  de 
Nemours,  set  up  a  research  alliance  in 
1997,  teaming  with  Motorola,  Ad- 
vanced Micro  Devices  and  Micron 
Technology.  They  have  invested  about 
$75  million  thus  far,  refining  work 
done  at  Intel  and  elsewhere. 

The  highest-profile  result  was  the 
release  this  year  of  AMD's  1 -gigahertz 
Athlon  microprocessor,  which  com- 
petes against  Intel's  fastest  Pentium. 
Both  chips  are  created  using  the  new 
approach  of  fooling  light  waves  into 
appearing  smaller  than  they  really 
are.  Intel  won't  reveal  how  it  manages 
this  feat,  but  DuPont  Photomasks  of- 
fers a  peek. 

Light  behaves  like  both  a  wave  and  a 
particle.  When  it  zips  through  the  air,  it 
travels  in  tiny  waves;  once  it  hits  some- 
thing, it  suddenly  takes  on  a  particle 
state.  Light  particles  blast  the  photosen- 
sitive material  on  a  silicon  wafer  to  cre- 
ate the  features  on  a  chip,  just  as,  in 
photography,  photons  transform  silver 
molecules  on  photographic  film  into 
visible  images. 

When  light  is  in  a  wave  form,  it  is 
subject  to  interference  and  disruption, 
often  in  predictable  ways.  Engineers  at 


Fooling  Lightwaves 


To  make  images  clearer  at  the  sub- 
wavelength  level,  chip  designers  add 
bars  and  notches  to  channel  the 
lightwaves  in  a  process  known  as 
optical  proximity  correction. 


Conventional 
(no  OPC) 


Silicon  image 
w/o  OPC 


OPC  layout 


is.  Phase-shifting  is  the  same  process 
behind  noise-cancelation  equipment 
and  polarized  sunglasses.  But  making 
it  work  for  etching  transistors  took 
years  of  experimentation.  "You're  ask- 
ing it  to  work  on  something  one  one- 
hundredth  the  thickness  of  a  human 
hair,"  says  Chief  Executive  Kirlin. 

Most  photomasks  are  created  by 
etching  away  a  thin  film  of  light-block- 
ing chrome  from  the  surface  of  a  quartz 
plate.  Where  the  chrome  is  etched  away, 
the  light  can  get  through. 


ENGINEERS  SOON  REALIZED  THAT  USING  LIGHTWAVES 
TO  MAKE  MICROCHIPS  WOULD  BE  LIKE  TRYING  TO 
PAINT  A  1-INCH  LINE  WITH  A  2-INCH  PAINTBRUSH. 


DuPont  Photomasks  used  that  pre- 
dictability to  their  advantage.  They  dis- 
covered that,  by  shifting  the  "phase"  of 
light  so  that  the  peaks  of  one  wave  line 
up  with  the  valleys  of  an  adjacent  wave, 
the  two  waves  cancel  each  other  out, 
creating  "shadows"  between  waves  that 
are  smaller  than  the  waves  themselves 
(see  diagram,  p.  288). 

It  sounds  simple,  and  in  theory  it 


Phase-shifting  adds  a  few  steps  to 
this  process.  After  etching  away  the 
chrome,  DuPont  beams  fluorine  atoms 
in  a  highly  excited  plasma  state  to  cut 
away  parts  of  the  quartz  itself  from  se- 
lected parts  of  the  design.  These  slightly 
deeper  quartz  grooves  result  in  light- 
wave phases  that  are  slightly  off-kilter 
from  the  light  waves  that  pass  through 
shallower  grooves.  When  two  such  ad- 


jacent light  waves  overlap,  they  inter 
with  each  other,  creating  the  app< 
ance  of  a  smaller  one. 

Cutting  such  precise  channels  in 
quartz  is  extremely  challenging. ' 
grooves  are  only  a  few  thousand  ate 
deep  and  must  be  uniform  across 
entire  6-inch  plate.  Any  variations  j 
the  resulting  image  will  be  out  of  re 
ter,  much  like  a  blurry  page  of 
Sunday  comics. 

To  further  hone  the  image,  er 
neers  use  a  technique  called  opt: 
proximity  correction,  which  uses  od 
shaped  bars,  notches  and  other  disl 
tions  that  are  cut  into  the  chrome  tfl 
plate  on  the  quartz  plate  to  trick  lii 
waves  into  making  a  more  precise  J 
tern  (see  left).  To  make  a  rectangle, 
example,  engineers  add  narrow  $ 
around  its  borders  on  the  templa 
This  lets  a  few  light  waves  through 
help  focus  the  image  even  though  t 
are  invisible  on  the  final  product. 

Moore's  Law  inevitably  will  di 
transistor  widths  below  the  0.1 8-1 
cron  diameters  now  requiring  all  th 
fancy  light  tricks.  In  the  lab  DuP< 
Photomasks  can  trick  the  0.25-mici 
"deep  ultraviolet"  light  sources  n 
in  use  to  etch  features  as  tiny  as 
microns  across;  it  hopes  to  perfect  t 
in  two  years.  Makers  then  aim 
move  to  even  deeper  ultraviolet  lij 
waves  that  are  only  0.19  microns  lo 
From  there  engineers  hope  to  use  st 
tinier  wavelengths — the  "extreme 
traviolet"  light  wa- 
that  measure  0.013  r 
crons.  That  should  h 
at  least  five  more  year 
After  that  the  indi 
try  will  have  to  move 
______  to    nonoptical  tec 

niques,  such  as  electr 
beams  or  even  X  rays,  which  hi 
wavelengths  less  than  1  nanometer, 
one-thousandth  of  a  micron.  At  so: 
point  the  laws  of  quantum  phys 
take  over,  causing  electrons  to  beh; 
in  strange  ways,  including  hoppi 
from  one  circuit  to  another.  In  t 
meantime  engineers  will  have  th 
hands  full  trying  to  keep  up  w 
the  curve. 
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DRUGS 


High  Anxiety 

After  25  years  of  failure,  drugmakers 
are  close  to  crafting  a  better  Valium. 


BY  ROBERT  LANGRETH 

WHEN  SWISS  DRUGMAKER 
Roche  Holding  introduced 
Valium  in  the  early  1960s,  the 
chemical's  unmatched  effectiveness  at 
soothing  anxiety  made  it  a  hot  seller 
and  spawned  numerous  copycats. 

But  Valium's  fortunes  foundered  be- 
cause of  serious  side  effects — drowsiness, 
loss  of  coordination,  temporary  memory 
impairment,  even  addiction.  Sales  tailed 
off  in  the  late  1970s  and  never  recovered. 

Now  Valium-style  drugs  may  be 
poised  for  a  big  comeback,  partly  as  a  re- 
sult of  the  recent  revolution  in  gene- 


hunting.  After  decades  of 
painstaking  and  often  frus- 
trating research,  scientists  at 
several  major  drug  companies 
are  beginning  human  tests  of 
a  new  generation  of  Valium 
replacements  that  look  likely 
to  avoid  many  of  the  side  ef- 
fects of  their  progenitor. 

Valium's  drawbacks  are  a  result  of 
its  indiscriminate  assault  on  the  brain; 
it  puts  a  broad  damper  on  brain  activity 
by  affecting  many  different  receptors 
that  control  sleep,  anxiety,  motor  skills 
and  the  like. 

The  new  drugs,  now  in  testing  at 
Merck,  Neurogen  and  Roche,  home  in 
mainly  on  the  receptors  involved  in  fear 
and  anxiety,  tweaking  them  just  enough 
to  calm  down  the  hyperactive  brain 
cells  that  otherwise  cause  anxiety.  The 
new  chemicals  thereby  avoid  activating 
receptors  in  other  parts  of  the  brain  in- 


volved in  producing  drowsiness. 

"This  is  what  the  field  has  b 
searching  for,  for  30  years,"  says  Emi 
University  School  of  Medicine  psycl 
trist  Charles  Nemeroff.  If  the  new  dr 
work  as  well  in  people  as  in  the  lab,  s 
Franz  Hefti,  head  of  Merck's  neu 
science  lab  near  London,  "It  will  b 
breakthrough  no  less  significant  tl] 
the  discovery  of  Prozac.  People  co 
take  drugs  for  anxiety  in  the  mornj 
and  go  to  work"  without  problems. 

Only  long  and  costly  human  tri 
can  prove  whether  these  drugs  worl< 
touted,  and  that  could  take  sevd 
years.  Drugmakers  are  taking  on 
risk  in  search  of  a  blockbuster.  M 
than  20  million  people  have  some  foi 
of  excessive  anxiety,  ranging  from  pai 
attacks  to  post-traumatic  stress  dist 
der.  Last  year  doctors  wrote  13  milli 
prescriptions  for  Valium  and  its  gene 
copy,  diazepam,  according  to  I 


,  ) 


Merck's  Franz  Hefti  is 
honing  targeted  therapies 
for  troubled  brains. 
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A  NET  MARKET  MAKERS  EVENT 

The  next  generation  of  B2B  e-commerce  starts  herel 

Ground  Zero  conferences  have  brought  together  the  global  B2B  industry  in  sold-out  venues  for  provocative  and 
controversial  discussions,  setting  the  stage  for  new  growth  and  doing  the  deals  that  shape  our  space.  The  B2B 
market  has  shifted  and  only  Ground  Zero  4  will  deliver  relevant,  cutting-edge  content.  Uncover  valuable  networking 
opportunities  and  participate  in  the  dialogue  -  where  dct  com  meets  dot  corp.  Come  and  be  a  part  of  the  next 
generation  of  B2B  e-commerce. 


•  Discover  where  coalitions  are  working,  how  they're 
working  and  where  they  won't  work 

•  Explore  what  successful  Net  markets  are  doing  right 

•  Assess  where  the  financial  community  is  investing 

•  Evaluate  your  technology  choices  and  trends 

•  Discuss  how  many  pure  play  Net  markets  are  evolving 
their  business  models 

•  Capitalize  on  valuable  networking  and  deal-making 
opportunities... where  dot  com  meets  dot  corp 


Ground  Zero  4  will  bring  together 
e-commerce  executives,  Net  markets, 
brick-and-mortar  companies, 
and  the  new  industry-sponsored 
coalition  marketplaces. 


Also  featuring  "B2B  Marketing:  The  Next  Generation" 
Pre-Conference  Seminar,  on  Monday,  12/4 

To  register  go  to 

www.nmm.com/gz4 

Get  a  head  start  on  the  next  generation 
of  B2B  e-commerce.  Get  the  full  version  of 
the  Jupiter  report,  "US  Business-to-Business 
Internet  Trade  Projections",  for  FREE. 
Go  to  www.nmm.com,  the  hub  for  B2B 
e-commerce,  for  more  details. 
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•  Jeff  Crowe,  President  &  COO,  DoveBid 

•  Leah  Knight,  Director  of  Marketing,  e20pen 
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•  Gil  Grossman,  Founder  &  CEO,  eCredible 

•  Stephen  George,  CEO,  Epylon 

•  Michael  Levin,  CEO,  e-STEEL 

•  Manoj  Saxena,  CEO,  Exterprise 

•  Peter  Dunning,  CEO,  FacilityPro 

•  Bob  Renner,  CTO,  Forest  Express 

•  Jothy  Rosenberg,  President  &  COO,  GeoTrust 

•  Ravi  Kalakota,  CEO,  hsupply 

•  Mary  Kelly,  EVP  Marketing,  iEscrow 

•  Bill  Miller,  President  and  COO,  iMediation 

•  Richard  Wilkes,  CEO,  IMX  Exchange 
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•  Matt  Tucker,  CEO,  RightFree 

•  Eric  Upin,  Managing  Director,  Robertson  Stephens 

•  Bob  Howe,  CEO,  Scient 

•  Hal  Loevy,  VP  of  Strategy  and  Development,  SGSonSite 

•  Steve  Kaplan,  Professor,  University  of  Chicago 

•  Alan  Salzman,  Founding  Partner,  Vantage  Point 

•  Robin  Abrams,  Chief  Operating  Officer,  Ventro 
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Health.  But  Valium  sales  are  only  $62 
million,  versus  $273  million  at  its  peak 
in  1975.  Meanwhile  millions  use  Prozac 
and  other  antidepressants,  but  these 
drugs  take  a  month  or  more  to  kick 
in — versus  a  half  hour  for  Valium. 

Valium  and  its  cousins  were  discov- 
ered serendipitously  in  the  late  1950s. 
Roche  chemists  pursuing  a  better  tran- 
quilizer were  working  with  already- 
known  compounds  when  they  stum- 
bled upon  an  entirely  new  class  of 
chemicals — benzodiazepines — of  which 
Valium  would  become  the  most  famous. 

The  little  yellow  pill  became  the  first 
lifestyle  drug,  popped  by  stressed-out 
housewives  and  overworked  baby 
boomers  alike  to  soothe  nerves  jangled 
by  the  turbulent  times.  By  the  late 
1970s  doctors  worried  about  Valium's 
sedating  effects,  so  strong  that  many  of 
its  chemical  cousins  are  marketed  as 
sleeping  pills. 

So  researchers  set  out  to  improve 
upon  Valium — a  task  that  seemed  pos- 
sible when  they  learned  how  Valium 
works.  Valium  acts  as  volume  control  to 
turn  down  unwanted  brain  activity  by 
binding  to  specific  molecular  docking 
sites  on  nerve  cells.  These 
sites,  known  as  GABA  re- 
ceptors, are  activated  nor- 
mally by  a  natural  brain 
messenger  that  is,  appro- 
priately, called  GABA 
( gamma- am  inobutyric 
acid).  When  the  process 
works  as  it  should,  the  re- 
sult is  a  calming  of  nervous 
activity  in  the  brain,  help- 
ing someone  relax  after  a  stressful  day. 

But  this  isn't  enough  in  anxious 
people,  who  have  too  much  electrical 
activity  in  the  parts  of  the  brain  respon- 
sible for  worrying  about  the  future.  Val- 
ium intercedes  by  boosting  the  natural 
activity  of  GABA.  It  does  this  by  clamp- 
ing to  the  GABA  receptor  and  waiting 
there  until  the  brain  messenger  arrives; 
when  it  does,  Valium  keeps  the  receptor 
in  the  "on"  position  to  hold  onto  the 
GABA  messenger  for  longer  than  nor- 
mal. This  helps  neutralize  the  excess  ac- 
tivity of  the  nerve  cell. 

At  first  researchers  believed  Val- 
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ium's  side  effects  occurred  because  the 
drug  was  too  potent.  So  companies 
tried  to  design  a  milder  version  that 
boosted  GABA  just  enough  .to  soothe 
nerves  without  putting  patients  to 
sleep.  It  worked  well  in  animals  but  fiz- 
zled in 'human  trials  in  the  mid-1980s. 

By  the  late  1980s  many  companies 
had  given  up.  But  a  few  researchers 
pressed  ahead,  including  Ruth  McKer- 
nan  and  Paul  Whiting  at  Merck's  lab  in 
England  and  scientists  at  tiny  Neurogen 
in  Connecticut.  They  figured  perhaps 
different  types  of  GABA  receptors  in- 
habit different  parts  of  the  brain,  with 
some  affecting  anxiety  while  others  put 
people  to  sleep. 

If  they  could  devise  drugs  that  hit 
just  anxiety  receptors,  they  might  avoid 
Valium's  side  effects.  New  gene-cloning 
techniques  let  scientists  isolate  numer- 
ous types  of  brain  receptors,  and  they 
thought  they  could  devise  new  drugs  in 
only  a  few  years. 

It  turned  out  to  be  more  complicated 
than  they  had  imagined.  They  found 
more  than  20  types  of  GABA  receptors  in 
different  parts  of  the  brain  that  help  con- 
trol everything  from  muscle  spasms  to 


reduced  anxiety  just  as  effectively 
Valium,  prompting  mice  to  wan< 
boldly  out  onto  exposed  ledges  tl 
normally  avoided.  Miraculously, 
mice  stayed  alert.  They  could  balaf 
on  a  narrow,  rotating  platform  t| 
made  them  slip  off  when  they  werei 
Valium.  Preliminary  animal  tests  a| 
hint  the  new  compounds  may  have 
potential  for  abuse. 

Meanwhile,  research  conducted 
scientists  at  the  University  of  Zur 
suggests  that  compounds  that  av 
alpha- 1  won't  produce  memory  losi 
Valium  does;  that  means  Merck's  rj 
drugs  may  avoid  that  side  effect,  as  w) 

Merck  has  plenty  of  competiti 
Neurogen's  drug,  NGD  91-3,  nowj 
early  human  testing  with  partner  Pfij 
also  hits  only  those  GABA  receptors 
volved  in  anxiety,  avoiding  others  t 
cause  side  effects.  Pfizer,  with  Intern 
ron  Pharmaceuticals,  is  in  human  tr 
with  a  second  drug.  Roche,  too,  is  crj 
ing  compounds  that  avoid  alpha- 1, 
though  it  is  a  few  years  away  fr< 
human  testing. 

Ultimately,  studying  GABA  recept 
could  lead  to  drugs  aimed  at  other  c 


What,  Me  Worry?  Better  Anxiety  Pills  Are  on  the  Horizon 

Major  drug  firms  and  little  biotechs  alike  are  moving  to  translate  recent  advances  in  brain 
biology  into  improved  drugs  for  soothing  nerves  without  Valium's  annoying  side  effects. 


Company 


New  approach  to  anxiety 


Status 


Merck 

Compounds  work  like  Valium  but  avoid  alpha-1  sleep  receptor 

Early  human  testing 

Neurocrine  Biosciences 

Drugs  block  the  action  of  brain  stress  hormone,  corticotropin 

Neanng  human  tests 

Neurogen/Pfizer 

Compounds  avoid  undisclosed  receptors  involved  in  sleep 

Early  human  testing 

Roche  Holding 

Searching  for  compounds  that  avoid  alpha-1  sleep  receptor 

Early  lab  testing 

Source:  Companies. 

memory.  "It  was  a  complete  shock,"  says 
John  Kemp,  who  heads  Roche's  central 
nervous  system  research. 

Then  came  a  clue.  Zolpidem,  a  Val- 
ium-style  medication  sold  as  a  sleeping 
pill,  turned  out  to  be  especially  good  at 
hitting  one  GABA  receptor  known  as 
alpha-1 — but  it  wasn't  as  good  at  hitting 
other  types.  Merck  scientists  theorized 
alpha-1  receptors  were  involved  in  sleep 
and  started  trying  to  design  Valium  copy- 
cats that  avoided  alpha-1.  For  several 
years  Merck  tried  thousands  of  chemi- 
cals before  finding  one  that  worked. 

In  animal  tests  Merck's  compounds 


eases.  In  particular,  GABA  also  regula 
memory,  as  shown  by  Valium's  abil 
to  impair  it.  Drugs  that  do  the  oppos 
of  Valium — that  is,  block  instead  of « 
hance  the  effects  of  GABA — may  e 
hance  memory.  The  question 
whether  researchers  can  home  in  o: 
on  the  right  receptors,  without  ov 
stimulating  others  that  cause  anxiety 
Both  Merck  and  Neurogen  claim 
have  made  some  headway  recently 
they  succeed,  within  a  decade  agi 
boomers  may  pop  one  designer  pill 
their  nerves — and  another  for  their  f: 
ing  memories. 


do  not  look  upon  any  system  of 
ire  less  telegraphy  as  a  serious 
Dmpetitor  with  our  cables," 


Sir  John  Wolfe-Barry 
Chief  Executive  of  Western 
Telegraph  Company,  annual 
stockholders  meeting,  c  1907 


is  a  mistake  to  overestimate  technology, 
is  a  tragedy  to  underestimate  it."  ;S|fe^t^ 
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Digital  Spii 


in  C.  Dvorak 


The  Bite  of  the  ASP 


DESPITE  THE  MARKET  DOWNTURN  AND  THE  GEN- 
eral  pullback  from  crazy  dot-com  schemes,  peo- 
ple have  failed  to  notice  the  danger  that  lurks 
beneath  the  trendy  concept  of  the  ASP,  or  appli- 
cation service  provider. 
By  danger  I  mean  loss  of  data  due  to  bankruptcy  or 
shutdown.  The  closure  in  October  of  San  Francisco's 
flashy  Red  Gorilla  is  a  case  in  point.  This  ASP,  which  pro- 
vided online  billing  and  other  services  to  lawyers  and  the 
like,  closed  its  doors  without  warning  and  had  no  imme- 
diate contingency  plan  for  its  customers  to  retrieve  their 
data.  It  went  completely  offline  while  arrangements  were 
made  for  a  customer  transfer  to  OfficeTool.com.  As  this  is 
written,  customers  have  not  been  able  to  retrieve  any  of 
their  data. 

Given  the  difficulties  cash-strapped  ASPs  are  having  rais- 
ing second-  and  third-round  financing,  this  incident  may 
very  well  become  a  trend.  ASPs  began  springing  up  with  a 
lot  of  fanfare  about  two  years  ago.  They  provide  Web-based 
e-mail,  Web  site  building  and  hosting,  accounting  services, 
billing  services,  online  storage  and  more.  Some  1,200  of 
these  companies  currently  are  in  business. 

The  benefit  of  using  an  ASP  is  that  the  applications  re- 
side online  rather  than  on  your  company's  PCs,  so  your 
data  can  be  available  anywhere  in  the  world,  functioning 
over  thin  client  or  network  computers,  and  can  be  safe- 
guarded more  securely. 

"None  of  the  above"  is  more  like  it  if  the  company 
goes  out  of  business. 

Companies  that  provide  applications  over  the  Internet 
are  aware  of  potential  data-retrieval  problems.  It's  just  that 
few  have  pondered  them  much  during  the  boom  times. 
"Entrepreneurs  aren't  geared  to  thinking  about  this  kind  of 
thing,"  says  I-Drive.com  Chief  Executive  Jeff  Bonforte, 
whose  company  provides  free  disk  storage  over  the  Internet. 

Bonforte  doubts  he  would  have  had  any  contingency 
plan  in  place  if  his  big  customers  hadn't  demanded  it.  His 
contracts  with  various  colleges,  including  the  University  of 
California  at  Berkeley  and  Stanford  University,  guarantee 
students  60  days  of  service  in  the  event  of  a  business  fail- 
ure. He  thinks  any  service  should  give  customers  "a  mini- 
mum" of  30  days'  notice  before  a  complete  shutdown. 
That's  how  long  it  might  take  to  get  all  your  data  safely  off 
and  set  up  elsewhere. 

It  doesn't  even  take  bankruptcy  or  closure  to  cause  a 


headache.  ASPs  can  a 
expel  you  from  their  serl 
for  violating  their  o 
onerous  licenses.  T( 
agreements,  which 
change  on  a  daily  basis,  I 
the  company  blameless 
any  losses  suffered  by  its  i 
tomers  under  any  circj 
stances.  In  many  instai 
people  have  been  ouj 
from  Web-based  e-mail 
vices  for  unprovable  inn 
tions,  such  as  spamm 
Their  boxes  are  closed, 
their  e-mail  is  no  loii 
retrievable. 

Some  companies,  sud 
Open  Aire.com,  which  | 
vides  business  services 
line,  at  least  promote 
practice  of  backing  up  > 
data  on  a  local  disk.  If 
are  ousted  from  the  ser1 
for  violating  any  agreemi 
the  company  will  pro\i 
your  data  on  a  CD  (for  a  fee)  for  exporting  to  some  ot 
program  or  system.  The  company  hopes  to  maintain 
service  in  any  emergency. 

So  how  do  you  protect  yourself?  Find  out  what  h 
pens  if  the  vendor  goes  broke  tomorrow!  "Oh,  wellj 
don't  plan  to  go  broke!"  is  not  the  right  answer.  Find 
if  the  data,  when  exported,  can  be  used  with  any  OH 
online  service  or  with  a  stand-alone  package.  Web  s 
developed  by  some  proprietary  systems  and  run  fr 
servers  that  use  proprietary  scripts  may  not  work  at 
where  else  and  are  essentially  useless  in  a  pinch. 

The  fallout  from  future  ASP  failures  will  be  seriou.' 
Drive's  Bonforte  reckons  that  the  30  or  so  firms  currei 
providing  Web-based  disk  storage  will  shake  out  to  tl" 
big  players.  Projecting  a  10-to-l  fallout  ratio  for  all  ASP « 
egories,  including  site  builders,  finance  sites  and  other 
line  applications,  is  not  unreasonable.  Now  is  the  time 
you  to  protect  yourself.  Maybe  it's  time  to  reconsider 
whole  notion  of  online  applications.  The  end  is  near. 


As  more  cash- 
strapped  ASPs  fail 
to  find  financing,  we 
can  expect  more  to 
go  out  of  business, 
leaving  customers 
out  of  luck. 


John  C.  Dvorak,  columnist  and  author,  is  host  of  Silicon  Spin,  a  daily  TV  show  on  ZDTV. 

Find  past  columns  at  www.forbes.com/dvorak  or  use  your  :CueCat  device  on  the  cue  code  (right)  to  take 

you  there  instantly. 


296     FORBES"  November  27,  2000 


J 


Digital  ToolsJBy  StephenJMaae^ 


Of  Polygons  and  Monsters 


SPARE  YOURSELF  A  NEEDLESS  TRIP  TO  THE  MALL 
by  offering  your  kids  a  little  perspective  when 
they  jump  up  and  down  and  threaten  to  hold 
their  breath  until  they  turn  blue  unless  you  get 
them  a  hard-to-find  new  Sony  PlayStation  2  be- 
fore Christmas  so  they  can  play  games  that  look  "realis- 
tic," with  up  to  66  million  polygons  a  second,  please, 
please,  please!  Toss  them  the  November  issue  of  Scientific 
American. 

In  his  article  "Digital  Humans  Wait  in  the  Wings,"  com- 
puter-graphics pioneer  and  Pixar  cofounder  Alvy  Ray  Smith 
explains  that  "we  often  represent  a  curved  surface  with  a 
very  fine  approximation  of  tiny  polygons,  so  the  total  num- 
ber of  polygons  is  used  as  a  good  measure  of  the  geometric 
complexity  of  an  object  and  hence  a  scene."  Smith  then  re- 
veals the  magic  number  for  what  he  calls  "the  reality  thresh- 
old" on  a  TV  screen:  2.4  billion  polygons  per  second. 

Do  the  math,  kiddies!  Although  the  Sony  unit  is  indeed 
hotter  than  its  predecessors,  it's  still  only  about  l/36th  of  the 
way  to  reality.  Despite  being  king  of  the  videogame  world, 
the  PlayStation  2  remains  far  closer  to  its  competitors  than 
even  to,  say,  Toy  Story  2. 

Smith  notes  that  "society  has  a  word  for  an  almost-but- 
not-quite-human:  monster.  The  computer  graphics  commu- 
nity currently  opts  for  simplifying  humans — making  them 
obvious  cartoons — rather  than  risk  our  perceiving  them  as 


Sony's  PlayStation  2 
games  look  more 
like  their  predeces- 
sors than  reality. 
For  realism,  you  can 
play  DVDs  instead. 


monstrous."  Precisely.  Se 
close  up,  the  lifelessly  "rea 
tic"  football  players  general 
by  PlayStation  2  in  Madd 
NFL  2001  would  be  rejected 
any  third-rate  wax  museu 
Deliberately  cartoony  chan 
ters  work  far  better,  such 
the  ones  in  the  fighting  gai 
Tekken  Tag  Tournament 
the  highly  enjoyable  5 
snowboard  simulator. 

Still,  Sony  has  high  am| 
tions  for  this  unit.  Even  thou: 
the  original  PlayStation  cou 
play  music  CDs,  Sony  still  i 
ferred  to  it  as  a  game  consoi 
But  the  new  model  has  be< 
grandly  dubbed  a  "compul 
entertainment  system,"  ni 
without  some  reason.  In  adc 
tion  to  music  CDs  and  o 
PlayStation  titles,  the  PS2  a 
play  games  designed  express 
for  it,  as  well  as  any  DVD  movie.  It  has  a  front-loading  di 
tray,  so  you  don't  have  to  put  it  on  the  top  shelf.  An  optical  di 
ital  connector  offers  sophisticated  audio  hookups.  E 
pansion  is  provided  for  with  two  USB  ports,  a  high-spe< 
IEEE  1394  (a.k.a.  iLink  or  Fire  Wire)  port  and  a  bay  foi 
hard  drive — all  largely  useless  until  software  and  han 
ware  for  them  arrive  someday. 

Despite  all  those  connectors,  the  $299  price  is  ju 
the  beginning.  Memory  cards  (8  megabytes)  to  sto 
partially  played  games  and  scoring  data  are  virtual 
mandatory  at  $35  each.  Additional  controllers  for  con 
petitive  gaming  also  cost  $35,  and  so  does  a  "multita] 
unit  that  lets  you  connect  more  than  two.  Since  coi 
trolling  movies  or  music  CDs  from  a  tethered  devi 
with  buttons  bearing  Xs,  Os  and  triangles  is  almost 
hard  as  beating  your  kids  at  games,  you'll  want  a  thin 
party  wireless  remote  for  at  least  $20.  Games  arer 
cheap  either:  The  going  rate  is  about  $50,  about  $1 
more  than  titles  for  the  original  PlayStation. 

In  a  country  where  you  can  easily  find  a  decent  DV 
player  for  much  less  than  $200 — including  a  wireless  r 
mote — this  unit  seems  unlikely  to  serve  as  the  hub  i 
home  entertainment  centers.  Sooner  or  later  Mom  ar 
Dad  will  want  to  escape  with  a  DVD  movie  while  tl 
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ffects  of  energy  efficiency  travel  far  beyond  yomtr  oottoni  line. 


Every  year,  more  and  more  organizations  embrace  energy  management  as 
a  means  to  their  financial  goals.  But  hozv  many  recognize  the  other  benefits 
of  energy  efficiency,  like  improved  corporate  reputation  and  cleaner  air? 
Energy  SZ4lf  Partners  do.  And  the  U.S.  Environmental  Protection  Agency 
congratulates  them  all.  Especially  the  Partners  of  the  Year,  whose  outstanding 
achievements  demonstrate  that  an  investment  in  energy  perfornumce  never  stops  paymgoff 


To  learn  more  about  Energy  Star,  call  1-888-STAR-YES  or  visit  www.epa.gov/buildings. 


ENERGY  STAR  Partners  of  the  Yea. 


Advance  Transformer  Co.  •  Arden  Realty,  Inc.  •  GE  Lighting  •  Harwood  International 
Johnson  &  Johnson  •  La  Quinta  Inns,  Inc.  •  North  Memorial  Health  Care 
Pitney  Bowes,  Inc.  •  Public  Service  Company  of  Colorado  -  Denver  District  Cooling 
Sachem  Central  School  District  •  ShopKo  Stores,  Inc.  '  State  of  Wisconsin 


Enkroy  Stah  is  sponsored  hv  the. !  II.S   Knvirnnmcnhil  Proli-rrmii  Aucnrv  :iml  I  hi-  I  1  S   IVivirtnu  nl  of  Krw.r.ii    1-m  i,.  .\  s  i  \u  ^   ,  '  '  s   .  i  i-istrn'H  murk 
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kids  enjoy  such  sociopathy  as  kicking  the  stuffing  out  of 
beautiful  opponents  in  fighting  games  or  learning  to  outwit 
the  cops  and  deliver  contraband  (I  am  not  making  this  up) 
in  Smuggler's  Run.  Sega's  modem-enabled  Dreamcast  al- 
ready offers  a  glimpse  of  the  problems  that  complexity  can 
bring.  Playing  games  and  downloading  game  extras  online 
can  work  reasonably  well;  Web  browsing  on  your  TV  set  is 
much  less  successful,  even  if  you  use  an  optional  keyboard. 

I  don't  fancy  myself  an  expert  on  games,  but  many  of 
those  I  tried  on  the  PS2  seemed  to  take  forever  to  load  and 
appeared  to  be  merely  graphically  fancier  versions  of  classic 
genres.  Postings  on  message  boards,  including  Sony's,  sug- 


gest that  really  novel  games  for  PlayStation  2  won't  an 
until  next  year,  so  paying  more  than  list  price  just  to  get 
kids  off  your  back  for  the  holidays  seems  unwise. 

Dreamcast  still  has  some  of  the  most  unusual  garj 
around,  like  the  voice-recognizing  Seaman,  a  sma 
mouthed  virtual  pet  that  looks  like  a  cross  between  a  I 
and  Kevin  Spacey.  Not  to  mention  Samba  de  Amigo,  wh 
you  can  learn  how  to  play  in  about  five  minutes  but  cd 
$40  for  the  software  and  $80  for  the  special  ultrasonic  ma 
cas  that  make  the  game  party-style  musical  fun.  They  ad 
ally  help  create  a  slightly  cartoony  but  realistically  movj 
character:  the  user. 


Attack 
Defense 


NUMBER  2  OF  THE  TOP 
14  security  vulnera- 
bilities, according  to 
the  recently  released  sec- 
ond edition  of  Hacking  Ex- 
posed (Osborne/McGraw- 
Hill,  $40):  "Unsecured  and 
unmonitored  remote  ac- 
cess points  provide  one  of 
the  easiest  means  of  access 
to  your  corporate  network. 
Telecommuters  often  con- 
nect to  the  Internet  with 
little  protection,  exposing 
sensitive  files  to  attack." 

Microsoft's  security  ex- 
perts appear  to  have  over- 
looked this  concept:  It's  ex- 
actly what  seems  to  have 
happened  in  the  company's  recent  ex- 
perience of  being  hacked  from  afar. 
True,  the  highly  technical  book  by  secu- 
rity consultants  Joel  Scambray,  Stuart 
McClure  and  George  Kurtz  is  not  light 
reading,  so  perhaps  Microsoft  can  be 
excused.  But  considering  all  the  Mi- 
crosoft-enabled security  problems  the 
authors  discuss,  perhaps  not. 

Laymen  have  no  idea  just  how  hard 
maintaining  security  really  is.  For  a 
more  readable  but  rather  depressing 
look  at  just  how  tough  it  can  be,  read 
Secrets  and  Lies:  Digital  Security  in  a 


Networked  World  (Wiley,  $30),  in 
which  cryptographer  and  security  con- 
sultant Bruce  Schneier  minces  no 
words  in  describing  the  many  ways 
computer  systems  can  be  compro- 
mised. The  problem,  it  turns  out,  is  as 
much  human  as  technological.  System 
managers  often  fail  to  install  important 
security  fixes.  Users  don't  like  systems 
that  get  in  their  way — like  having  to 
use  passwords  that  are  hard  to  remem- 
ber. Miscreants  may  find  it  simpler  to 
ask  or  pay  someone  for  a  password  or 
trick  them  into  divulging  it  rather  than 


using  sophisticated  technical  means 
can  happen  to  you. 

And  you  can  minimize  the  rij 
When  it  comes  to  security  softwal 
says  Schneier,  "Testing  for  all  possil 
weaknesses  is  impossible."  But  he  ac 
that  "mediocre  security  now  is  beti 
than  perfect  security  never." 

So  keep  that  antivirus  software  t| 
dated,  follow  the  other  suggestions  1 i 
fered  in  our  June  12  issue  and  get  you 
self  a  firewall.  I  can't  pretend  to  be  a! 
to  test  all  the  ins  and  outs  of  firewl 
software — Schneier  makes  it  clear  wit 
a  daunting  task  that  is — but  Zori 
Alarm  from  Zone  Labs  seems  to  dc 
good  job  not  just  of  fending  off  ou 
siders  but  also  of  warning  you  when  t! 
kind  of  malware  that  apparendy  bit  Ni 
crosoft  attempts  to  make  mischief  v 
the  Net  from  inside  your  machine.  II 
free  for  personal  and  nonprofit  usei 
$40  or  less  per  machine  for  others. 

Like  other  firewalls,  ZoneAlarm  w 
force  you  to  make  some  decisioi 
about  permission  that  you  are  probab 
ill-equipped  to  make.  But  even  if  yc 
get  a  few  of  those  calls  wrong,  it's  bett 
than  perfect  security  never.       — SJ 

?  No  Mo'! 


Wealth  cremation  on  Internet  time:  B 
tween  the  time  I  wrote  about  Scoi 
Electromedia's  Modo  info  gizmo  ar 
the  time  the  piece  appeared  in  our  la 
issue,  the  company  went  out  of  bus 
ness.  R.I. P.,  no  flowers. 


Stephen  Manes  (steve@cranky.com)  is  the  cohost  o/Digital  Duo,  a  weekly  public  telerision  series.  Find  past 
columns  at  www.forbes.com/manes  or  use  your  :CueCat  device  on  the  cue  code  ( right)  to  take  you  there 
instantly. 
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q^very  1new  i  ear  £>rin 
Renewed  Purpose 


si 


Alan  Farnham 


i  ins  is  a  nine  ior  reueiiiimg  goais  anu  giving  new  lire  to  your  d reams.  , 
W  Start  fresh  with  inspiration  from  Larry  Ellison,  Ron  Popeil,  Emma  Chapell,  and  other 
extraordinary  people  who  soared  to  the  top  and  fell  hard — yet  found  the  strength  to  rise  again. 

"What  makes  these  tales  so  collectively  intriguing  is  that  they're  about 
flesh-and-blood  people  grappling  with  real-life  crises." 

— -from  the  Introduction  by  Steve  Forbes 

'  4  WILEY 

lable  wherever  books  are  sold  I  k \i>i  h  ni  isiiim. 


Software  Horizon  By  Joseph  R.  Garber 


Let  Me  Entertain  You 


AS  USUAL  THIS  FALL  I  HELPED  JUDGE  NEWMEDIA 
magazine's  Invision  Awards  for  Best  Multimedia 
of  the  year.  Again  I  saw  more  good  stuff  than  I 
have  room  to  write  about — especially  in  arts  and 
entertainment  for  adults  and  teens.  And  in  that 
category  European  developers  stole  the  show. 

We  judges  were  particularly  taken  by  a  German  CD-ROM 
whose  title  translates  as  Hello,  God,  This  Is  Anna  Speaking. 
Based  on  the  German  bestseller  of  the  same  name,  the  beau- 
tifully illustrated  software  addresses  thorny  issues  of  theol- 
ogy and  morality  in  an  exceptionally  intelligent  way.  I  hope 
an  English  language  version  shows  up  on  these  shores  soon; 
if  you  can't  wait,  try  finding  it  at  www.amazon.de. 

Montparnasse  Multimedia,  a  French  developer,  won 
honors  for  no  fewer  than  three  programs.  Two  are  available 
only  on  DVD:  The  first  is  an  eye-popping  history  of  Egypt; 
the  second  a  dazzling  tour  of  the  Louvre  that  lets  you  take  a 
random  virtual  reality  walk  through  that  museum,  stopping 
anywhere  to  study  and  learn  about  the  art.  Montparnasse's 
third  winner  was  a  horse  of  a  different  color.  Entitled  Rome: 
Le  Testament  de  Caesar,  the  software's  Tomb  Raider-like 
graphics  put  you  on  Capitoline  Hill  in  the  tumultuous  days 
following  Julius  Caesar's  assassination.  Unlike  similar-look- 
ing games,  your  mission  isn't  to  kill  everything  that  moves 
but  to  wend  your  way  through  a  historically  authentic  web 
of  treachery  and  deceit  involving  Marc  Antony,  Brutus,  Ci- 
cero, Augustus  and  Cleopatra.  But  beware:  If  you  don't 
strike  the  right  attitude  while  questioning  your  witnesses, 
they'll  lie  through  their  teeth — or  plant  a  knife  in  your  back. 
An  English  version  is  due  shortly;  keep  your  eye  out  for  it. 

Although  its  gay-themed  content  is  controversial,  Mys- 
teries and  Desires:  The  Searching  Worlds  of  John  Rechy  took 
home  the  gold  for  creative  and  technical  excellence.  It's  the 
only  American  entertainment  or  arts  package  I'd  recom- 
mend for  adults  and  mature  teens. 

For  younger  computer  users,  Mattel  has  produced  a 
graphically  stunning,  wholly  engrossing  game  called  Bar- 
bie's Pet  Rescue.  Jaded  judges  took  one  look  and  exclaimed, 
"Oh,  wow!"  at  the  software's  incredible  animations.  Mattel's 
boss  lost  her  job  for  spending  too  much  money  on  multi- 
media; for  a  moment  I  thought  she  should  get  it  back. 

In  the  same  age  group  (say,  up  to  age  14)  we  were  also  im- 
pressed by  Mia2:  Romaine's  New  Hat,  a  3-D  graphics  game 
that  involves  guiding  a  lovable  mouse  through  the  sort  of  per- 
ilous adventures  lovable  mice  seem  unable  to  avoid. 


Alas,  the  judges  were 
impressed  by  most  of  the 
ware  for  grammar  school  I 
The  usually  reliable  Lucasj 
Learning  had  a  bunch  of  j 
grams  on  display,  but  only 
of  its  packages  won  any  h 
ors:  Pit  Droids,  a  witty  upi 
of  the  classic  Lemmings  ga 
and  a  sure-fire  hit  for  yl 
moppets.  Mindscape's  Ba 
also  had  the  judges  grinn 
ear  to  ear.  Babyz  gives  you  | 
tual  toddlers  to  raise  and  i 
IBM's  Via  Voice  speech  red 
nition  software  so  that  ) 
can  teach  your  digital  infan 
speak.  Warning:  Your  sin 
lated  rugrat  will  be  biolc 
cally  active:  You  have  to  fl 
it — and  change  its  diapers. 

Finally,  for  preschool* 
I'd  recommend  Buddy  Bn 
from  Ideas  That  Play.  Usi 
no  on-screen  text,  the  softw 
will  fascinate  kids  up  to  agfi 
An  enormous  number  of  Web  sites  entered  the  Invis: 
competition.  Because  most  of  them  likely  will  be  reviev 
in  FORBES'  Best  of  The  Web  supplement,  I'll  mention  onl 
sampler.  If  you're  a  hardcore  sports  fanatic  with  high-sp< 
Internet  access,  logging  on  to  www.seasonticket.com  * 
make  you  think  you've  died  and  gone  to  heaven.  Music  bl 
will  love  the  exceptionally  well  designed  Internet  audio 
www.davidbowie.com  and  www.emplive.com.  And  if  yoi 
like  your  kids  to  learn  a  foreign  language  over  the  W 
check  out  what  a  promising  young  company  is  trying  to 
at  www.languagestars.com. 

Who  won  the  top  prizes?  Nobody,  I  think.  That's  becai 
NewMedia  magazine,  the  award's  sponsor,  took  its  o' 
technological  propaganda  too  seriously,  quit  publishing 
200,000-plus-subscriber  magazine  and  tried  to  becom 
Webzine  only.  Bad  move.  A  few  weeks  before  the  best- 
show  voting,  NewMedia  ceased  operations.  However, 
Web  site  is,  as  of  this  writing,  still  online.  Check  c 
www.newmedia.com  for  a  full  list  of  Invision  winners. 


Beware:  If  you  don't 
strike  the  right 
attitude  with  your 
witnesses,  they'll 
lie  through  their 
teeth— or  plant  a 
knife  in  your  back. 


Joseph  R.  Garber,  a  bestselling  author,  serves  on  the  board  of  directors  of  three  technology  companies. 
Find  past  columns  at  www.forbes.com/garber  or  use  your  :CueCat  device  on  the  cue  code  ( right)  to  take 
you  there  instantly. 
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Imagine  a  company  that  will  customize  vehicle  f  inancing  the  same  way. 


GMAC 


vrolet®  •   Pontiacm  •   Buick"  •   Oldsmobile*  •   Cadillac'"  •   CMC     ■    1-800-32  SMART 
GMAC  is  a  registered  service  mark  of  the  General  Motors  Acceptance  Corporation.  ©2000  GMAC  Ail  Rights  Reserved 


MONEY&TNVESTING 


PlayStation  Plav 

Shortages  of  electronic  parts  are  hampering  production  of  everything  from  videogame 
consoles  to  cell  phones  to  servers.  Best  response:  Buy  the  partsmakers'  stock. 


BY  CHANDRANI  GHOSH,  BENJAMIN 
FULFORD  AND  ANDREW  TANZER 

SONY'S  PLAYSTATION  2  GAME 
platform  has  legions  of  frus- 
trated fans — and  that  signals 
an  investment  opportunity. 
Mighty  Sony,  hoping  for  the 
largest-ever  U.S.  unveiling  of  a  con- 
sumer electronics  product,  has  been 
humbled  by  a  massive  shortage  of 
parts,  reportedly  including  graphics 
processors.  So  right  before  the  holiday 
season  the  Japanese  giant  is  being 
forced  to  drastically  scale  back  PlaySta- 
tion's launch. 

Sony  can  take  cold  comfort  that  a 
similar  malady  afflicts  rival  Nintendo. 
Nintendo  has  delayed  the  U.S.  launch 
of  Gameboy  Advance,  the  company's 
most  important  new  product  in  years, 
until  next  July.  Reason:  a  shortfall  of 
tiny,  color  liquid-crystal  display  screens. 

Parts  scarcities  also  are  squeezing 
sales  of  Seagate  Technology  disk  drives, 
Motorola  cellular  phones  and  Sun  Mi- 
crosystems servers.  Palm's  portable  de- 
vices are  still  hot,  but  the  Santa  Clara, 
Calif,  company  doesn't  have  enough  LCD 
screens,  drivers  and  radio-frequency 
chips  to  keep  its  customers  satisfied. 

Investor  opportunity:  Buy  stocks  in 
electronic  partsmakers.  Most  are  trad- 
ing at  multiples  far  less  than  the  S&P 
500's  27.5,  on  the  assumption  that  the 
spike  in  profits  will  be  over  very  soon. 
If  you  are  bullish  on  the  gadget  indus- 
try, you  will  find  this  assumption  too 


Sony  PlayStation  2 


cautious  (see  table,  opposite). 

What's  behind  the  parts  drought? 
Production  capacity  hasn't  kept  up 
with  demand,  in  part  because  the 
1997-98  Asian  economic  crisis  crimped 
capital  spending.  Thomas  Hopkins,  a 
Bear  Stearns  managing  director,  pro- 
jects that  the  manufacturing  problem 
will  take  a  full  year  to  resolve. 

The  brisk  demand  for  a  proliferat- 
ing array  of  electronic  gizmos,  ranging 
from  digital  cameras  to  MP3  music 
players,  is  the  other  factor  creating  parts 
shortages.  These  increasingly  sophisti- 
cated products  are  crammed  with  high- 
end  parts.  There  are  440  passive  com- 


ponents stuffed  into  the  motherbocl 
of  a  Pentium  III  machine,  more  th| 
three  times  as  many  as  in  a  486  mod^ 

"While  components  typically  ci 
less  than  25  cents  each,  their  true  val 
is  huge  when  they  are  not  available  ai 
hold  up  delivery  of  multimillion-dol 
systems,"  says  Eric  Pratt,  director! 
Isuppli,  an  electronic  components  fo< 
caster.  So  assemblers  pay  up. 

Business  has  never  been  better  f 
Vishay  Intertechnology,  one  of  t 
largest  U.S.  manufacturers  of  resisto 
capacitors  and  inductors  that  go  in) 
cell  phones,  handheld  devices  ai 
autos.  In  the  third  quarter  Vishay's  ij 
earnings  multiplied  six  times  to  $11 
million,  as  the  gross  margin  surged 
points  from  a  year  ago  to  45%  and  t] 
order  backlog  for  capacitors  and  resi 
tors  stretched  out  to  five  months.  TH 
year  Vishay  has  been  able  to  pu! 
through  price  increases  of  30%  to  40| 
to  customers  like  Ericsson,  Dell,  Bos< 
and  DaimlerChrysler.  Merrill  LyncH 
Jerry  H.  Labowitz  estimates  that  Vish 
will  earn  $533  million  this  year  on  sal' 
of  $2.5  billion  (up  from  1999's  $83  mi 
lion  net  earnings  on  $1.7  billion). 

The  story  is  just  as  good  at  AY 
which  makes  connectors  and  oth 
doohickeys.  In  the  most  recent  quart 
AVX's  sales  expanded  87%  from  tl 
year-earlier  period  to  $695  million  ar 
net  income  was  up  sixfold  to  $156  mi 
lion.  "Parts  are  scarce,"  says  Kurt  Curi 
mings,  AVX's  chief  financial  office 
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if  you  aren't  already  in 
it  is  hard  to  get  in  line." 
nd  across  the  Pacific, 
lese  components  makers 
taging  a  remarkable  turn- 
id.  NEC  swung  from  a  loss 
year  to  a  $710  million 
t  in  its  fiscal  first  half  on 
trength  of  a  1,500%  jump 
rnings  in  the  company's 
»  division.  NEC  is  a  big 
;r  of  tantalum  capacitors, 
h  regulate  the  flow  of  elec- 
y  inside  mobile  phones, 
oshiba  moved  from  a  $291 
an  loss  last  year  to  a  $1  bil- 
profit,  thanks  to  an  insa- 
e  demand  for  everything 

its  commodity-like  tran- 
"s  to  flash  memory,  which 
;d  to  store  phone  numbers 
11  phones  and  pictures  in 
il  cameras. 

arnings  in  Matsushita 
ric's  Panasonic  brand  con- 
;r  electronics  division  fell 
in  the  last  half.  But  check 
>ut:  Profits  in  Matsushita's 


The  Components  of  Success  

The  market  hasn't  caught  on  that  these  electronics  parts- 
makers  are  benefiting  from  one  of  the  best  situations  in 
capitalism— excess  demand  for  their  products.  Even 
better  news:  The  shortages  will  last  well  into  2001. 


PRICE 


P/E 


Cnmnanv 

recent 

12-month  high 

2000E 

JAPAN 

Fujitsu 

$17.65 

$48.84 

41 

Hitachi 

10.87 

16.59 

42 

Kyocera 

129.05 

271.88 

25 

Kyoshln 

9.64 

28.66 

14 

Matsushita 

28.11 

30.88 

57 

Murata  Manufacturing 

119.32 

251.03 

30 

NEC 

19.66 

32.59 

41 

Rohm 

254.89 

433.75 

34 

Sharp 

13.25 

26.22 

43 

Toshiba 

7.53 

11.94 

21 

TAIWAN 

Taiwan  Semiconductor 

21.06 

56.25 

23 

United  Microelectronics 

10.69 

15.19 

NA 

U.S. 

Arrow  Electronics 

32.00 

46.00 

9 

Avnet 

26.63 

40.56 

15 1 

AVX 

26.13 

50.00 

8 

Kemet 

25.63 

44.22 

6 

Kent  Electronics 

17.75 

42.00 

14 

Molex-A 

39.00 

47.25 

35 1 

Vishay  Intertechnology 

27.56 

62.67 

7 

Prices  as  of  Oct.  30.  NA:  not  available.  'Actual  number.  Sources:  IBES 
International  and  Interactive  Data  Corp.  via  FactSet  Research  Systems. 

parts  division,  which  includes 
key  components  for  DVD  play- 
ers and  digital  cameras,  shot  up 
160%  in  the  same  period. 

Sharp,  the  world's  largest 
color  LCD  maker,  rode  the 
global  boom  in  mobile  devices 
to  first-half  profits  of  $495  mil- 
lion, a  64%  rise.  Kyocera,  Mu- 
rata and  Rohm,  which  are  fo- 
cused on  parts  such  as  ceramic 
capacitors,  have  repeatedly 
raised  sales  and  earnings  fore- 
casts this  year. 

If  you  don't  make  parts,  the 
next  best  thing  is  to  distribute 
them  to  the  hungry  electronics 
outfits.  Third-quarter  earnings 
of  Arrow  Electronics  ( 1999  sales, 
$9.3  billion)  nearly  tripled  to 
$102  million.  Larry  D.  Olson, 
president  of  Kent  Electronics,  a 
Sugarland,  Tex.  parts  distribu- 
tor, doesn't  expect  supply  for  the 
parts  he  ships  will  catch  up  with 
demand  until  the  end  of  2001. 
"With  this  shortage,"  he  says, 
"everyone  is  your  friend."  F 


Rainy-Day  Fund 

James  Gipson's  Clipper  Fund  lagged  during  the  wild  bull 
market  for  technology  stocks.  Now  he's  getting  his  revenge. 


BY  WILLIAM  HEUSLEIN 

WATCHING  STOCKS  CRASH  BRINGS 
home  crucial  investment  arith- 
metic. Lose  50%  and  breaking 
even  requires  a  subsequent  100%  gain. 
That's  why  long-term  investors  should 
be  as  concerned  with  capital  preserva- 
tion as  with  quick  gains.  That's  why 


FORBES  grades  mutual  funds  for  how 
well  they  do  when  the  market  darkens, 
as  well  as  when  times  are  sunny. 

Exhibit  Number  One  showing 
that  our  grading  system  works: 
the  value-oriented  Clipper  Fund, 
captained  since  1984  by  James 
Gipson.  The  fund  has  consistently 


Smoothsailing  earned  A 
in  rough  seas:  ° 

Clipper  Fund's  from  us  for  d« 

Gipson  flanked  market  performs 

by  Sandler  over  the  years,  w| 

and  Veaco.  .  •  1 1  i 

still  keeping 

during  up  markets. 

In  our  recent  August  survey 
large-cap  fund  scored  an  even  rarci 
mark  for  bear  markets,  an  achiever! 
usually  won  by  the  likes  of  u til 
funds.  From  1996  to  1998  Beverly  I 
based  Clipper  notched  a  three-pea 
appearances  on  our  Honor  Ro 
tough-to-crack  list  of  steady  long-tl 
performers.  The  fund  collects  no  a 
bitant  expense  ratio  for  this  acq 
plishment:  Its  annual  expense  rati 
$1.10  per  $100  of  assets  is  be 
average. 

Sure  enough,  while  the  marketj 
been  struggling  lately,  this  $1  bil 
no-load  is  up  an  impressive  25% 
year.  Compare  that  with  1999,  the  1 
of  the  triple-digit-returning  tech  n| 
when  value  was  a  dirty  word  and  C 
per  lost  2%.  Gipson  says  he  avoii 
tech  stocks  because  he  couldn't  v| 
them  into  the  future.  Nonetheless,  <j 
the  past  ten  years  Clipper  has  produ 
an  annualized  total  return  of  19.1 
versus  18.7%  for  the  S&P  500.  And  it 
done  this  without  echoing  the  indl 
holdings.  Clipper's  similarity  to 
S&P,  its  R-squared,  is  0.32.  The  loi 
the  score,  the  lesser  the  S&P  overlaj 
fund  exactly  copying  the  S&P  woi 
score  1.00. 

In  a  straightforward  manner  be 
ting  the  former  naval  officer  he  is,  Q 
son,  58,  sets  forth  the  duties  he  andi 


Avoiding  a  Speculative  Mania  

Clipper  Fund  manager  James  Gipson  notes:  "With  no  small  amount  of  frustration  on  our  part,  we  have  remained  rational  and 
patient  (or,  less  charitably,  stubborn  and  clueless)  value  investors."  Here's  a  sampler  from  his  impressively  performing  portfoli 

Recent      52-week           P/E  Dividend 
Company/business  price  high        2000  estimate       yield        Comment  J 

Equity  Office  Properties  Trust/REIT  $30.13        $31.81  NA  6.0%        Undervalued  large  holder  of  premium  office  space 

Equity  Residential  Properties  Trust/REIT     47.06  51.19  NA  6^9  Diversified  portfolio  of  apartments,  also  undervalui 

Fannie  Mae/mortgage  finance  77  CC  SC. 00  18  1.5  High-quality  stable  profit  growth  at  a  reasonable  oi 

Freddie  Mac/mortgage  finance  60.00         61.00  1(3  11  High-quality  stable  profit  growth  at  a  reasonable  pi 

Manpower/employment  services  34.81  40.25  16  116  Great  growth  opportunities  in  Europe  

McDonald's/fast-food  restaurants  31.00         49.56  21  07  Storied  franchise  has  global  growth  prospects 

Prices  as  of  Oct.  31.  NA:  Not  applicable. 

Sources:  IBES  International,  Interactive  Data  Corp.  and  Market  Guide  via  FactSet  Research  Systems;  Pacific  Financial  Research. 
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 MO NEY  &  INVESTING  1  THE  FUNDS 


colleagues  shoulder:  "We,  being  mutual 
fund  managers,  really  are  fiduciaries. 
It's  easy  to  forget  that  during  a  bub- 
bling bull  market." 

Gipson  believes  in  concentrating 
his  holdings  on  what  he  knows  best. 
So  Clipper's  portfolio  has  only  three 
dozen  stocks.  "You  get  about  90%  of 
the  maximum  theoretical  benefits  of 
diversification  from  only  13  stocks," 
he  says. 

While  Gipson  and  his  comanagers 
Michael  Sandler  and  Bruce  Veaco  are 
patient  investors,  some  shareholders 
obviously  aren't  and  walked  away.  In 
1999  Clipper  had  net  cash  outflows  of 
$235  million,  according  to  Financial 
Research  Corp.  in  Boston.  Through 
Sept.  30  of  this  year  net  cash  outflows 
topped  $150  million. 

But  some  experienced  value  fans  at 
Clipper  did  not  waver.  Billionaire 
Franklin  Otis  Booth  Jr.,  old  pal  and 
fishing  companion  of  Berkshire  Hath- 
away Vice  Chairman  Charles  Munger, 
has  been  a  director  since  the  fund's  in- 
ception in  1984.  Clipper  is  run  by  Pa- 
cific Financial  Research,  which  in  turn 
is  under  Old  Mutual  Pic,  a  London- 
based  financial  services  group. 

Gipson  and  his  posse  hew  to  what 
value  guru  Benjamin  Graham  referred 
to  as  a  margin  of  safety  when  investing 
in  stocks.  The  idea  is  to  limit  your  po- 
tential losses  by  buying  only  into  com- 
panies marked  down  from  the  present 
value  of  their  future  cash  flows.  These 
guys  will  get  into  a  stock  only  if  it  trades 
at  or  below  70%  of  a  conservative  cal- 
culation of  long-term  intrinsic  value. 
And  once  a  stock  reaches  100%  of  that 
value,  they  sell.  If  the  managers  can't 
find  other  equity  investments  that  meet 
their  stringent  criteria,  they'll  let  the 
fund's  cash  position  build  up.  Now 
stocks  make  up  three-quarters  of  the 
portfolio;  the  rest  is  cash  and  short- 
term  agency  paper. 

What  are  the  common  threads 
among  the  businesses  they  seek  out? 
These  companies  tend  to  dominate 
their  expanding  markets.  They  often 
are  run  by  managers  who  have  big 
ownership  stakes.  Solid  balance  sheets 
are  required.  And  they  must  sport  free 


cash  flow,  by  which  Gipson  means  net 
income  plus  depreciation,  minus  work- 
ing capital  needs,  minus  expenditures 
required  to  keep  the  business  growing 
in  line  with  Clipper's  assumptions,  plus 
(or  minus)  increases  (or  reductions)  in 
deferred  taxes.  That  free  cash  flow 
would  be  available  to  pay  dividends  to 
shareholders,  pay  down  debt,  repur- 
chase stock  or  acquire  new  businesses. 
Nearly  half  the  companies  Clipper  in- 
vests in  have  bought  back  stock. 

Big  holdings  now:  financial  stocks 
like  Freddie  Mac  and  Fannie  Mae 


HEY,  WHY  PAY  FULL  PRICE 
WHEN  YOU  CAN  BUY  A 
DOLLAR'S  WORTH  OF  VALUE 
FOR  70  CENTS  OR  LESS? 


Clipper  particularly  loaded  up  on  Sa 
Zell's  Equity  Residential  Propertj 
Trust  and  Equity  Office  Properti 
Trust.  Equity  Residential  recent 
traded  at  $47,  while  Clipper  conserv 
tively  estimates  its  intrinsic  value  at  $5 
Clipper  values  Equity  Office  at  $4 
compared  with  its  recent  price  of  $3( 
It  was  easy  for  Gipson  and  his  ga 
to  determine  that  the  REITs  were  selli 
at  discounts  to  the  values  of  the  sho 
ping  malls,  office  buildings  and  apai 
ments  they  owned.  Their  large  dividei 
yields  made  the  outfits  even  more  < 
tractive.  Clipper's  ma 
agers  saw  increasing  occ 
pancy  and  rent  rates,  pi 
big  insider  ownershi 
Notes  Sandler:  "No  oi 
wanted  them.  No  oj 
cared  about  them." 
Clipper  got  into  HO 


(Berkshire  has  held  both),  real  estate  in- 
vestment trusts,  Philip  Morris. 

Calculating  a  margin  of  safety 
doesn't  carry  any  guarantees.  Clipper 
invested  in  Mattel,  the  toy  company, 
before  Jill  Barad  became  chief  execu- 
tive in  1997.  Their  initial  calculation  of 
Mattel's  intrinsic  value  was  thrown  out 
of  whack  by  Barad's  disastrous  acqui- 
sition of  educational  software  maker 
Learning  Co.  for  $3.6  billion  in  stock 
in  1999.  Clipper  didn't  like  the  deal  but 
gave  Barad  the  benefit  of  the  doubt.  Big 
mistake.  Mattel's  stock  cratered  and 
Barad  lost  her  job;  the  company  just 
recently  unloaded  the  Learning  Co. 
"She  threw  away  a  tremendous  amount 
of  shareholder  value,  in  essence  shifting 
it  to  the  Learning  Co.  shareholders," 
says  Veaco. 

On  the  other  hand,  Philip  Morris, 
the  only  original  holding  still  in  the 
fund,  gets  high  marks  from  Clipper  for 
the  way  it  dominates  markets  and  gen- 
erates cash.  The  tobacco  and  food  giant 
is  trading  near  its  52-week  high,  up 
60%  over  the  past  12  months.  Investors 
are  a  little  less  worried  about  the 
lawsuits. 

Gipson  and  his  comanagers  started 
looking  at  REITs  in  late  1998  and  early 
1999  when  they  were  very  out  of  favor. 


few  years  back  when  t 
health  care  company's  stock  w 
knocked  down  during  a  governme 
investigation  of  its  business  practio 
Initially  pegging  HCA's  worth  in  % 
low  $30  range,  Clipper  bought  in  at 
average  cost  of  $19.  Turns  out  th 
Clipper  underestimated  how  quid 
new  management  could  get  HCA  ba 
into  shape.  So  Clipper  ratcheted  up  t 
estimation  of  intrinsic  value  to  $3f 
share.  HCA  just  recently  hit  the  revis 
target  price,  and  so  it's  no  longer  in  t 
portfolio. 

Even  though  they  doubled  th< 
money,  didn't  these  guys  sell  too  ear 
HCA  shows  signs  of  further  appred 
tion.  They  have  no  regrets.  Says  Sandl 
"We  don't  have  the  philosophy  to  ri 
the  winners.  That's  one  of  the  reaso 
we  think  we've  been  able  to  get  that  I 
rating  in  down  markets." 

Where  does  Clipper  see  new 
emerging  value  today?  The  retaili: 
sector,  hit  hard  by  concerns  over  t 
potential  for  a  slowing  economy.  Pic 
include  discounter  Target,  which  is  gi 
ing  Wal-Mart  a  run  with  its  new  sup< 
stores,  and  office  suppliers  Staples  ai 
Office  Depot.  Staples  goes  for  2 1  tim 
trailing  earnings,  reasonable  for  a  col 
pany  on  a  successful  expansion  binj 
Office  Depot  goes  for  9  times. 
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Time  to  Ring 
The  Dinner  Bell 

In  the  recent  glamour-growth  market,  food  stocks 
have  languished.  Get  ready  for  a  big  rebound, 
says  Pilgrim  Baxter's  Raymond  McCaffrey. 


BY  JAMES  M.  CLASH 

WHY  DOES  RAYMOND  MC- 
Caffrey  have  19%  of  PBHG's 
Large  Cap  Value  Fund  in  food 
stocks?  Because  oil  prices  and  interest 
rates  are  higher  than  they  were  a  year  ago. 

If  the  connection  is  not  obvious, 
note  that  rate  hikes  and  expensive  oil  are 
slowing  the  economy,  which  could  make 
defensive  stocks  the  place  to  be,  and  that 
food  is  a  defensive  sector  because  people 
will  stop  buying  new  cars  and  taking  va- 


cations before  they  stop  eating. 

Here's  another  good  reason  to  be  in 
outfits  like  H.J.  Heinz  and  ConAgra: 
They  are  cheap.  During  the  growth- 
dominated  market  of  the  past  decade, 
old-fashioned  sectors  like  food  have 
languished.  In  1992  food  occupied  5.3% 
of  the  S&P  500  by  market-cap  weight; 
now  it's  2.3%. 

The  six  food  stocks  in  McCaffrey's 
portfolio  trade  at  a  composite  1 3  times 
estimated  2000  earnings,  about  half  the 


market  multiple.  His  food  compar) 
are  cheap  in  another  sense,  selling  atj 
average  22%  discount  to  their  ten-yj 
price/earnings  averages. 

It  isn't  just  the  economy  and  attr 
tive  valuations  that  have  McCaffj 
smacking  his  lips.  He  likes  the  ada 
ability.  These  companies  have  figuj 
out  that  the  American  consumer  wa 
ever  more  convenience  and  speed! 
meals,  can  never  get  enough  junk  fa 
(see  story,  p.  267),  and  is  shifting  spen 
ing  from  the  home  to  restaurants. 

Such  trends  explain  Heinz's  Sn 
Kist  Tuna  in  a  Pouch,  Nabisco's  Sna< 
Well's  cookies  and  ConAgra's  Egg  Bq 
ers,  which  are  shipped  in  truckload^ 
fast-food  concerns  like  McDonal 
and  Wendy's. 

McCaffrey  also  likes  the  fat  di 
dends  that  food  stocks  pay.  ConAj 
has  a  yield  of  4.5%;  Kellogg,  4.6j 
Philip  Morris  (parent  of  Kraft),  5.9 
Compare  those  with  the  S&P,  with  a 
cent  yield  of  1.2%. 


Money  makes  the  world  go  'roun 


.... 
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"Food  stocks 
will  be  up  35% 
to  40%  in  the 
next  12  months." 


"We're  not  trying  to  catch  a  falling 
knife  here,"  says  McCaffrey,  37. 
"These  are  good  cash-generators, 
blue-chip  businesses." 

For  all  his  bullishness,  McCaffrey 
admits  there  are  some  risks.  For  one, 
the  sagging  euro  is  hurting  U.S.  food 
companies  for  now;  many  of  them 
have  a  good  chunk  of  business  in  Eu- 
rope. Another  caveat:  If  recent  con- 
solidation plays  like  Unilever-Best- 
foods  and  Kellogg- Keebler  don't  work 
out,  the  entire  industry  group  would 
suffer.  Everyone  remembers  the  disas- 
trous loss  Quaker  Oats  took  by  over- 
paying for  Snapple  Beverage. 

Sometimes  it  is  divestiture  that's 
called  for.  McCaffrey  began  accumu- 
lating his  3%  position  in  Sara  Lee  in 
August  at  $18.75.  He  applauds  new 
Chief  Executive  C.  Steven  McMillan's 
plan  to  sell  off  noncore,  lower-mar- 
gin, nonfood  businesses — such  as 
Champion  International  (sports 
clothes)  and  Coach  Leather  (pricey 
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briefcases  and  luggage).  The  proceeds 
are  going  toward  buying  back  shares 
and  retiring  debt.  Above  and  beyond 
its  fat  54-cent  dividend  (yielding 
2.7%),  Sara  Lee  this  year  has  an  extra 
77  cents  a  share  of  loose  change — in 
the  sense  of  net  income  plus  depreci- 
ation and  amortization  less  capital 
expenditures  and  dividends. 

Kroger,  the  venerable  grocery 
chain,  occupies  2.4%  of  McCaffrey's 
portfolio.  He  began  buying  in  March 
at  $15;  today  it  sells  at  $21.  That's  still 
13%  off  its  52-week  high.  The  market's 
problem:  Wal-Mart,  which  has  been  in- 
filtrating the  grocery  business,  is 
threatening  to  take  customers  away 
from  Kroger  in  the  Midwest. 

McCaffrey  says  that  the  Wal-Mart 
fears  are  overblown,  citing  Kroger's  ac- 
quisition of  Fred  Meyer  supermarkets 
last  year,  which  has  kept  Kroger  dom- 
inant in  its  markets. 

ConAgra  is  a  $25  billion  com- 
modities giant  that  wants  to  rise  above 
commodity  pricing.  The  recent  out- 
breaks of  E.  coli  among  smaller  meat 


Cheeseburgers  in  Paradise 


These  food  companies,  which  make  up  19%  of  PBHG's  Large  Cap  Value  portfolio 
trade  at  an  average  price/earnings  multiple  that  is  half  the  S&P  500's.  Not  only 
that:  Except  for  Kroger,  their  current  P/Es  are  below  their  ten-year  P/E  average. 
Another  plus  is  they  have  an  average  dividend  yield  of  three  times  the  market. 


PRICE 


PRICE  EARNINGS 


Company 

recent 

52-week 
high 

current1 

percent  of 
historical2 

Dividend 
yield 

Free  cas 
flow3 

ConAgra 

$20 

$26  43 

11 

65% 

4.5% 

$0.74 

Heinz 

41 

48.25 

15 

84 

3.8 

069 

Kellogg 

22 

40.94 

14 

67 

4.6 

0.59 

Kroger 

21 

24.25 

15 

100 

NA 

o.iiT 

Philip  Morris 

36 

36.00 

10 

76 

5.9 

1.57 

Sara  Lee 

20 

27.50 

15 

76 

2.7 

0.77 

NA:  Not  applicable.  'Based  on  expected  2000  earnings.  2Current  price/earnings  ratio  as  a  percent  of  ten-year-aven 
P/E.  3Per  share,  defined  as  net  income  plus  depreciation  and  amortization  less  capital  expenditures  and  dividends 

Sources:  Pilgrim  Baxter:  Forbes. 

packers  may  give  it  the  chance. 
"ConAgra  wants  you  to  know  that  its 
factories  are  clean,  and  that  it's  not 
some  no-name  butcher,"  says  McCaf- 
frey. "It's  the  kind  of  branding  that 
Perdue  did  with  chicken." 

PBHG  Large  Cap  Value,  based  in 
Wayne,  Pa.,  is  not  a  bad  buy,  with  no 
load  and  below-average  annual  ex- 
penses of  1.1%.  It  has  returned  an  an- 
nual 23%  since  its  inception  in  Janu- 


ary 1997 — two  points  above  the  S 
Or  if  you  want  a  purer  play,  you  i 
just  buy  food  stocks  on  your  own. 

Says  McCaffrey:  "If  I  had  told  yoi 
this  time  last  year  that  the  Dow  Jo 
utility  average  would  be  up  50%,  i 
down  S&P,  you  would  have  laugh 
But  that's  exactly  what  happenei 
think  it'll  be  the  same  with  food  stoi 
They'll  be  up  35%  to  40%  in  the  i 
12  months." 


Queen  of  Small  Caps 

Leah  Zell  has  made  a  nice  pile  in  small  foreign  companies- 
but  insists  the  opportunities  now  are  as  rich  as  ever. 


BY  JOHN  H.  CHRISTY 

LEAH  ZELL  REMEMBERS  THE  NOT- 
so-good-old-days  of  small-cap  in- 
vesting in  Europe.  Before  the  1997 
launch  of  the  Neuer  Markt,  Germany's 
answer  to  Nasdaq,  there  were  five  initial 
offerings  a  year. 

Today  the  Neuer  Markt  is  home  to 
318  companies  with  a  combined  mar- 
ket capitalization  of  $160  billion.  Over 
a  similar  period  France's  Nouveau 
Marche  has  gone  from  zero  to  $24  bil- 
lion, with  133  stocks  to  choose  from. 

European  companies  raised  more 
than  $150  billion  through  initial  public 
offerings  last  year  and  an  additional  $90 
billion  in  2000's  first  six  months.  "The 
inventory  of  smaller  companies  in  Eu- 
rope is  exploding,"  she  says. 

In  a  business  where  many  of  the 


players  are  new,  Zell  is  one  of  the  few 
old  hands  at  international  small-com- 
pany investing.  Europe  is  hardly  un- 
known to  her.  With  a  resume  that  in- 
cludes a  Harvard  Ph.D.  in  German 
history  and  a  stint  at  Lehman  Brothers, 
Zell,  51,  has  been  following  inter- 
national financial  markets  since  1984. 

Chicago  may  seem  an  odd  place  for 
a  global  small-cap  fund  manager  to  be 
based,  but  there's  a  good  reason:  Zell's 
husband  is  Ralph  Wanger,  a  Chicago 
money  manager  and  (at  Acorn  Fund) 
one  of  America's  most  successful  small- 
company  stock  pickers.  Leah  Zell's 
brother  is  Sam  Zell,  the  Chicago  real  es- 
tate developer  and  billionaire. 

Leah  Zell  runs  the  $3  billion  Acorn 
International,  renamed  Liberty  Acorn 
International  earlier  this  year  when  Lib- 


erty Financial  bought  out  the  mana 
ment  company  for  the  Acorn  fur 
Both  Zell  and  her  husband  have  sigi 
five-year  contracts,  so  rest  assured  tl 
funds  are  not  going  down  a  black  hi 

With  an  annualized  return  of  18. 
since  its  inception  in  September  15 
Acorn  International  is  one  of  the  1 
of  its  breed.  Also  one  of  the  cheap 
Its  expense  ratio  of  1.06%  is  scan 
more  than  half  the  norm  for  a  ft 
buying  foreign  stocks. 

One  of  Zell's  favorites  in  Europ 
Germany's  Tecis.  A  financial  plan 
and  fund  distributor,  Tecis  appeal) 
the  growing  appetite  in  middle-cl 
Germans  for  fund  investing.  The  asl 
nomical  estimated  2000  P/E  of  247 1 
be  daunting,  but  earnings  growtl 
rapid  enough  to  bring  that  into  1 
within  a  few  years.  Only  11%  of  G 
mans  have  investment  funds,  and  th 
expanding  quickly. 

Another  play  along  the  same  line 
Incepta,  a  British  outfit  that  on 
global  public  relations  firm  D< 
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Zell  looks 
for  good 
niche  plays. 


rson  and  also  has  a  strong  business 
ivestor  relations.  Deutsche  Post, 
to  go  public,  is  a  likely  client.  In- 
i  goes  for  39  times  estimated  2000 
ings  but  owning  it  makes  sense  if 
expect  the  outpouring  of  new  is- 
in  Europe  to  continue, 
^ell  and  eight  analysts  working  for 
ook  for  companies  in  niche  busi- 
es ripe  for  growth.  Take  France's 
odie,  which  runs  call  centers  in 
pe  and  develops  the  software  and 
ms  that  support  them.  Many  of 
ients  are  banks  that  want  to  let 
>mers  check  account  balances  and 
e  transfers  over  the  phone.  Call 
:rs  are  a  new  business  in  Europe, 
says,  and  the  growth  phase  is  just 
rming.  Also  important  to  her:  In 
business,  small  companies 
clever  ideas  can  beat  out  big 
panies. 

rosodie  recently  bought  40%  of 
ipe  On  Line,  a  software  company, 
;>lans  to  marry  call-center  technol- 
with  the  Web.  Someday  when  a 
>mer  calls  up  a  service  representa- 
the  two  of  them  will  look  at  the 
■  Web  page  together.  Best  of  all,  Zell 
>,  Prosodie  gets  paid  fees  for  its  ser- 
— so  it's  exposed  to  the  growth  of 
nternet  without  needing  to  rely  on 
tchy  dot-com  business  model. 
HI  is  also  taking  a  close  look  at  a  few 
cet  research  companies,  where  mar- 
are  widening  and  being  acquired  by 
i  agency  is  always  a  live  possibility, 
example  is  Germany's  GFK,  origi- 
a  research  foundation  owned  by  a 
p  of  TV  stations  there.  The  group  re- 
is  a  large  investor  but  has  allowed 
ders  in  as  shareholders. 
Jow,  Zell  says,  the  company  is  not 
g  run  like  a  nonprofit  organization 
nore.  In  2000's  first  half,  GFK's 
ings  grew  70%  on  revenue  growth 
0%.  GFK  goes  for  47  times  esti- 
:d  2000  earnings. 

)ften  in  small-cap  investing,  boring 
panies  can  be  exciting  investments, 
t's  what  Zell  is  hoping  for  with 
sportes  Azkar,  the  leading  package - 
icxy  and  logistics  company  in 
n;  it  went  public  in  April  1999. 
;d  affordably  at  15  times  estimated 


The  U.S.  doesn't  have  a  monopoly  on  entrepreneurial  companies.  Liberty  Acorn 
International  Fund  Manager  Leah  Zell  thinks  these  seven  companies  are  among 
Europe's  most  promising  rising  stars.  All  are  in  fields  that  are  increasingly 
important  to  the  European  economy. 


PRICE 

Pit 

Market 

52-week 

2000 

value 

Company/business 

Country 

recent 

high 

low 

est 

($mil) 

GFK/market  research  services 

Germany 

$37.97 

$74.87 

$26.51 

47 

$992 

incepta/public  relations 

UK 

2.05 

2.94 

1.03 

39 

809 

Ipsos/market  research  services 

France 

103.41 

198.18 

48.65 

69 

640 

Prosodie/call-center  management 

France 

58.49 

95.39 

30.16 

46 

430 

Taylor  Nelson/market  research  services 

UK 

3.88 

4.91 

2.94 

40 

1,502 

Tecis/financial  services 

Germany 

72.22 

77.54 

15.77 

247 

857 

Transportes  Azkar/package  delivery 

Spain 

6.10 

10.16 

5.60 

15 

439 

Prices  as  of  Nov  I.  Sources.  Exshare,  Worldscope  and  IBES  International  via  FactSet  Research  Systems. 


earnings  for  2000,  the  company,  she 
thinks,  would  be  an  ideal  acquisition 
candidate  for  UPS  or  Deutsche  Post.  If 
Transportes  Azkar  isn't  acquired,  the 
growth  of  e-commerce  should  nicely 
boost  the  company's  12%  to  15%  earn- 
ings growth  rate,  she  says.  "Either  they 
will  continue  to  grow  and  make  good 
money,  or  somebody  will  come  along 
and  make  the  family  an  offer  they  can't 
refuse,"  Zell  predicts. 

Like  Azkar  and  Tecis,  many  of  Zell's 
largest  holdings  are  newly  public.  You 
can  say  this  for  new  issues  in  Europe: 
Until  recently,  they  were  scarce  enough 


that  the  underwriters  were  very  picky. 

"There's  an  enormous  backlog  of 
quality  companies  that  could  not  get  ac- 
cess to  public  capital  in  the  past,"  she  says. 
"In  a  Europe  where  every  business  leader 
is  worried  about  scale  and  doing  more 
cross-border  business,  private  companies 
are  at  a  disadvantage  playing  the  game, 
unless  they  have  very  deep  pockets." 

That's  good  news  for  investors.  "Be- 
cause it  is  such  a  new  phenomenon  and 
coincides  with  a  period  of  rapid  tech- 
nological change,  there  will  be  plenty  of 
good  companies  to  choose  from,"  she 
notes.  "It's  a  brea  th  of  fresh  air."  F 
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IONEY  &  INVESTING 


A  year  ago  the  folks  who 
owned  Priceline  and  CMGI 
were  snickering  at  the  old 
fogies  who  like  dividend 
checks.  Who's  snickering  now? 

BY  ROBERT  J.  SHERWOOD 

BANDAG,  IN  MUSCATINE,  IOWA, 
makes  replacement  treads  for 
truck  and  bus  tires  and  the  tools 
used  by  local  shops  to  retread  worn 
tires  for  commercial  vehicles.  This  is 
not  the  kind  of  stock  that's  likely  to  rise 
fivefold  over  the  course  of  a  year.  But 
since  last  December  Bandag  shares  are 
up  42%,  while  the  Dow  Jones  Internet 
Index  is  off  39%. 

One  thing  that  makes  Bandag  dif- 
ferent from  an  Internet  company  is 
that  it  has  the  free  cash  flow  to  pay  a 
handsome  dividend,  an  indicated 
$1.18  a  share  (recent  quarterly  payout 
times  four).  Bandag's  current  yield  of 

Safety  in  Dividends  


3.3%  is  triple  the  yield  on  the  S&P  500. 
There's  reason,  moreover,  to  hope  that 
the  dividend  will  climb.  Bandag's  five- 
year  average  sales  growth  is  15%,  its 
payout  is  only  46%  of  earnings,  and  its 
balance  sheet  is  strong  (total  debt  is 
only  24%  of  equity). 

Geraldine  Weiss,  publisher  of  the 
Investment  Quality  Trends  newsletter  in 
La  Jolla,  Calif,  likes  stocks  like  this.  "It 
is  better  to  collect  a  modest  return  and 
a  dividend  check  every  quarter  than  to 
wait  out  a  market  rally  that  may  take  a 
while  to  materialize,"  she  says.  Her  list 
of  45  favorites  starts  out  with  350  big 
companies,  which  she  narrows  down 
by  screening  for  high  yield,  debt/equity 


below  50%,  a  payout  below  50%  aj 
low  ratios  of  price-to-earnings  and| 
cash  flow  (in  the  sense  of  net  incoj 
plus  depreciation). 

Using  Weiss'  guidelines  and  a  fi 
of  our  own,  we  mined  the  Marl 
Guide  database  via  FactSet  Reseat) 
Systems  software  for  well-coven 
stocks  with  good  S&P  ratings  and  n 
ing  dividends. 

Example:  Bob  Evans  Farms  ii 
Columbus,  Ohio-based  chain  of  4 
family-style  restaurants,  which  r 
only  has  raised  its  dividend  12  times 
the  past  15  years  but  is  expected  to  h 
back  2  million  shares  next  year.  TS 
stock  yields  2%. 


bt/ 


Old-fashioned  companies  that  pay  dividends  tend  to  hold  up  well  in  weak  markets— like  the  one  we're  in  now. 

PRICE  DIVIDEND   2001  EST   Price/ 

Company/business  recent    YTD  change        yield       payout  EPS       P/E  cashflow 


Applied  Industrial  Technologies/bearings,  elec  equip 


$16.94 


4% 


2.8% 


32% 


$1.71 


10 


Debt/ 

equi 

40°. 


Bandag/tire  treads  &  recapping  equip 


35.44 


42 


3.3 


46 


3.06 


12 


24 
22 


Bob  Evans  Farms/family  restaurants 


18.50 


20 


1.9 


26 


1.64 


11 


Adolph  Coors/beer 


63.44 


21 


1.2 


28 


3.38 


19 


11 


General  Dynamics/aerospace  &  defense 


69.44 


32 


1.5 


27 


4.43 


16 


15 


12 

32 
j43_ 
44 

_36_ 
7 

34 


Greif  Brothers/industrial  packaging 


32.06 


1.7 


20 


2.60 


12 


Hillenbrand  Inds/funeral  services,  health  care 


46.13 


46 


1.7 


40 


2.74 


17 


12 


HON  Industries/office  furniture 


24.19 


10 


1.8 


26 


2.16 


11 


Pier  1  Imports/furniture  stores 


13.50  112 


1.2 


19 


1.05 


13 


13 


Steeicase/office  furniture 


17.13 


43 


2.6 


32 


1.61 


11 


Prices  as  of  Nov.  2.  Sources:  Market  Guide  and  Interactive  Data  Corp.  via  FactSet  Research  Systems. 


For  an  expanded  version  of  this  table  listing  ten  additional  companies,  and  with  links  to  stock  quotes 

and  tearsheet  reports  on  each  stock,  go  to  www.forbes.com/extra/birdsinthehand  or  use  your  :CueCat  device 

on  the  cue  code  at  right  to  take  you  there  instantly. 


o  get  through  supplier  bids  fast?  With  Bid  Co 

ier  will  you  have  to  meet  every  sales  person  from  m-  ^  ^  ™  ^  ^  tendering  process  on  ^  Web 

>.cr .  m,  as  he,Pfu,  with  ;our  .^^".iss  r  vou'l:9e,  bet,w  bws  at  a «* 

s  at  www.bid.com  or  1-888-287-7467  ext  277  Riri  rn      v  UP  0n"ne  aUCtions  from  Vour  Website 

•  ^7.  B,d.Com  -  You  re  buying,  you're  selling,  you're  making  money.  Fast.' 


^oooB,d.Con„nternot,ona|lnc.B,D,COM,M  k  a  frademark  Qf  BidCom  (nternafonai 


ST REETWALKER 


Under  the  Radar 


Among  the  big  carriers,  Delta  has  the  best  upside. 

AIRLINE  REVENUES  MAY  BE  FLYING  HIGH,  BUT  THE  INDUSTRY'S  STOCK  PER- 
formance  isn't,  thanks  to  fears  of  an  economic  slowdown  and  rising  jet  fuel 
prices.  Of  the  three  biggest  U.S.  carriers,  sellers  went  too  far  with  Delta  Air 
Lines.  Third-ranking  Delta  (NYSE:  DAL)  trades  at  $47,  or  six  times  trailing  earn- 
ings— the  same  multiple  as  American's  AMR.  The  P/E  for  industry  leader  UAL, 
parent  of  United,  is  1 1 . 

But  on  a  profitability  basis,  Delta  far  outshines  both  rivals.  Delta's  operating 
margin  of  11.6%  and  return  on  equity  of  28%  beats  AMR  (6.5%,  14.5%)  and 
United  (8%,  26%).  Plus,  Delta's  sales  are  growing  faster  than  the  others. 

One  reason  for  Delta's  profit  edge,  says  Susan  Donofrio,  an  analyst  with 
Deutsche  Banc  Alex.  Brown,  is  that  Delta  has  done  the  best  job  hedging  fuel 
costs,  which  locks  in  lower  prices.  For  the  fourth  quarter  60%  of  its  needs  are 
hedged.  And  should  an  economic  slump  hit  next  year,  the  company's  status  as 
the  biggest  regional  jet  carrier — it  just  bought  ASA  and  Comair  for  its  Delta 
Connection  service — will  be  a  cushion,  because  short-hop  business  travel  usu- 
ally doesn't  slide  much,  says  Donofrio. 

She  forecasts  13%  earnings  growth  for  fiscal  2001,  ending  next  June,  even 
after  adjusting  for  higher  oil  costs.  — Christoplier  Helman 


Electrocuted 

LAST  SUMMER'S  BLACKOUTS  AN 
brownouts  were  a  blessing  for  Actn 
Power.  The  company  makes  temporaj 
backup  power  systems,  which  kick 
if  the  electricity  fails.  When  Actrj 
Power  (Nasdaq:  ACPW)  went  public  I 
early  August  it  instantly  received 
ridiculous  valuation,  says  Steven  Woj 
thington,  an  analyst  with  Barbaj 
Coast  Asset  Management. 

Active  Power's  backup  systems  at 
based  on  old-school  flywheel  technc 
ogy:  A  625-pound  steel  cylinder  spii 
in  a  near-frictionless  chamber,  harbol 
ing  enormous  amounts  of  energy.  Nq 
technology  when  it  was  new,  but  Wol 
thington  doubts  that  it  gives  Active  tl 
right  to  trade  at  S31  a  share  for  4(1 
times  revenues.  In  the  last  12  montl 
the  company  has  lost  S21.6  million  o 
$2.7  million  in  sales.  Its  market  cap 
$1.1  billion. 

The  shares  have  drifted  down  fro 
their  postoffering  high  of  $74,  but  ha 
further  to  fall.  Short  the  stock.  Cover 
S 1 0,  says  Worthington.  — ■ 

Tool  Power  j 

HOUSING  STARTS  ARE  DOWN  IN  2000. ! 
is  the  stock  of  power-tool  maker  Bla< 
&  Decker,  off  34%  this  year  and  tradii 
at  a  mere  ten  times  trailing  earning 
Kevin  Grant,  comanager  of  Oakma 
Fund,  says  Black  &  Decker  (NYSE:  BDj 
has  the  mettle  to  withstand  an  eo 
nomic  downturn. 

Only  15%  of  B&D's  $4.5  billion  of  a 
nual  sales  stems  from  new-hon 
builders.  What's  more,  home  renovatk 
gets  very  popular  during  recessions.  Pr 
fessional  contractors  overwhelming 
favor  B&D's  DeWalt  drills,  drill  bits  ai 
saws  over  the  tools  of  Makita,  its  chi 
competitor. 

Grant  looks  for  B&D  to  increase  me 
ket  share  among  the  pros  from  45% 
55%  in  two  years.  And  he  projects  tr 
year's  earnings  to  rise  15%  to  $4  a  shai 
which  should  improve  Wall  Street's  ou 
look  on  the  stock.  — Nathan  Vat 
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.  Pi/.' 

What  happens  when  kids  no 
longer  want  to  peek  at  Pikachu? 


fter 

)kemon 


3S'  CURRENT  POKEMON  CARD  LINE 
es  those  old  Mickey  Mantles  look 

bush  leaguers.  Topps  (Nasdaq: 
P),  the  outfit  that  brought  us  the 
:ic  baseball  cards  of  the  Fifties,  is 

relying  on  the  cute  characters  for 
i  of  total  revenue.  But  what  hap- 
5  to  Topps  when  kids  tire  of 
chu? 

rhat  question  has  lopped  25%  off 
?s'  value  this  year.  The  outfit's  great 
Its — tripling  net  income  in  the  fiscal 
half,  to  $61  million  on  $285  million 
:venue — seem  temporary  to  Wall 
it 

>ut  Topps  will  prosper  even  after 
emon  goes  the  way  of  Cabbage 
h  Kids,  insists  John  F.  Posteraro,  an 
yst  with  Sidoti  &  Co.  He  notes  that 
ore  confectionery  business,  includ- 
3azooka  bubble  gum  and  Ring  Pop 
?ops,  continues  to  grow  at  a  healthy 
i  annual  clip.  And  the  company  has 
omising  product  launch  slated  at 
-end  for  Etopps,  a  line  of  sports 
s  that  aficionados  can  buy  and  trade 
ne. 

fo  coincide  with  the  fiftieth  an- 


niversary of  its  baseball  cards,  Topps 
also  plans  a  special  set  that  will  include 
randomly  inserted  rare  cards,  like  an 
original  1952  Mantle.  Posteraro  expects 
an  overall  growth  of  15%  yearly  with- 
out Pokemon. 

Better,  Topps  boasts  a  $140  million 
cash  stash,  giving  it  good  flexibility.  The 
stock  changes  hands  at  $9,  for  a 
price/earnings  ratio  of  only  4 — way  un- 
dervalued compared  with  chief  rival 
Tootsie  Roll  (25). 

— Ian  Zack 


Wired 


YOU  CAN  GO  INTO  A  HOME  CENTER 
and  get  yourself  an  ordinary  electric  re- 
ceptacle for  about  a  buck.  Or  you  can 
go  into  the  W. W.  Grainger  hardware 
catalog  and  find  a  fancy  one,  labeled 
"hospital  grade,"  for  $89.50.  Why  not 
own  the  company  that  makes  it? 

Source  of  the  deluxe  outlet:  Hubbell 
Inc.,  an  Orange,  Conn,  manufacturer 
with  $1.4  billion  in  revenue  and  pretty 
nice  margins.  It's  a  buy. 

Hubbell,  which  introduced  the  first 
version  of  the  electrical  outlet  in  the 
early  1900s,  should  have  been  content 
to  remain  with  its  prosaic  market  of 
high-end  electric  fixtures.  The  com- 
pany posted  38  straight  years  of  up 
earnings  until  1999  when  a  costly  ef- 
fort to  develop  hardware  for  DSL  Inter- 
net systems  blew  up.  Now  Hubbell 
(NYSE:  HUB/B)  is  back  focused  on  its 
old  business. 

Hooray,  says  James  Norris,  portfo- 
lio manager  at  money  manager  Cooke 
&  Bieler,  who  thinks  Hubbell  is  climb- 
ing out  of  its  hole.  At  $25,  shares  trade 
for  just  ten  times  earnings. 

Hubbell  is  that  rare  breed,  a  reces- 
sion-proof company.  It  increased  earn- 
ings through  the  last  six  recessions 
thanks  to  the  replacement  and  retrofit 
business.  And  as  the  power  industry 
deregulates,  utilities  will  be  buying  its 
insulators  and  surge  arresters. 

— C.H. 


To  check  on  Streetwalker's 
performance,  visit  our  Web  site  at 
www.forbes.com/streetwalker. 


Escape 


Indulge 


The  isolated  and  luxurious  Pangkor 
Laut  Estates  at  Marina  Bay  -  nestled 
on  the  private  island  of  Pangkor  Laut 

off  the  West  coast  of  Peninsular 
Malaysia  -  beckon  you  to  experience 
the  serenity  and  exoticism  of  South- 

East  Asia's  past.  Each  of  the  lush 
compound's  nine  elegantly  appointed 

estates  harken  back  to  a  time  of 
contemplative  simplicity  and  opulent 
tranquility.  Located  in  a  2-million- 
year-old  rainforest  with  top  diving 
and  superb  cuisine,  this  tropical 
haven  has  served  as  a  paradise 
away  from  home  to  such  travel 
connoisseurs  as  Luciano  Pavarotti 
and  Jodie  Foster. 


Pangkor  Laut  Estates 

at  marina  Bay 


For  information  about  the  serenity  and 
value  of  Marina  Bay,  call  01 1  -605-699- 1 1 00 
or  toll  free  in  the  us.  877-757-5288 
e-mail:  mariiuibay.ytlhp@ytl.com. my 
www.marmabayestates.com 


FORBES'  November  27,  2000  317 


INTRODUCING  FOLIO  INVESTING 


STEVE  WALLMAN 
Founder  &  CEO,  FOLIOfn 


"Trying  to  pick  the  'right'  stocks  can  be  difficult  and  dangerous.  Diversification  is  a 
fundamental  investing  principle  and  now  you  can  achieve  it  instantly  at  FOLIOfn." 


FINALLY,  ONLINE  INVESTING 

FOR  THOSE 
WHO  DOH'T  LIKE 

THROWING  DARTS 

Online  trading  makes  it  easy  to  invest.  It  also  makes  it  easy  for  many  investors  to  ignore  the  usual  safeguards.  Lik| 
building  a  diversified  portfolio. 

Introducing  FOLIO  /'nvesf/ngfrom  FOLIOfn. 

FOLIO  investing  gives  you  the  diversification  of  mutual  funds 
with  the  many  benefits  of  owning  the  stocks  yourself.  With 
FOLIO  investing,  you  can: 

•  Buy  portfolios  of  one  to  50  stocks  in  one  simple  transaction. 

•  Assemble  your  FOLIOs  from  the  ground  up  or  choose  from 
our  dozens  of  "Ready-to-Go"  FOLIOs,  like  the  Forbes8  40  FOLIO. 

•  Invest  in  a  sector,  an  index,  or  any  group  of  stocks  you  like. 

•  Trade  stocks  in  your  FOLIOs  as  often  as  you  want,  commission-free. 

•  Avoid  the  fees  and  annual  tax  bill  you  get  from  mutual  funds. 
All  this  for  a  flat  fee  of  $29.95  per  month.* 

Sound  good?  Sign  up  now  and  get  30  DAYS  FREE.  Visit 
us  at  www.foliofn.com/fm  or  call  1-877-MY-FOLIO  and 

stop  guessing,  start  investing. 


NOW  INVEST  LIKE  THE  RICHEST 
AMERICANS  WITH  OUR  FORBES  40  FOLIO 


Order 

Account:  My  IPA 

Action  Symbol 

Security 

Invest  merit 

1 

Buy 

Tajg 

■  AMERICAN  NTLGROUP  NO !      $20  0  0 

2 

Buy 

AM3. 

j  AMAZON  COM  INC 

$20  0  0 

!  3 

Buy 

|aql 

(AMERICA  ONLINE  INC 

$20  00 

4 

Buy 

BBj 

i  FRANKUN  RES  INC 

$20  00 

5 

Buy 

1  BROADCOM  CORP 

$20  0  0 

Jt     IWAL  MART  STORES  INC    j  $20.00 

39 

Buy      YHOO    i  YAKX> 

$20.00 

$780.00 

(  Modify  Order  )  (  Plan  Ordtr 

Own  every  one  of  the  companies  that  make  up  The  Forbes  40' 
Index  with  our  new  Forbes'  FOLIO.  According  to  Forbes'  Magazln* 
"The  Forbes  40  Is  a  group  of  equities  that  contributed  the  most 
to  the  annual  fortunes  of  the  Forbes  400  richest  Americans." 


YOUOfri 

What's  Next  *J 


Forbes1  and  Forbes  40'  are  registered  trademarks  of  Forbes  Management  Co.  Inc.  and  have  been  licensed  for  use  for  certain  purposes  by  Folion 
Folio  Investing  based  on  the  Licensor  List(s)  and/or  Licensor's  Brand  Features'"  are  not  sponsored,  endorsed,  sold  or  promoted  by  Forbes  or  FORBE 
Magazine,  and  Forbes  makes  no  representation  regarding  the  advisability  of  investing  in  such  Product(s).  Forbes  is  neither  a  broker  dealer  nor  a 
investment  advisor.  You  are  advised  to  consult  your  investment  advisor  before  making  any  investment  decision.  'With  FOLIOfn,  you  can  create  threj 
FOLIOs  of  up  to  50  stocks  each  for  a  flat  fee  which  includes  unlimited  trading  in  our  twice  daily  windows.  FOLIO  investing,  like  all  investing,  involvfl 
risk  including  potentially  the  loss  of  principal.  Sector  investments  may  be  higher  risk  than  other  investments.  Mutual  funds  are  managed  by  a  paj 
fund  manager  and  registered  with  the  SEC.  ©2000  FOLIOfn  Investments,  Inc.  Member  NASD,  SIPC.  All  rights  reserved.   i 


www.foliofn.com  1-877-MY-FOLIO 

 .  i   - 


ARKETS  and  FORECASTS 

E OVERALL  MARKET  

week  performance 
of  11/3/00 


Edited  by  Shlomo  Z.  Reifman 
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bes  Internet  Index 
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-  Barra  All-US  Index  of  10,000  stocks 
■  200-day  moving  average 

Market  value:  $17.2  trillion 


Sources:  Barra  Inc.:  Bloomberg  Financial  Markets. 
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rEREST  RATES 


fimates  on  this  and  the  next  page  are  from  a  biweekly  survey  of  economists  by 
dge  Information  Systems  and  Forbes  magazine.  Data  for  period  ending  Nov.  3. 


1999 

Latest 

Mean 

4-wk  chg 

year  Treasury  yield  (%) 

6.48 

5.86 

5.83 

2.1 

nonth  Treasury  yield  (%) 

5.33 

6.39 

6.17 

-1.8 

eral  funds  watch 

st  action:  May  16,  2000,  +50  basis  points.  Current  rate:  6.5%. 
xt  Federal  Reserve  meetings:  Nov.  15  and  Dec.  19,  2000. 

"The  market  hasn't  been  so  attractively 


ECIAL  Slflfig  Emms 


e  estimated  price-to-earnings  ratio 
ided  by  estimated  year-to-year  earn- 
;s  growth  (PE/G)  helps  gauge  whether 
ure  earnings  expectations  are  al- 
idy  priced  into  a  stock.  The  PE/G  for 
;  S&P  is  2.0;  a  score  below  1.0  is  a 
;n  that  a  stock  may  be  undervalued, 
e  companies  beiow  all  carry  2001 
Mmated  PE/G  ratios  below  0.4. 


priced  since  late  1998,"  says  Peter 
Canelo,  chief  market  strategist  at  Mor- 
gan Stanley  Dean  Witter.  Canelo  ex- 
pects the  stock  market  to  have  a  big 
rally  before  the  end  of  the  year. 

WHAT  THE 


EPS  change 
Estimated  versus 
Year         P/E      3  months  ago 

Expected 
year-to-year 
EPS  growth 

S&P  500 

2000  24 

0.9% 

18% 

2001  21 

-3.4 

11 

MSCI  World-ex  US4 

2000  24 

1.1 

30 

2001  21 

1.0 

15 

IBES  estimate  increases/decreases 

2000 

2001 

S&P  500 

1.11 

0.86 

MSCI  World-ex  US4 

1.06 

1.01 

Rising  estimates 

Failing  estimates 

Croatia 

Estonia 

Israel 

Pakistan 

Korea 

Romania 

Norway 

Slovakia 

South  Africa 

Thailand 

Source.  IBES  International  Inc. 
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Index 

Becent 

4  wks  ago 

Value 

86.7 

94.9 

Companies 

340 

337 

Valuations 

Stock  price/sales 

4 

5 

Market  value  ($bil) 

$591 

$638 

Sales/employees  ($thou)  $181 

$191 

12-month  sales  growth  196% 

200% 

2000  estimates 

Sales  total  ($bil) 

$57.7 

$56.2 

Stock  price/sales 

3 

4 

P/E 

84 

91 

Sources:  Forbes:  Market  Guide  and  IBES  International 
via  FactSet  Research  Systems. 


mpany 


Recent 
price 


PE/G6  P/E7 


oa 


$27.63      0.26  11 


erican  Greetings 


todesk 


18.94  0.28 


21.38     0.38  10 


llaway  Golf 


15.75     0.28  10 


ernational  Paper 


37.00      0.27  11 


Buying 

Selling 

Price 

EPS8 

Price 

EPS8 

Ariba 

$132.88 

$0.18 

IDT 

$33.19 

$-0.40 

Caremark  Bx 

11.88 

0.59 

Macench 

19.38 

NA 

Cirrus  Logic 

39.13 

1.19 

Bogers  Corp 

35.75 

1.95 

IE-Trade  Group 

14.81 

0.21 

Symbol  Technologies 

45.69 

1.29 

Extreme  Networks 

94.81 

0.48 

Whirlpool 

43.19 

6.05 

8Year  2001  estimate.  NA:  Not  available.  Source:  ldayo.com 

sedway  Motorsports 
stvaco 


19.94     0.29  11 


28.56  0.26 


imated  price-to-carnings 
wth.  'Year  2001  estimate 
/  Interactive  Data  Corp. 
'S  Express. 


ratio  divided  by  estimated 
Sources:  IBES  International 
via  FactSet  Research  Systems: 


The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available 
and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  'Total 
return  of  more  than  150  large-capitalization  stocks  that  have  predicted  above-average  earnings  growth.  'Total  return  of 
more  than  300  large-capitalization  slocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings 
ratios.  aA  dollar-denominated,  capitalization-weighted  index  of  foreign  stocks.  Source:  Morgan  Stanley  Capital  International. 
5Capitalization-weighted  index  of  all  U.S. -based,  publicly  traded  Internet  commerce  sites,  portals,  service  providers  and 
software  companies.  Base  value  12/31/98  =  100.  Index  ratios  and  growth  rates  are  medians. 


ww.forbes.com  for  updates  on  many  of  these  items,  quotes  on  over  9,(XX)  securities  and  stock  and  mutual  fund 
rs.  Or  use  your  :CueCat  device  on  the  cue  code  (right)  to  take  you  there  instantly. 
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MARKETS  FORECASTS 


The  U.S.  Economy                                ACTUAL                      2000  ESTIMATE 

1999  Latest 

Mean      4-wk  chg 



Automobile  sales1  (mil) 

17.4          18.1*  sept 

17.5  0.5°,, 

Capacity  utilization  (%) 

81.1         82.2  sept 

81.7  0.1 

New  housing  starts2  (thou) 

1.663        1,602  *p  sept 

1,607  -0.1 

Retail  sales3  ($bil) 

2,246        2,390  *p  sept 

2,485  -0.2 

Trade  balance4  ($bil) 

-268  -335*paug 

-365  0.0 

Unemployment  rate5  (%) 

4.1           3.9  oct 

4.0  -0.5 

Gross  domestic  product  (%  chg) 

4.2           2.78  p3Q 

5.2  2.5 

Inf  latum 

CPI  services  (unadjusted )  (%  chg) 

2.7          3.7*  sept 

3.6  7.5 

CPI  total  (unadjusted )  (%  chg) 

2.6           3.5*  sept 

3.4  6.3 

Prices 

CRB  Bridge  spot  indexes 

227.25  221.43 

227.30  0.0 

Gold  per  troy  ounce  ($) 

288.50  264.60 

285.25  -0.7 

Oil/bbl  W  Texas  Intermediate  ($) 

25.60  32.73 

28.50  0.1 

Currency 

German  marks  per  dollar 

1.94  2.26 

2.17  0.9 

Yen  per  dollar 

102  107 

109  0.7 

Dollars  per  euro 

1.01  0.87 

0.90  -3.2 

After  growing  5.6%  (annualized)  in  the  si 
ond  quarter,  real  gross  domestic  procH 
rose  just  2.7%  in  the  third  quarter.  Dai 
Resler,  chief  economist  at  Nomura  Secu 
ties  International,  thinks  the  slowdown  \ 
not  last.  Because  of  higher  rates  of  proa> 
tivity,  Resler  expects  the  annual  grow 
rate  in  real  GDP  to  average  3.8%  over  t 
next  ten  years,  versus  the  government's  < 
timate  of  2.7%.  Resler  thinks  that  the  ad 
tional  output  will  add  at  least  $1.6  trillior| 
the  federal  government's  budget  surplus 

Closeup:  Quarter-to-quarter  change  in  real  GQj 

Seasonally  adjusted;  annualized. 


Source:  Bureau 
of  Economic 
Analysis. 
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EARNINGS  SURPRISES  

According  to  earnings  estimates  massaged  by  StarMine  inc.,  both 
regional  banks  and  airlines  are  likely  to  report  fourth-quarter  nega- 
tive surprises.  For  example,  the  fourth-quarter  SmartEstimate  for 
Wachovia  is  3  cents  below  the  consensus  estimate  of  $1.32  share. 
StarMine  also  reports  that  AMR,  parent  company  of  American  Air- 
lines, is  expected  to  report  65  cents  a  share  versus  the  IBES  mean 
of  70  cents.  Meanwhile,  the  energy  sector  continues  to  have  the 
most  stocks  with  expected  positive  surprises. 


Company 

Price 

IBES 

consensus 
estimate7 

StarMine  Expected 
Smart-  report 
Estimate 7  date 

Positive  Expected  Surorises  or  Revisions 

Ask  Jeeves 

$15.06 

$-0.34 

$-0.33 

1/19/01 

Exxon  Mobile 

87.50 

1.16 

1.24 

1/23/01 

Public  Service  Enterprise  Group 

40.00 

0.80 

0.98 

1/16/01 

Sharper  Image 

16.25 

0.16s 

0.20s 

11/16/00 

Sunoco 

30.00 

0.76 

0.81 

1/22/01 

Talbots 

43.53 

0.498 

0.52s 

11/16/00 

Negative  Expected  Surorises  or  Revisions 

AMR 

31.69 

0.70 

0.65 

1/17/01 

Carnival 

24.13 

0.38 

0.35 

1/12/01 

Micron  Technology 

35.75 

0.999 

0.859 

12/22/00 

National  City 

21.94 

0.56 

0.54 

1/15/01 

Old  Kent  Financial 

26.75 

0.60 

0.58 

1/19/01 

Wachovia 

54.00 

1.32 

1.29 

1/19/01 

Data  as  of  Nov.  3. 

'Fourth  quarter.  "Third  quarter.  9Fiscal  first  quarter.  Sources:  StarMine  Corp.:  IBES 
International  and  Interactive  Data  Corp  via  FactSet  Research  Systems. 


MUTUAL  FUND  SPECIAL  FOCUS  I 

The  Barra  S&P  Value  index  has  a  5%  total  return  over  the  past  thre 
months  versus  a  7%  drop  in  the  Barra  S&P  Growth  index.  The  valu 
funds  below  returned  an  average  of  16%  during  this  same  period. 


TOTAL  RETURN10 

Asset 

Fund 

lyear 

YTD 

3  months 

($mii 

Clipper 

23.8% 

24.3% 

14.5% 

$95| 

Pimco  Renaissance-A1 1 

35.9 

25.7 

14.7 

7 

Seligman  Large  Cap  Value- A1 2 

17.7 

21.4 

16.1 

5: 

Van  Kampen  Comstock-A13 

20.1 

22.3 

14.2 

2.10 

Vontobel  US  Value 

14.8 

19.9 

21.1 

51 

'Through  Nov.  2.  "5.5%  load.  ,24.75%  load.  I35.75%  load. 
Sources.  Upper  Inc.:  Morningstar. 


NOTEWORTHY  NEW  ISSUES  IN  REGISTRATION  . 

Despite  the  large  number  of  IPOs  that  have  been  postponed  or  wil 
drawn,  the  list  of  new  issues  in  registration  is  growing.  Randall  Ro 
at  Renaissance  Capital  notes  that  242  firms  are  waiting  to  go  pub 

OFFERING 


Company/business 

Share  Size 
price  ($)  ($mil) 

Sales 
($mil 

Anda  Networks/voice  &  data  network  equip 

NA  NA 

$91 

DoubleTwist/biotech  data  &  software 

$13-15  $70 

4 

Eroom  Technology/supply  chain  software 

NA  NA 

7 

Rigel  Pharmaceuticals/immunotherapy  drugs 

8-10  81 

13 

WaveSplitter  Technologies/fiber-optic  equip 

NA  NA 

2 

"Latest  12  months.  NA:  Not  available.  Source:  Renaissance  Capital. 


'12  months,  p:  preliminary,  r:  revised.  Autos,  light  and  heavy  trucks,  includes  imports.  Sou; 
Ward  s  Automotive  Yearbook.  Total  single  and  multiple  family,  seasonally  unadjusted.  'Exclutj 
auto  sales,  seasonally  adjusted.  Total  goods  and  services,  seasonally  adjusted.  5Percent  of  c 
ian  labor  force.  Quarterly  change,  annualized.  Source:  Bridge  Information  Systems. 


O  R  B  E  S 


:oii(i 


Designing  the  Future 
of  E-Business 


ECURING  THE  NEW 

ECONOMY 


Supply-Chain  Integration  . 


One  world,  one  market  ...  an  economy  that  knows  no  national  boundj 
At  Avnet,  the  industry's  leading  supply  chain  integrator.  I  I  .(KM)  em 
ees  help  make  more  than  100,000  customers  more  competitive  in  I 
countries  through  three  global  brand  services: 

Core  Value  Services  offers  the  industry's  largest  electronic  cornpi 
inventory  which  translates  into  one-stop  shopping  for  a  complete  I 
of  materials. 

Avnet  Design  Services  supplies  the  complex  design  tools  and  engii 
staffs  customers  need  to  design  technologically  capable,  supply-cfi 
friendly  products. 

Avnet  Integrated  Material  Services,  the  industry  leader  in  supply 
integration,  provides  logistics/supply-chain  management  servicesi 

Plus,  all  services  are  backed  by  a  global  IT  infrastructure  with  re4 
access  to  worldwide  inventory  and  delivery  information.  What's  mt 
we  give  our  customers  easy  online  access  to  our  entire  inventory  fat 
and  convenient  product  research  and  purchasing  through  our  Webf 
as  well  as  through  strategic  alliances  with  Internet  companies  from 
Beijing  to  the  Silicon  Valley. 

World-class  products,  design  assistance  and  logistics  support  ...  wi 
vices  that  span  the  entire  supply  chain,  Avnet  makes  the  world  a  si 
more  manageable  place.  800-332-8638  www.em.avnet.com 
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SECURING  THE  FUTURE 
)F  E-BUSINESS 
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TURNING  BACK 

 11 

company  is  forced  to  announce  that  it 
has  allowed  tens  of  thousands  of  conf- 
idential customer  records  —  including 
credit  card  numbers  —  to  be  stolen  from  a  sup- 
posedly secure  database  system.  A  virus  shuts 
down  another  company's  network  for  an  entire 
day,  costing  them  hundreds  of  thousands  of 
dollars  in  lost  productivity.  A  third  company  suf- 
fers a  severe  denial-of-service  attack  on  its 
Web  site,  which  results  in  lost  sales  and  sends 
thousands  of  potential  buyers  to  its  competi- 
tors' URLs. 

Security  in  the  age  of  e-business  is  no 
joke.  The  risks  that  companies  are  now 
exposed  to  run  the  gamut  from  theft  of  top- 
secret  product  plans  to  the  shutdown  of  rev- 
enue-critical applications.  The  numbers  tell  the 
story: 

•  On  May  8,  the  LoveLetter  virus  swept 
across  the  globe,  leaving  an  estimated 
$15  billion  in  damages  and  downtime  in 
its  wake. 

•  That  same  month,  Timothy  Lloyd  was  con- 
victed of  causing  $12  million  in  damage  to 
his  former  employer,  Omega  Engineering 
—  an  event  from  which  the  company  said 
it  could  never  fuily  recover. 

•  In  September,  Western  Union's  Web  site 
was  successfully  hacked,  resulting  in  the 
theft  of  over  15,000  customers'  credit 
card  numbers. 

It's  not  just  the  losses  or  inconveniences 
that  worry  corporate  managers.  News  of  secu- 
rity breaches  now  travels  through  the  business 
community  like  wildfire.  A  negative  report  can 
seriously  undermine  a  company's  reputation 
and  branding  —  not  to  mention  its  stock  price. 
That's  why  security  has  quickly  rocketed  to  the 
top  of  e-business  managers'  list  of  operational 
concerns. 

But  as  real  as  these  risks  are,  the  solutions 
for  them  have  become  just  as  real.  And  tech- 
nology vendors  are  responding  with  all  the 


resources  at  their  disposal  to  ensure  that  the 
market's  current  love  affair  with  e-business 
doesn't  get  cooled  by  risk  issues. 

Dr.  Peter  Tippet,  chief  technologist  of  the 
Carlisle,  PA-based  International  Computer 
Security  Association,  compares  today's  e-busi- 
ness environment  to  the  early  days  of  commer- 
cial aviation.  "If  we  had  the  same  death  rate 
per  passenger-mile  as  we  did  in  1939,  we'd  be 
losing  500  people  a  day,  given  the  volume  of 
air  travel  we  now  have,"  he  points  out.  "But 
things  are  1000  times  safer  today  than  they 
were  then." 

Similarly,  he  suggests,  e-business  offers  a 
superior  alternative  to  other  forms  of  com- 
merce in  many  situations.  However,  it's  just  not 
as  safe  as  it  will  be  in  the  future. 

According  to  Tippet,  the  main  factor  con- 
tributing to  security  exposures  today  is  the  sheer 
complexity  of  e-business  architectures.  "Thirty 
or  forty  years  ago,  we  had  operating  systems 
with  1000  lines  of  code,"  he  notes.  "Now,  our 
operating  systems  have  50  million  lines  of  code 
—  and  they're  connected  to  millions  of  other 
systems  that  are  just  as  complex." 

All  of  those  complex  interactions  create  an 
environment  that's  very  difficult  to  manage 
effectively.  Yet  that  same  sophisticated  intercon- 
nectivity  is  exactly  what  makes  the  electronic 
marketplace  so  compelling  to  business  leaders. 

So  how  can  companies  fully  exploit  the 
potential  of  e-business  without  exposing  them- 
selves to  undue  risk?  What  technologies  and 
practices  have  proven  themselves  to  be  espe- 
cially effective?  What  attitudes  and  problems 
have  proven  themselves  to  be  particularly  dan- 
gerous? 

The  following  pages  will  provide  concise 
insights  into  the  current  state  of  e-business 
security  —  with  some  valuable,  practical  infor- 
mation for  any  corporate  decision-maker  weigh 
ing  the  risks  and  rewards  of  e-business  initia- 
tives. 
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THE  BEST  DEFENS 


Risk  control  becomes  more 
critical  than  ever  as  complexity 
and  interaction  increase 


I  n  assessing  the  e-business  security 
landscape,  it's  important  to  understand 

I  the  many  components  of  risk  that 
technology  managers  must  grapple  with. 
What  we  call  "security"  is  actually  a  broad 
set  of  issues  and  disciplines,  each  of  which 
presents  its  own  set  of  unique  challenges. 


These  vulnerabilities  include: 

Viruses  and  other 
malicious  code 

While  viruses  have  always  been 
an  issue  for  computer  users, 
the  increasing  communications 
between  systems  —  especially 
in  the  form  of  e-mail  and  file 
sharing  —  has  greatly  exacer- 
bated the  problem.  So  has  the 
growing  cleverness  of  virus 
authors.  E-mail  viruses  present 
a  particular  challenge  for  secu- 
rity managers,  since  e-mail 
itself  is  the  system  that's  most 
commonly  used  to  broadcast 
alerts  to  internal  users  and 
business  partners. 

Disruption  of 
e-business  service 

There  was  a  time  when,  even  if 
someone  from  the  outside  was 
able  to  bring  down  a  corporate 


IT  system,  no  one  would  know 
except  the  temporarily  inconve- 
nienced employees.  With  the 
advent  of  the  Web  server,  how- 
ever, such  an  event  has 
become  a  highly  visible  occur- 
rence with  a  direct  impact  on 
revenue  and  customer  rela- 
tions. This  not  only  increases 
the  downside  impact  of  an 
attack,  it  also  provides  greater 
personal  incentive  than  ever  to 
the  attackers.  The  result  is  an 
unprecedented,  concerted 
effort  by  a  relatively  small  num- 
ber of  highly  talented  and  moti- 
vated individuals  to  bring  down 
corporate  systems  —  especially 
if  there  is  a  perceived  political 
or  philosophical  reason  to  tar- 
get a  particular  site. 

Information  theft 

Industrial  espionage  is  as  old 
as  business  competition  itself. 


But  now  that  almost  all  corpo- 
rate information  assets  are  at 
the  very  least  indirectly  con- 
nected to  some  device  that  is 
itself  connected  to  a  shared 
network,  the  opportunities  for 
successful  data  theft  have 
increased  by  several  orders  of 
magnitude.  To  make  matters 
worse,  sharing  information  with 
at  least  some  trusted  partners 
has  become  an  absolute  e-busi- 
ness imperative.  So  if  a  system 
is  made  too  secure,  it  can 
undermine  a  company's  ability 
to  open  it  up  to  business  part- 
ners where  appropriate. 
Technology  managers  are  there- 
fore wrestling  with  a  new  trade- 
off between  protecting  data 
and  making  it  rapidly  accessi- 
ble to  the  outside  world. 

Sabotage,  human  error 
and  other  internal 
threats 

While  news  stories  about 
downed  Web  sites  and  stolen 
data  get  plenty  of  media  atten- 
tion, corporate  vulnerability  to 
disgruntled  or  irresponsible 
employees  remains  a  primary 
risk  factor.  Again,  IT  managers 
face  a  dilemma,  because 
empowering  knowledge  workers 
with  rapid  access  to  a  wide 
range  of  corporate  information 
resources  is  a  key  to  building 
productivity  and  competitive 
advantage.  Yet,  at  the  same 
time,  businesses  must  be  able 
to  restrict  access  to  sensitive 
data.  They  must  also  protect 
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nselves  from  legal  and 
ncial  exposures  that  can 
e  from  employee  abuses  of 
:  connectivity,  including  the 
nloading  and  distribution  of 
jally  or  racially  offensive 
erial.  Human  error  on  the 
:  of  both  technical  and  non- 
inical  staff  can  also  result 
variety  of  costly  conse- 
nces  —  including  corruption 
ritical  data,  interruption  of 
cal  services,  or  inadvertent 
Dsure  to  outside  threats. 

DAY'S  SECURITY 
CHNOLOGIES 

response  to  these  diverse 
reats,  security  technology 
jors  have  developed  a  wide 
[e  of  tools  for  protecting 
i  corporate  information 


resources  and  the  Internet  ser- 
vice provider  infrastructure  as  a 
whole.  These  counter-measures 
include: 

Firewalls 

A  mainstay  of  secure  Internet 
connectivity,  firewalls  provide  a 
critical  control  point  for  allow- 
ing authorized  traffic  in  and 
keeping  unauthorized  traffic 
out.  Firewalls  also  mask  the 
overall  structure  of  corporate 
networks  from  prying  eyes, 
denying  potential  intruders 
information  that  can  be  very 
useful  in  mounting  an  attack. 

The  challenge  with  firewall 
management  is  to  precisely 
tune  filter  variables  to  effective- 
ly distinguish  between  autho- 
rized and  unauthorized  traffic 
—  especially  since  those  para- 
meters change  continuously 


over  time  as  new  e-business 
relationships  and  applications 
are  created  and  dissolved. 
Firewall  performance  also 
becomes  a  major  issue  as  com- 
panies must  process  ever 
increasing  volumes  of  network 
traffic. 

Encryption 

The  ability  to  effectively  scram- 
ble and  de-scramble  the  l's 
and  O's  that  make  up  digital 
content  is  an  indispensable 
capability  for  secure  e-busi- 
ness. Increasingly  complex 
encryption  algorithms  are  being 
brought  to  market  as  the 
soohistication  of  code-breaking 
techniques  —  and  the  comput- 
ing power  in  the  hands  of 
potential  eavesdroppers  —  also 
increases. 

Of  course,  encryption  is  only 
useful  if  it  is  applied  correctly. 
For  example,  as  Dr.  Tippet 
points  out,  online  shoppers  feel 
reassured  when  they're  told 
that  their  credit  card  numbers 
are  being  encrypted  as  they're 
transmitted  to  a  Web  site. 
However,  the  fact  is  that  credit 
cards  are  never  stolen  as  they 
pass  over  the  Internet.  They're 
typically  stolen  from  whatever 
hard  drive  they're  stored  on. 
And  very  few  people  take  the 
trouble  to  encrypt  the  content 
of  those  hard  drives. 

Digital  certificates 

As  more  and  more  companies 
do  business  with  each  other  via 
online  marketplaces  and  other 
e-business  portals,  the  issue  of 
identity  becomes  crucial.  How 
do  I  know  that  you  are  who  you 
say  you  are?  How  do  I  know 
that  this  document  or  transac- 
tion comes  from  who  it  says  it 
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mission: 

build  the  world's  most 
popular  online  toy  store. 

critical: 

build  it  on  servers  that  can 
handle  the  holiday  rush. 


for  etoyst  processing  heavy  holiday  traffic  without  interruptions  is 
crucial  to  the  success  of  their  e-venture.  this  mission  requires  servers 
that  can  not  only  withstand  the  rigors  of  november  and  december,  but 
also  run  the  multiple  applications  that  make  their  site  so  shopper- 
friendly,  during  the  1999  holiday  season,  etoys  tallied  the  second 
highest  number  of  visits  of  any  etail  site  without  any  downtime,  etoys 
runs  100%  of  its  e-business  on  intel  -based  servers,  companies  around 
the  world  have  considered  their  platform  options  and  have  come  to 
the  same  conclusion,  that  intel"  architecture  is  the  ideal  technology 
for  running  an  e-business,  because  in  the  surge  economy,  you  only 
close  once,  (servers  for  the  surge  economy  -»  intel. com/go/ebiz^) 
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comes  from?  The  answer  is  a 
digital  certificate  —  a  sort  of 
electronic  fingerprint  that,  theo- 
retically, can't  be  duplicated  or 
stolen  by  an  impostor. 

As  interest  in  digital  certifi- 
cates heightens,  the  market  is 
deciding  who  will  act  as  the 
authority  for  maintaining  and 
managing  these  fingerprints. 
Will  individual  corporations  track 
the  certificates  for  all  their 
trusted  partners  themselves? 
Will  they  rely  on  specialized  cer- 
tificate authorities?  Or  will  the 
financial  institutions  that  bear 
ultimate  responsibility  for  the 
electronic  transfer  of  funds  end 
up  as  the  de  facto  authorities 
for  certificate  validation? 

Biometrics 

Passwords  provide  a  reason- 
able degree  of  identity  valida- 
tion when  you  only  have  to 
interact  with  a  small  number  of 
computer  systems.  But  when 
every  user  has  to  gain  entry 
into  dozens  or  hundreds  of  dif- 
ferent applications  and/or  Web 
sites  on  a  regular  basis,  the 
password  paradigm  starts  to 
break  down.  Users  either  use 
the  same  easy-to-crack  pass- 
word for  too  many  different  sys- 
tems, or  they  forget  them  — 
resulting  in  countless  phone 
calls  or  e-mails  to  help  desk 
staffs. 

Biometrics,  on  the  other 
hand,  offer  a  way  to  bring  con- 
venience to  user  authorization 
by  substituting  a  fingerprint  on 
a  small  touchpad  for  password 
entry.  Once  the  user  is  identi- 
fied by  his  or  her  fingerprint,  a 
proxy  system  can  then  enter  a 
highly  randomized  password  for 
that  user  in  whatever  system  is 
being  accessed.  Such  tech- 


Installation/use 
of  unauthorized 
software 


Abuse  of 
computer 
access  controls 


niques  can  also 
be  used  for  other 
key  security  appli- 
cations, such  as 
protecting  laptops 
from  being  used 
by  thieves  after 
they're  stolen. 

While  these 
technologies  and 
others  are  cer- 
tainly instrumen- 
tal in  reducing  e- 
business  risk,  Dr. 
Tippet  empha- 
sizes that  its 
practices  —  not 
tools  —  that  ulti- 
mately determine 
any  organization's 
security  level:  "It 
doesn't  matter 
how  good  your 
firewall  is;  if 
someone  puts  up 
a  test  server  and 
connects  it  direct- 
ly to  the  Internet, 
you're  still  going 
to  be  exposed." 

He  extends  his 
aviation  analogy  by 
comparing  security  practices  to 
the  use  of  checklists  in  today's 
commercial  flights.  "If  you  had 
talked  to  a  pilot  in  the  early 
days  about  a  checklist,  he 
would  have  called  you  a  ninny," 
Tippet  suggests.  "But  it  turns 
out  that  checklists  are  actually 
very  effective  for  eliminating  a 
large  percentage  of  the  human 
error  that  can  lead  to  a  cata- 
strophe." 

The  same  holds  true  for  e- 
business  security.  In  the  final 
analysis,  none  of  today's  tech- 
nologies can  protect  an  organi- 
zation from  bad  policies  and 
practices  that  allow  simple 


Insider  Breaches 

%  of  respondents  experiencing 
these  breaches  in  the  past  12  months 


76% 


70% 


Infection  of  company  equipment  via  viruses/ 
malicious  code/executables 
(deliberate  or  accidental) 


Use  of  company  computing  resources 
for  illegal  or  illicit  communications  or  activities 
(porn  surfing,  e-mail  harassment) 


63% 


58% 


54% 

Installation/use 
of  unauthorized 
hardware/peripherals 

m^t-^^i^^  50% 

Use  of  company  computing  resources 
for  personal  profit  (gambling,  spam,  managing 
personal  e-commerce  site,  online  investing) 

HHHHHHi  42% 

Physical  theft,  satotage  or 
intentional  destruction 
of  computing  equipment 

mmm  24% 

Electronic  theft,  sabotage  or  intentional 
destruction/disclosure  of  proprietary 
data  or  information 


13% 


Fraud 


Source:  ICSA 


human  negligence  to  threaten 
critical  business  systems. 
Security,  it  turns  out,  is  every- 
one's responsibility  —  from  the 
CIO  to  the  person  who  dispos 
es  of  a  company's  old  PCs.  Th< 
sooner  today's  information-cen 
trie  enterprises  come  to  grips 
with  that  fact,  the  safer  e-busi- 
ness will  become  in  the  future 

SECURITY  IN 
ACTION 

As  CIO  and  senior  VP  of 
Phoenix-based  Avnet 
Electronics  Marketing  Group,  £ 
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Outsider  Breaches 

%  of  respondents  experiencing 
these  breaches  in  the  past  12  months 


80% 


Viruses/Trojans/Worms 


37% 


Denial-of-service 


37% 

Exploits  related  to  active  program  scripting/ 
mobile  code  (ActiveX,  Java,  JavaScript,  VBS) 

I  1 26% 

Attacks  related 

to  protocol  weaknesses 

mmm  25% 

Attacks  related 

to  insecure  passwords 

mmm  24% 

Butter  overflows 

mmm  24% 

Attacks  on  bugs  in  Web  servers 
(e.g.,  CGI  script-related  attacks) 


jding  high-tech  B2B  e-busi- 
ss  portal,  Steve 
ndrowczak  has  first-hand 
perience  with  the  challenges 
maintaining  security  in 
jay's  inter-connected  comput- 
\  and  communications  envi- 
iment.  According  to 
ndrowczak,  that  inter-con- 
ctedness  means  that  e-busi- 
ss  managers  have  to  bear 
jponsibility  for  their  partners' 
curity  as  well  as  their  own. 
'hen  you  have  an  event,  you 
t  only  have  to  identify  and 
ut  down  your  inbound  expo- 
re  —  you  also  have  to  shut 
wn  any  outbound  exposure  to 
jr  customers,  partners  and 
ler  stakeholders,"  he 
plains.  "Because  our  infra- 
ucture  touches  so  many 
mpanies  that  are  themselves 
tensively  connected  to  their 
n  universe  of  business  part- 
rships,  we  believe  it's  our 
ty  to  be  very  responsible 


Source:  ICSA 


'Net  citizens." 

Bandrowczak 
echoes  Tippet's 
sentiment  that 
security  is  as 
much  about  poli- 
cies and  people 
as  it  is  about 
technologies.  For 
example,  in  the 
case  of  virus 
protection  — 
which 

Bandrowczak 
says  is  actually 
the  most  perni- 
cious threat  to 
his  company  — 
staying  alerted 
to  new  strains 
and  outbreaks  is 
as  important  as 
having  anti-virus 
software  in  place.  "You  really 
need  to  keep  your  eyes  and 
ears  open,  which  means  having 
some  good  third-party  sources 
of  the  latest  virus  information," 
he  says.  "The  form  and  charac- 
teristics of  malicious  code  are 
always  changing,  so  there's  no 
room  at  all  to  become  compla- 
cent." 

He  also  shares  one  of 
Avnet's  solutions  to  the  prob- 
lem of  e-mail  infections:  he  can 
use  his  company's  ERP  and/or 
voicemail  systems  to  get  infor- 
mation out  to  his  10,000  inter- 
nal users  at  a  moment's  notice 
when  and  if  the  need  arises.  "If 
all  you  have  is  your  e-mail  sys- 
tem, you're  going  to  get  stuck 
in  a  Catch-22,"  he  notes. 
"That's  why  it's  important  to 
have  the  right  processes  in 
place  to  protect  yourself." 

One  of  the  most  important 
processes  for  Avnet  is  the 
security  audit.  "Most  exposures 


are  due  to  procedural  error 
inside  the  company," 
Bandrowczak  declares.  "That's 
why  we  have  to  continually 
audit  our  practices  and  bench- 
mark them  against  what  others 
are  doing." 

Bandrowczak  also  warns  his 
peers  about  the  unique  chal- 
lenges posed  by  the  interna- 
tionalization of  e-business 
security.  Different  countries 
have  different  regulations 
about  issues  such  as  informa- 
tion privacy  and  the  import/ 
export  of  security  technologies. 
Germany,  for  example,  places 
fairly  strigent  restrictions  on 
the  movement  of  data  about 
Avnet's  in-country  employees 
across  international  bound- 
aries. The  use  of  encryption  is 
also  widely  regulated  around 
the  world.  "You  have  to  be  very 
careful  to  obey  the  local  laws 
and  policies  in  each  country 
where  you  operate," 
Bandrowczak  says.  "So  the 
more  countries  we  do  business 
in,  the  more  complex  maintain- 
ing that  regulatory  compliance 
becomes." 

Ultimately,  Bandrowczak 
says,  e-business  security  is  a 
high-stakes  balancing  act 
between  the  need  to  eliminate 
risk  and  the  imperative  to  make 
it  easy  to  do  business  with  the 
company  electronically.  "On  one 
level,  Avnet's  success  in  the 
marketplace  is  based  on  its 
ability  to  deliver  value  to  buyers 
and  sellers  of  electronic  com- 
ponents through  sophisticated 
online  supply-chain  service,"  he 
says.  "But,  on  another  level, 
that  value  proposition  is  inti- 
mately connected  to  our  ability 
to  deliver  those  services  in  a 
way  that's  both  extremely 
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CALCULATING  RISK 


WITH  ALL  OF  THE  DIFFERENT  SECURITY  THREATS  that  confront 
today's  e-business  managers,  prioritizing  resources  can  be  a  seri- 
ous challenge.  That's  why  the  ICSA  has  developed  a  simple,  effec- 
tive formula  for  quantifying  risk.  That  formula  is: 

Risk  =  Threat  x  Vulnerability  x  Cost 

In  the  ICSA's  formula  "Threat"  stands  for  the  frequency  of  the  par- 
ticular problem,  expressed  as  a  percentage.  E-mail  viruses,  for 
example,  have  a  very  high  Threat  value  because  they're  so  com- 
mon —  while  successful  mainframe  break-ins  would  have  a  very 
low  value.  "Vulnerability"  is  a  company's  particular  level  of  expo- 
sure to  a  given  threat,  as  ascertained  by  a  security  audit.  "Cost"  is 
the  potential  loss  that  would  result  from  an  event,  including  such 
factors  as  revenue,  productivity  and  legal  exposure. 

By  multiplying  these  three  values,  risk  can  be  expressed  as  a 
dollar  amount.  The  higher  the  number,  the  more  important  it  is  to 
plug  the  security  hole  —  and  quickly.  "What's  particularly  useful 
about  this  formula  is  that  anything  times  zero  equals  zero,"  notes 
ICSA's  Tippett.  "So  you  can  avoid  spending  a  lot  of  time  and  ener- 
gy on  problems  that  don't  represent  any  real  risk  to  your  organiza- 
tion, and  instead  focus  on  those  that  do." 


secure  and  sufficiently  conve- 
nient." 

THE 

INFRASTRUCTURE 
CHALLENGE 

The  security  of  e-business 
doesn't  just  depend  on 
tools  and  practices,  however. 
According  to  Erich  Goetting, 
vice  president  of  product  devel- 
opment at  San  Jose-based 
Xilinx  Inc.,  a  leading  supplier  of 
integrated  circuits  known  as 
field  programmable  gate  arrays, 
or  FPGAs,  the  infrastructure  of 
the  Internet  itself  must  be  engi- 
neered to  support  the  require- 
ments of  secure  e-business. 


He  gives  encryption  as  a  pri- 
mary example.  "As  the  prolifer- 
ation of  very  fast  fiber  optic 
networks  continues,  secure  e- 
business  transactions  will 
require  a  corresponding 
increase  in  the  speed  by  which 
voice,  video  and  data  traffic  is 
encrypted  before  it  goes  on  to 
the  network,  and  decrypted 
after  it  reaches  its  intended 
destination." 

Goetting  says  that  conven- 
tional software-based  encryp- 
tion methods  simply  can't  per- 
form those  functions  at  "wire 
speeds"  —  which  means  that 
they  become  an  infrastructure 
bottleneck. 

The  answer,  he  suggests,  is 
to  employ  FPGA-based  systems 


that  can  execute  required 
encryption/decryption  opera- 
tions at  the  same  multibillion 
bits  per  second  rates  as 
today's  networks.  "Xilinx  has 
already  demonstrated  the  capa 
bility  to  do  triple-DES  encryp- 
tion and  decryption  at  OC-192 
speeds  using  its  latest  genera- 
tion of  Virtex  FPGAs,"  he  says. 
"You'll  never  be  able  to  do  thai 
using  general  purpose  micro- 
processors running  software 
based  encryption/decryption 
algorithms." 

Moreover,  the  backbone  of 
today's  e-business  systems  is 
being  built  on  a  communica- 
tions infrastructure  that  is  in 
constant  flux.  In  an  environ- 
ment where  standards  evolve 
and  change,  it  will  be  critical 
that  e-business  users  be  able 
to  take  advantage  of  the 
fastest  wire  speeds  as  they 
become  available  on  a  given 
network  and  update  their 
encryption  algorithms  as  neces 
sary. 

For  such  an  approach  to 
work,  the  encryption  hardware 
must  be  capable  of  being 
upgraded  remotely  wherever 
it's  installed  on  the  network. 
"Things  change  so  fast  in  the 
world  of  encryption  and  securil 
that  you  have  to  be  able  to 
accommodate  that  change  witf 
out  creating  major  operational 
issues,  like  sending  mainte- 
nance crews  out  to  replace 
components,"  Goetting  says. 
"Field-programmable  devices 
like  Xilinx  FPGAs  give  you  that 
capability." 

Goetting  argues  further  thai 
the  importance  of  remotely  pr< 
grammable  FPGAs  —  and  the 
highly  specialized  communica- 
tions equipment  they  allow 
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fhufacturers  to  build  —  goes 
II  beyond  the  delivery  of 
e-speed  encryption.  Devices 
ilt  using  standard  micro- 
lessors  are  inherently  less 
cure  than  those  built  with 
GAs. 

"When  you  build  something 
ing  general-purpose  compo- 
nts  and  general-purpose 
erating  systems,  you  imple- 
>nt  security  by  disabling  all 
i  functions  that  you  don't 
ed  and  don't  want  in  your 
vice,"  he  says.  "If  you  build 
mething  using  an  FPGA,  only 
i  equipment  manufacturer 
dws  its  specific  purpose;  a 
cker  won't  be  able  to  make  it 
something  other  than  what 
designers  intended." 
If  an  unauthorized  person 
nted  to  try  and  go  in  and 
er  something,  that  person 
uld  have  to  have  at  least 
ne  knowledge  of  its  internal 
ucture,"  he  explains.  "That 
Dwledge  is  readily  available 
general  purpose  chips,  but 
>  not  readily  available  for  a 
5tomer's  unique  design 
plemented  in  a  Xilinx  FPGA." 
The  structural  "opaqueness" 
it  Xilinx  field-programmable 
GAs  provide  —  combined 


with  the  fact  that  they  can  be 
programmed  to  only  accept 
remote  modifications  via 
secure,  encrypted  network  con- 
nections —  are  likely  to  make 
them  highly  attractive  to  the 
service  providers  who  are  build- 
ing the  next-generation  Internet 
infrastructure.  "E-business 
security  at  the  corporate  or 
organizational  level  is  obviously 
very  important,"  says  Goetting. 
"But,  for  the  markets  to  fully 
trust  it,  the  overall  infrastruc- 
ture that  we  depend  on  day  in 
and  day  out  must  also  be  fully 
protected  from  both  malicious 
and  inadvertent  threats." 

NO  TURNING 
BACK 

As  the  complexity  of  e-busi- 
ness technology  increases, 
and  as  a  greater  percentage  of 
all  business  transaction  volume 
is  conducted  electronically, 
security  solutions  and  process- 
es will  clearly  consume  more 
and  more  of  the  IT  community's 
energy  and  attention.  New 
security  issues  —  such  as 
information  privacy,  the  protec- 
tion of  intellectual  property, 


and  the  ability  to  more  effec- 
tively document  intrusions  in 
support  of  criminal  prosecution 
—  will  also  increase  in  promi- 
nence as  organizations  and 
individuals  connect  to  each 
other  with  even  greater  trans- 
parency. 

But  it's  also  clear  that  the 
die  is  cast:  business  is  going 
online.  To  borrow  a  concept 
from  Tippet's  analogy,  people 
didn't  put  off  buying  automo- 
biles until  manufacturers 
equipped  them  with  seat  belts 
and  airbags.  They  wanted  to 
drive,  and  demonstrated  that  by 
buying  lots  and  lots  of  cars. 
Auto  safety  was  something  that 
simply  had  to  happen  to  support 
a  societal  sea-change  that  had 
already  been  put  in  motion. 
Safety  features  also  became 
competitive  differentiators  for 
auto  manufacturers  that  had  the 
smarts  to  use  them  that  way  in 
their  marketing  strategies. 

E-business  security  is  the 
same  way.  Better,  more  conve- 
nient security  will  differentiate 
e-business  offerings  from  each 
other,  even  as  the  overall  secu- 
rity of  the  e-business  landscape 
improves.  It's  just  going  to  take 
a  little  time. 
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FOR  MORE  INFORMATION 


■  Avnet 

2211  South  47th  Street 
Phoenix,  AZ  85034 
Tel:  (800)  332-8638 
Web:  www.avnet.com 


■  Intel  Corporation 

2200  Mission  College  Blvd. 
Santa  Clara,  CA  95052-8119 
USA 

Tel:  (408)  765-8080 
Fax:  (408)  765-9904 
Web:  www.intel.com 


■  Xilinx 

2100  Logic  Drive 
San  Jose,  CA  95124 
Tel:  (408)  559-7778 
Fax:  (408)  559-7114 
Web:  www.Xilinx.com 
E-mail:  literature@Xilinx.com 


What's  another  word  for  networking? 


The  word  is  Xilinx. 


A  common  thread  runs  through  the  many  worlds  of  tele- 
com, data  transfer,  stock  exchanges,  and  global  economies. 
Creating  an  invisible  fabric  that  powers  business  success, 
, Xilinx  [zy  links)  enables  networks  to  work  better 

The  leader  in  programmable  logic  solutions,  Xilinx 
produces  silicon  chips  that  are  memory-rich  and  driven  by 
the  industry's  fastest  software.  From  satellites  to  cellular, 
from  portable  devices  to  business  machines — there's  prob- 
ably a  Xilinx  chip  very  close  to  you  as  you  read  this  ad 

Xilinx  devices  can  even  be  upgraded  via  the  Internet, 
after  installation.  When  it  comes  to  networking,  just  one 
word  can  bring  businesses  together 

£  XILINX1 

The  Programmable  Logic  Company5" 

www.xilinx.com 

C  2000  Xilinx.  Inc,  2100  Logic  Drive.  San  lose.  CA  05124,  U  S  4  00-55  9- 7 778,  Europe  44-870-7350-600,  japan  81-M721-77I  i.  Asia  852-2-424-5200.  I 


Portfolio  Strategy  By  Kenneth  L.  Fisher 

America  Versus  the  World 


gi)R  YEARS  THIS  COLUMN'S  BENCHMARK  HAS  BEEN 
the  Morgan  Stanley  World  Index.  Folks  often  ask 

■  me:  "Why  not  the  S&P  500  or  the  Nasdaq  Compos- 
ite?" I  would  rather  be  asked:  "How  should  I  pick  a 
benchmark  to  manage  money  against  and  to  mea- 

I  myself  against?" 

The  answer  starts  with  your  time  horizon.  Take  a  50- 
r-old  who  expects  to  live  to  80.  For  30-year  periods 
ill  developed  markets,  equities  have  always  done  bet- 
than  bonds  or  cash.  That 
t  doesn't  guarantee  that 
cks  will  beat  bonds  over 
)0-30,  but  it  definitely 
ans  that  this  investor 
tuld  have  an  all-equity 
ichmark. 

Next,  recognize  that  all 
rectly  constructed  major 
lity  indexes  (market-capi- 
zation  weighted)  end  up 
ti  almost  identical  30-year  returns.  Investors  never  believe 
%  yet  it's  true  whether  the  index  is  the  S&P  500  (which  cov- 
U.S.  large  caps),  the  Nasdaq  Composite  (technology), 
rgan  Stanley's  EAFE  (for  Europe,  Australia  and  the  Far 
t)  or  my  preferred  Morgan  Stanley's  World  Index  (the 
>adest  one).  And  it  is  even  true  for  country  returns: 
an's,  Britain's,  France's  or  anywhere  that  isn't  tiny.  They 
have  average  annual  returns  for  the  last  30  years  within 
5  percentage  points,  plus  or  minus,  of  13.8%.  Like  the 
'  500  at  14.1%  or  Nasdaq  at  13.6%. 
The  reason  the  returns  cluster  tightly  is  explained  by  core 
ince  theory.  No  category  is  permanently  better  than  an- 
er.  To  say  otherwise  is  to  say  you  either  don't  believe  in 
italism  or  don't  understand  its  pricing  mechanism.  Se- 
ity  pricing  is  set  by  supply  and  demand.  When  most  in- 
tors  believe  a  category  is  somehow  superior,  that  means 
re  is  excess  demand  for  it.  Then  investment  bankers 
ily  begin  to  create  new  supply  in  that  category.  Why?  Be- 
se  we  pay  them  a  huge  chunk  of  the  new  securities'  value, 
ing  them  a  big  incentive  to  create  more. 
Increasing  the  supply  isn't  very  difficult.  It's  simply  a 
tter  of  printing  more  paper,  with  a  bit  of  legal  work  and 
ribution  costs  thrown  in.  The  process  takes  time  to  crank 
but  can  be  continued  infinitely.  And  investment  bankers 
p  cranking  until  they  can  see  no  more  excess  demand. 


For  the  long  term, 
such  as  30  years, 
Morgan  Stanley's 
World  Index  is  the 
best  benchmark. 


They've  created  enough  supply  to  bring  pricing  back  into 
line  with  all  other  categories.  Often  they  overshoot  the  mark, 
driving  a  category's  pricing  through  the  floor — which  is  just 
what  happened  to  tech  early  this  year. 

Hence  picking  a  long-term  benchmark  isn't  about  get- 
ting the  best  returns;  it's  about  stomaching  volatility.  In- 
vestors hate  wild  gyrations.  The  best  benchmark  is  one  that 
gets  you  to  that  30-year  future  return  with  the  smoothest 
ride.  And  that  is  the  Morgan  Stanley  World,  since  the  broad- 
est index  is  the  least  volatile. 

Sure,  in  the  next  few  years 
one  index  will  soar  while  an- 
other develops  sores.  So  if  our 
horizon  is  shorter,  we  must 
pick  a  benchmark  by  forecast- 
ing where  we  think  returns 
may  be.  If  your  horizon  is,  say, 
10  years,  you  may  want  a 
benchmark  that  lagged  in  the 
last  decade  and  can  regress 
back  to  that  30-year  future  average.  You  might  now  pick  one 
like  EAFE  but  not  Nasdaq,  which  has  seen  its  highs. 

If  your  time  horizon  is  very  short,  like  a  year,  then  you 
must  pick  a  benchmark  via  simple  forecasting,  which  is 
tricky  (see  my  Apr.  3  column).  With  shorter  time  periods  you 
also  include  a  cash  or  fixed-income  portion  in  your  bench- 
mark (see  my  Oct.  30  column).  But  for  the  long  term,  go  with 
the  Morgan  Stanley  World. 

Some  foreign  stocks  I  like  now  to  help  you  manage 
against  that  benchmark  include: 

Swiss-based  Adecco  (86,  ADO,  www.adecco.com)  is  the 
world's  largest  employment  agency,  spanning  5,000  offices 
in  60  nations.  I  recommended  it  Sept.  20, 1999  at  69.  It  rose 
to  1 1 1  and  has  backed  off.  Buy  before  it  goes  back  up. 

Endesa  ( 16,  ELE,  www.endesa.es)  isn't  just  a  power  com- 
pany. It  has  its  fingers  in  much  of  Spain's  growing  infra- 
structure. Down  from  30  last  year  with  a  3%  dividend  yield, 
it  is  a  cheap  way  to  buy  growth. 

Pioneer  (32,  PIO,  www.pioneer.co.jp)  and  Sanyo  (41, 
SANYY,  www.sanyo.co.jp/koho/index),  large  Japanese  con- 
sumer electronics  firms,  make  a  great  package  in  a  portfolio. 

Italy's  Luxottica  ( 14,  LUX,  www.luxottica.it)  is  the  world's 
largest  eyewear  firm.  Americans  know  it  as  Lenscrafters, 
Giorgio  Armani  and  Ray-Ban.  Baby  boomers'  eyes  blur.  Im- 
prove your  market  vision.  Buy  the  stock.  F 


neth  L.  Fisher  is  a  Woodside,Calif. -based  money  manager. 

1  past  columns  at  www.forbes.com/fisher  or  use  your  :CueCat  device  on  the  cue  code  (right)  to  take 
there  instantly. 
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MUNtY  &  INVtSI  INU 


Yes,  But  By  James  Grant 


Think  Small 


IN  THE  GREAT  BULL  MARKET  "VALUE"  WAS  A  RELATIVE 
term.  It  was  used  to  describe  a  company  that  was  less  ab- 
surdly overvalued  than  another  company.  A  "bargain," 
in  this  context,  was  a  stock  that  changed  hands  at  28 
times  earnings  when  the  S&P  500  was  quoted  at  30  times. 
Bear  markets  always  restore  value.  Also,  they  promote 
plain  talk.  Thus,  nowadays,  "value"  increasingly  denotes  ab- 
solute cheapness — e.g.,  low  price/earnings  ratios  and  a  low 
ratio  of  stock  market  capitalization  to  net  worth.  It  is  not 
impossible  to  find  small  pub- 
lic companies  selling  for  less 
than  their  net  cash. 

One  of  the  greatest  living 
authorities  on  absolute  value 
in  U.S.  equities  happens  to  be 
an  old  friend  of  mine.  John  C. 
Boland,  who  lives  in  Balti- 
more, has  spent  the  past  nine 
years  investing  his  money  and 
that  of  a  handful  of  clients. 
Never  one  to  settle  for  relative  value,  Boland  has  demanded 
the  real  McCoy — genuine,  old-fashioned  cigar  butts. 

It  has  been  a  lonely  business.  First  off,  absolute  value  is 
always  scarce  in  a  bull  market;  excellent  companies  don't 
stay  cheap  for  long.  A  corollary  is  that  cheap  stocks  are  cheap 
for  a  reason.  They  are  usually  small  and  hence  illiquid.  Some 
have  been  through  bankruptcy.  Then,  too,  as  my  friend 
points  out,  some  are  managed  by  incompetents. 

In  the  nine  months  ended  Sept.  30  Boland's  portfolio  of 
small-  and  microcap  value  stocks  was  up  by  27.3%.  Over  the 
past  nine  years  it  has  generated  an  average  annual  return  of 
almost  15%.  Boland  is  of  two  minds  about  this  result.  He 
knows  that  it  is  perfectly  respectable.  Yet  it  is  anything  but 
exciting.  It  vexes  him  when  his  little  jewels  languish,  but  he 
tries  to  keep  an  even  keel.  "Bull  markets  and  bear  markets 
both  tend  to  end  with  the  exhaustion  of  the  most  deter- 
mined participants,"  he  has  written. 

Those  who  have  not  yet  experienced  a  bear  market  for 
themselves  may  be  interested  to  know  what  Boland  has  been 
through.  He  has  bought  cheap  stocks,  only  to  watch  them 
get  cheaper.  He  has  taken  a  rapacious  management  to  court, 
only  to  lose  on  technicalities.  He  has  known  the  bittersweet 
pleasure  of  owning  a  stock  that  becomes  the  object  of  a 
takeover  bid — a  bid,  however,  that  still  values  the  company 
at  less  than  book  value. 


Why  bother  with 
cheap  stocks? 
Because  the  good 
ones  compound 
wealth. 


Open  your  favorite  investment  spreadsheet  program  ar 
scan  the  prevailing  P/Es.  Sprinkled  among  the  "NMs"  (I 
"not  meaningful")  and  the  50s  and  60s  are  growing  nun 
bers  of  5s,  6s  and  7s.  Cheap  stocks  are  proliferating  as  weal 
ness  spreads  from  the  secondary  and  tertiary  issues  to  tl 
ranks  of  the  former  untouchables. 

It  almost  goes  without  saying  that  a  cheap  company 
not  necessarily  a  good  investment.  Even  if  its  business 
sound,  its  management  might  be  venal  or  blind.  Also, 

company  that  seems  statist 
cally  cheap  in  good  times 
become  cheaper  in  bad.  Pel 
versely,  its  P/E  multiple  migj 
increase  as  the  "E"  falls  moi 
than  the  "P."  Low  valuatioi 
supposedly  constitute  a  mal 
gin  of  safety  in  turbulent  pen 
ods,  though  Boland  is  an 
thing  but  starry-eyed  on  tn 
point.  He  has  seen  too  ma} 
implausibly  cheap  investments  become  implausibly  cheapi 
Then  why  bother  at  all?  Because  cheap  stocks  of  god 
companies  compound  wealth.  Boland's  portfolio  incluq) 
many  companies  trading  at  valuations  last  seen,  for  the  ma 
ket  as  a  whole,  in  1982  or  1974  or  even  in  the  Hoov 
Administration. 

"A  company  selling  at  four  times  earnings  that  a 
merely  stable  (implying  a  declining  return  on  equity)  doi 
bles  its  net  worth  every  four  years,"  Boland  recently  point! 
out  to  his  clients.  "If  it  maintains  its  return  on  equity,  tl 
doubling  takes  place  in  just  over  three  years."  Growth  stoc 
are  hard-pressed  to  do  as  much — reliably. 

Early  in  January,  at  the  height  of  the  tech-stock  craa 
Boland's  two  biggest  positions  were  a  home  builder,  Dov 
Investments,  and  a  maker  of  PVC  pipe,  PW  Eagle.  The  hor 
builder  was  selling  for  less  than  its  net  cash,  and  tl 
pipemaker  was  quoted  at  two  times  earnings.  The  mark 
has  reconsidered  its  aversion  to  these  lines  of  business  or 
slightly.  The  pipemaker  is  now  up  to  four  times  trailii 
earnings,  while  the  home  builder  is  still  below  net  cash. 

Heartland  Value  Fund,  with  a  diversified  portfolio  of  che 
little  companies,  is  one  of  the  best  mutual  funds  in  the  smalle 
than-small-cap  arena.  As  a  first  step  in  constructing  a  do- 
yourself  portfolio,  peruse  Value  Line's  pages  or  go 
www.wsrn.com's  Stock  Screenings  page  for  a  search. 


James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observer. 

Find  ptist  columns  at  www.forbes.com/grant  or  use  your  :CueCat  device  on  the  cue  code  (right)  to  take 
you  there  instantly. 
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Property  Strategy  By  Charles  E.  Babin 

R-Words 


F  FINANCIAL  MARKETS  ARE  FORWARD-LOOKING,  THE 
bloodletting  on  Wall  Street  is  not  encouraging.  Alan 
Greenspan's  policy  of  nudging  up  interest  rates  in  eye- 
dropper  proportions  has  worked  all  too  well.  Although 
"recession"  is  just  a  whisper  now,  some  observers  are 
•ried  that  a  soft  landing  could  spiral  into  something 
se.  There  go  the  corporate  profits  and  dividends  that  in- 
ors  crave. 

Solid  reasons  for  concern  abound.  Projections  are  down- 
t  and  getting  more  so  all 
time,  with  actual  results 
ing  to  the  gloom.  Blue  Chip 
nomic  Indicators  (a  survey 

0  economists  taken  in  Sep- 
iber)  projected  that  gross 
nestic  product  growth 
ild  cool  to  3.5%  next  year, 
m  sharply  from  2000's  esti- 
;ed  5.2%  clip  and  a 
dgen  higher  than  trend 
.  But  that  poll  was  taken  before  the  Commerce  Depart- 
lt  announced  that  GDP  was  slowing  more  than  the  experts 
e  anticipating.  So  expect  some  downward  revisions. 
That's  not  all.  Regression  analysis  confirms  that  short- 
n  interest  rates  (as  proxied  by  three-month  Treasury  bill 
ds)  are  a  remarkable  barometer  of  economic  activity. 

1  on  this  score,  caution  is  warranted.  Assume  T  bill  yields 
:1  out  at  today's  rate — 6.1%,  up  drastically  from  last 
ts  4.6%  average  yield.  We're  left  with  a  deteriorated  loan 
rket  that  could  spawn  the  weakest  calendar-year  eco- 
nic  performance  in  a  decade. 

Ironically,  if  the  economy  is  headed  for  trouble,  equity 
:stors  should  think  about  another  R-word.  Real  estate  in- 
ment  trusts  thrive  on  bad  news,  earning  remarkable  re- 
is  in  the  wake  of  anemic  economies,  defined  as  years 
:n  GDP  growth  falls  below  its  trailing  20-year  average  (see 
Mar.  8,  1999  column). 

Over  the  past  two  decades,  for  instance,  the  total  return 
lEITs,  as  tracked  by  the  National  Association  of  Real  Estate 
jstment  Trusts,  averaged  11.5%.  During  seven  lackluster 
■s  for  the  overall  economy,  REITs  outperformed  by  aver- 
lg  17.6%  (only  the  1980  and  1990  performances  fell  short 
his  mark).  What  about  the  13  boom  years?  REITs  were 
k,  eking  out  a  paltry  8.2%  average  result;  six  of  them  were 
than  the  20-year  average  and  four  were  negative. 


REITs  make  sense 
in  a  bum  economy. 
While  they're  doing 
well  in  2000,  they 
have  upside  left. 


How  are  REITs  performing  in  2000?  Well.  Through  Oct. 
31  the  Nareit  total  return  index  was  up  better  than  16%.  But 
it  would  be  a  mistake  to  shun  REITs  just  because  they've  al- 
ready had  a  bit  of  a  run.  Today's  index  is  only  5%  higher 
than  its  1996  close  and  roughly  12%  lower  than  its  Decem- 
ber 1997  level — a  runaway  bull  market  and  a  strong  real  es- 
tate climate  notwithstanding.  The  party  has  life  in  it  yet. 

Which  ones  should  equity  investors  looking  for  defen- 
sive issues  choose?  My  favorite  is  Boston  Properties  (BXP,  41). 

The  company  is  the  blue-rib- 
bon champ  of  office  REITs, 
owning  more  than  130  pre- 
mium properties  in  such  tight 
real  estate  markets  as  Boston, 
Manhattan,  San  Francisco  and 
Washington,  D.C. 

By  focusing  on  long-term 
leases  in  large,  established 
markets  with  excellent  de- 
mand fundamentals,  this  REIT 
is  well  positioned  for  growth.  Its  experience,  size,  operating 
capabilities  and  reputation  as  a  developer  and  landlord  will 
also  come  into  play.  Indeed,  funds  from  operations  are  pro- 
jected to  grow  in  the  high  teens — pretty  nifty  for  shares  that 
are  priced  at  12.5  times  FFO  and  boast  a  current  yield  of 
5.2%.  (FFO,  the  most  commonly  accepted  and  reported 
measure  of  a  REIT's  operating  performance,  is  roughly  de- 
fined as  net  income  plus  depreciation  minus  necessary  cap- 
ital expenditures.) 

AvalonBay  Communities  (AVB,  45)  is  another  jewel. 
Much  like  Boston  Properties,  the  company  targets  high- 
barrier-to-entry  markets,  concentrating  on  upper-end 
apartment  buildings  chiefly  in  Washington,  suburban  New 
York  City,  San  Francisco  and  southern  California,  where  de- 
mand outweighs  supply  by  a  hefty  margin. 

Shareholders  stand  to  benefit  from  management's 
proven  ability  to  redevelop  sites  by  upgrading  units  and 
adding  services.  Despite  the  likelihood  of  double-digit 
growth  in  profits,  AvalonBay  shares  are  priced  at  12.3  times 
FFO  and  yield  4.9%. 

As  with  most  businesses,  the  key  is  to  avoid  mistakes. 
And  by  sticking  to  what  they  do  best,  Boston  Properties  and 
AvalonBay  are  poised  for  success  even  if  the  economy  sours. 
So  if  your  portfolio  could  use  some  recession  proofing,  they 
make  a  lot  of  sense.  F 


rles  E.  Babin  is  a  principal  of  Boston  Research  &  Management.  He  is  author  of  Investing  Secrets  of  the 
ters.  Research:  Christopher  M.  Begg,  CFA.  Find  past  columns  at  www.forbes.com/Babin  or  use  your 
'Cat  device  on  the  cue  code  (right)  to  take  you  there  instantly. 
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jyiuntT  ql  invco  i  mu 


Trends  By  Martin  Sosnoff 


Buy  the  Lepers 


AS  IF  WE  NEEDED  ANY  MORE  EVIDENCE  THAT 
tech's  best  days  are  over  for  a  while,  fiber-optics 
stocks  take  a  tumble.  After  Nasdaq's  spring  crash 
optics  were  one  area  that  continued  to  show  re- 
lentless appreciation.  No  more.  Disappointing 
growth  at  Nortel  has  knocked  down  worthy  highfliers  like 
JDS  Uniphase  and  Applied  Micro  Circuits. 

Broadly  speaking,  such  corrections  are  only  proper,  given 
how  far  a  lot  of  tech's  valuations  had  gotten  out  of  whack. 
It's  wrong  to  say  I  told  you  so, 
but  I  told  you  so.  A  year  ago, 
comparing  Wal-Mart  with 
Amazon,  I  wrote  that  Ama- 
zon's business  model  was  a 
sham  and  would  never  ap- 
proach Wal-Mart's.  Now 
Amazon's  stock  price,  at  $39, 
is  75%  off  its  52-week  high. 
And  one  of  the  online  re- 
tailer's attractions,  discounted 
books,  has  gone  bye-bye.  You  pay  full  price  today.  Not  the 
way  to  keep  your  customers  happy. 

And  here  we  are  facing  the  end  of  a  rocky  market  year 
with  little  prospect  for  a  sustained  rally  that  will  lift  every- 
one. Damage  litters  the  terrain,  and  it  isn't  confined  to  tech. 
Of  the  largest  1,500  stocks,  18%  have  been  cut  in  half.  All 
this  is  happening  while  the  economy  shows  robust  growth. 
We're  seeing  the  broadest-based  wipeout  since  the  ugly  re- 
cession of  1973-74. 

Marquee  value  stocks  like  Alcoa,  Dow  Chemical  and 
DuPont  are  caught  in  the  pincers  of  rising  feedstock  costs 
and  declining  product  pricing.  Wall  Street  is  aghast  that  con- 
sumer-goods leaders — Gillette,  Procter  &  Gamble  and  Mc- 
Donald's— have  problems  making  their  top  lines  bigger. 
Best-of-breed  retail  names  on  the  order  of  Gap,  Best  Buy, 
Home  Depot  and  Costco  have  been  marked  down  big  time. 

What  to  buy  now?  Some  wise  contrarianism  is  in  order. 
Look  for  good  businesses  that  aren't  just  undervalued.  Look 
for  the  ones  that  are  downright  despised. 

Like  drug  companies.  I  disagree  with  the  thesis  in  the 
cover  story  that  they  are  doomed.  They  are  not  as  cheap  as 
they  were  in  1993,  when  the  Clinton  health  care  initiative 
drove  them  down  to  a  below-market  multiple  of  the  S&P  500, 
but  they  are  cheaper  than  they  deserve  to  be.  You  would  have 
made  a  small  fortune  buying  Pfizer  in  1993. 


Tobacco  and 
finance—both 
cheap  and 
shunned— are  the 
ones  to  go  for  now. 


The  same  dynamic  occurred,  somewhat  later,  for  hea 
maintenance  organizations.  The  Street  buried  Oxford  & 
prospective  bankruptcy  just  two  years  ago.  Analysts  lately  i 
complaining  that  Oxford  is  too  profitable  to  show  mil 
growth.  Since  May  its  share  price  sure  has  shown  grow 
rising  75%  to  $35. 

Good  lepers  to  invest  in  today  are  financial  issues,  \i 
waste  by  rising  interest  rates.  Assume  Alan  Greenspan 
through  tightening  and  the  yield  curve  turns  more  positi 

That  will  unlock  value  in 
broad  range  of  financial  int 
mediaries  like  Fannie  M 
(FNM,  75)  and  Freddie  M 
(FRE,  57),  insurer  MetU 
(MET,  27)  and  savings  8c  lcj 
Washington  Mutual  (\VM,  41 
Price/earnings  ratios  for 
these  properties  are  low,  ran 
ing  from  10  to  13. 

More  good  lepers  can 
found  in  tobacco,  too.  Politicians  and  lawyers  have  b4 
using  this  industry  for  target  practice.  But  that  is  pre! 
much  over,  a  fact  that  the  market  is  slow  to  recognize.  Tto 
are  some  great  tobacco  plays  selling  at  low  multiples.  Lod 
(LTR,  89),  which  owns  Lorillard  Tobacco,  trades  at  7  tin 
earnings  and  Philip  Morris  (MO,  36)  at  9.  Both  Loews  a| 
Philip  Morris  are  aggressive  buyers  of  their  own  shan 
Philip  Morris,  owner  of  Kraft,  also  plans  to  sell  stock  in  1 
behemoth  food  business  it  is  creating  by  acquiring  Nabis) 
Yes,  I  still  have  large  tech  positions.  Even  after  its  declii 
technology  is  29%  of  the  S&P  index,  up  from  6%  ten  ye) 
ago.  My  holdings  include  the  supergrowers:  Sun  Micros! 
terns,  Corning,  IDS  Uniphase  and  Applied  Micro  Circd 
They  remain  very  expensive,  though.  JDS,  for  instance,  h^ 
P/E  of  158.  Advice:  If  you  didn't  buy  them  when  they  w 
more  affordable,  now  is  not  the  time. 

The  big  test  for  my  tech  stocks  is  coming.  Can  th< 
companies  manage  through  a  soft-landing  economy?  1 
risk  is  that  they  may  encounter  a  peak  in  capital  spending 
their  customers,  the  telecommunications  purveyors  and 
ternet  infrastructure  operators.  At  3400,  my  gut  tells  me  tl 
Nasdaq  may  see  2500  before  4000  again. 

In  other  words,  wait  for  them  to  become  cheap 
They're  good  for  the  long  run.  Meanwhile,  the  same  is  ti 
for  today's  lepers  in  finance  and  tobacco. 


Martin  Sosnoff  is  chief  investment  officer  of  Atalanta/Sosnoff  Capital  in  New  York  and  author  of  Silent 
Investor,  Silent  Loser.  Find  past  columns  at  www.forbes.com/sosnoff  or  use  your  :CueCat  device  on  the 
cue  code  (right)  to  take  you  there  instantly. 
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ished  by  Forbes  and  Gilder  Publishing 


By  John  Browning  and  Spencer  Reiss 


Our  proprietary  portfolio  of  25 
ew  Economy  Watch  stocks  is  up  45% 

*  performance  results  5/28/99  -  9/1/00 

At  that  rate  $50,000  lUfflS  to 

$2  Million  in  less  than  10  years! 


i's  the  tool  that  will  help  you  amass  lasting  wealth  in 
is  greatest  fortune-building  opportunity  of  all  time: 

he  world  as  we've  known  it  is  being  replaced  by  a  new, 
jased  economy  of  networked  information  that  defies 
nation,  a  totally  New  Economy. 

Compared  to  the  broad-based  economic  growth  that  lies 
[,  the  recent  Internet  frenzy  is  merely  the  tip  of  the  New 
>my  iceberg.  The  real  profits  lie  beneath  the  surface  with 
anies  destined  to  grow  dramatically  for  decades,  not 
is,  companies  that  will  dominate  the  New  Economy 
coming. 

This  is  about  getting  your  slice  of  the  pie! 

fyou  invest  now  in  the  right  companies,  you  can  be 
ionaire  in  ten  years  or  less. 

In  the  New  Economy,  companies  that 
use  networked  information  to  do  what 

they  do  better,  faster,  cheaper  and 
radically  different  will  rise  to  the  top. 

Jl  you  need  to  do  is  invest  in  tomorrow's  blue  chip 
anies  today  and  enjoy  the  ride. 

he  question  of  course  is  which  companies?  And  that  is 
y  why  we  have  launched  New  Economy  Watch. 

ince  launch,  our  proprietary  index  of  New  Economy  Watch 
;  was  up  45  percent! 

ye  did  it  by  looking  for  the  companies  who  best  mine  and 
the  precious  resources  of  the  New  Economy  -networked 
nation. 

r  goal  is  to  identify  tomorrow's  blue  chips  today. 

omorrow's  most  profitable  companies  will  not  be  just  the 
us  high-tech  leaders  like  Intel  and  Microsoft,  but  tradition- 
lpanies  like  Wal-Mart,  Schwab,  Enron,  and  EMC  that  have 
ly  discovered  the  powerful  tool  of  the  New  Economy  while 
:ompetitors  are  falling  by  the  wayside. 

In  every  issue,  these  wealth-building  features: 

ir  New  Economy  Portfolio  -  Your  what-to-own  guide  for 
assing  great  wealth. 

mpany  of  the  Month  -  The  latest  and  best  addition  to 
■  list  of  tomorrow's  blue  chips. 

nds  -  See  how  innovative  companies  are  boosting  profits. 

iks  -  A  quick  summary  of  what  has  happened  and  what 
ibout  to  happen. 

iockefeller  and  Getty  did  it  with  oil.  Mellon  and  Carnegie 


did  it  with  steel.  You  can  build  your  family  fortune  on 
information.  It's  the  cornerstone  of  the  New  Economy. 

The  New  Economy  Watch  is  published  monthly  at  the 
single-issue  price  of  $599,  but  if  you  respond  now,  you  pay 
half  price,  just  $299  for  your  Charter  subscription. 

PLUS,  you'U  also  receive  FREE  copies  of  9  New  Economy 
Winners  for  Fortune  Making  Profits,  Wealth  Creation  in 
the  New  Economy,  and  The  Road  Ahead. 


9  New 
Economy 
Winners 

L      lor  I 

fortune 
Making 
Profits 


Wealth  I  rUc 
Creationl 

in  the     .  I 

New 
Economy 


ROAD 


$999? 


AHEAD 


FREE 

Bonus 
Reports! 


FREE  Reports  could 
make  you  millions! 

Your  first  FREE  report,  Wealth  Creation  in  the 
New  Economy,  will  give  you  a  solid  grounding 
in  new-economy  fundamentals,  so  you  can  tell 
which  companies  will  grow  and  prosper  in  the 
years  ahead,  and  which  ones  won't,  including 
some  you  may  currently  own! 

!  Your  second  FREE  report,  9  New  Economy 
Winners  for  Fortune-Making  Profits,  will  give 
you  details  on  9  exciting  growth  companies  that 
literally  define  today's  new-economy  paradigm. 
Invest  in  these  winners  and  you'll  have  a 
bulletproof  new-economy  portfolio! 

i  Your  third  FREE  report,  The  Road  Ahead,  is 
our  current  analysis  and  forecast  for  all  of  our 
recommended  new-economy  companies. 
Many  of  these  can  multiply  your  wealth  20, 
50,  even  100  times  ana  more! 


Call  1-888-797-9925 
or  mail  the  card  today! 
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outdoorsI  Way  up  north,  in  tundra  country,  the  big  one  to  bag  is  the  barren  ground  cari 
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JESSICA  MAXWELL 

A  THIN  SKIN  OF  OCTOBER  SKY 
t^L  pulls  taut  above  the  tundra. 
Antler  clouds  pierce  it  from 
the  north.  Jason  Dyck 
nps  the  ground  like  an  arctic  mam- 
.  "It's  getting  colder,"  he  tells  his 
frer-in-law,  Dale  Friesen,  but  Friesen 

grins.  A  Manitoba  dairy  farmer, 
sen  has  wanted  to  hunt  caribou  all 
life.  This  lodge  on  this  lake  in  the 
en  lands  of  Canada's  central  North- 
t  Territories  is  supposed  to  offer  the 
caribou  hunting  on  earth,  especially 
r,  on  the  iffy  cusp  of  winter. 
Dyck  and  Friesen  had  arrived  via 


Twin  Otter  bush  plane  the  day  before, 
landing  sideways  in  the  hard  arctic  wind 
beside  a  collection  of  cabins  called 
MacKay  Lake  Lodge.  The  lodge  sits  on  a 
10,000-year-old  esker,  a  gravel  ridge 
above  the  100-mile  gash  of  MacKay 
Lake.  We  are  in  the  heart  of  the  summer 
range  of  what  biologists  call  the  Bathurst 
barren  ground  caribou  herd. 

In  this  caribou's  name,  "barren" 
refers  to  the  ground,  not  the  beast;  in  late 
July  and  August  some  400,000  of  them 


caribou,  but  they  can't  see  them,  the 
cloud  cover  is  that  low,  and  the  bulls' 
earth-colored  bodies  and  white  manes 
dissolve  into  the  rock  and  snow  of  the 
ghostly  terrain. 

Jaeb  parks  the  boat  and  the  men 
head  out  across  the  tundra.  Their  rifles 
are  heavy — Friesen  carries  a  .300  Rem- 
ington Magnum  and  Dyck  hauls  a  .300 
Weatherby.  So  are  their  packs:  40 
pounds  of  camera  equipment,  ammu- 
nition, food,  extra  clothing  in  Zip-Loc 


"That's  the  one  you  want,"  Dyck  tells  Friesen. 
"Take  him."  Friesen  drops  him  in  one  shot. 


skirt  the  long  lakeshore  on  their 
way  south  from  their  calving  A 
grounds  on  the  coast.  By  M 
September  the  wildflowers  j 
have  borne  cranberries  and 
blueberries,  which,  by  Octo-  ^ 
ber,  flare  hotly  with  the  scarlets 
and  ochres  of  autumn.  Then  the 
caribou  herd  up  again,  preparing  for  their 
southern  migration  to  the  woodlands 
where  they  will  spend  the  winter. 

Caribou  are  the  largest  members  of 
the  reindeer  family,  and  barren  ground 
caribou  are  one  of  four  caribou  sub- 
species. Males  can  weigh  up  to  600 
pounds,  with  wildly  forward-swooping 
three-tiered  antlers  that  trophy  hunters 
score  by  their  dimensions  and  bone  mass. 

Jason  Dyck  was  1999  provincial 
champion  hunter  for  central  barren 
ground  caribou,  thanks  to  the  trophy 
bull  he  tracked  on  foot  and  shot  60  miles 
south  of  the  Northwest  Territories  bor- 
der. The  bull's  rack  scored  372  7/s  inches. 
Now  his  goal  is  a  caribou  that  scores  in 
the  400s.  Friesen,  a  veteran  white-tailed- 
deer  hunter,  just  wants  a  trophy. 

Mackay  Lake  Lodge  assigns  a  guide 
and  a  boat  for  every  two  hunters. 
Friesen  and  Dyck  drew  Malcolm  Jaeb, 
the  son  of  MacKay  Lodge  President 
Gary  Jaeb.  Dyck  scans  the  land  with 
binoculars  from  Jaeb's  trusty  18-foot 
aluminum  Lund.  He's  looking  for  the 
spidery  silhouettes  of  caribou  skylining 
themselves  against  the  horizon.  Twenty 
minutes  later  he  and  Friesen  can  hear 


bags,  skinning  knives  and 
m  sharpening  kits.  Dyck 
hand-carries  a  spotting 
ip  scope.  "I  like  to  make  sure 
md  the  animal  has  everything  I 
W  want  on  its  rack  before  I 
HkP^   shoot  it,"  he  says. 

When  they  reach  the  top  of 
the  first  hill  they  see  about  a  hundred 
caribou.  The  men  drop  and  crawl, 
single  file,  to  a  rock  80  yards  from  the 
herd.  Friesen  has  never  seen  a  caribou 
and  waits  for  Dyck  to  give  the  sign  to 
shoot.  He  doesn't.  Suddenly  the  ani- 
mals scatter. 

"What's  going  on?"  Friesen  asks. 
"They  couldn't  have  spotted  us  or 
picked  up  our  scent,"  Dyck  answers. 

Making  It  Happen 

The  business  office  of  MacKay 
Lodge  (www.truenorthsafaris.com) 
is  in  Yellowknife,  capital  of  the 
Northwest  Territories;  its  hunting 
packages  ($4,050  and  up  for  seven 
days)  include  lodging,  food, 
guide  and  charter  flights  from 
Yellowknife.  Northwest  Airlines 
offers  the  most  convenient  flights 
from  U.S.  hubs  to  Edmonton, 
Calgary  and  Winnipeg,  from  which 
several  daily  flights  to  Yellowknife 
are  scheduled.  Bookings  for  flights 
into  Yellowknife  can  be  made 
through  Worldwide  Game  &  Fish 
Adventures  at  204-795-7833.  -J.  M. 
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"Maybe  there's  a  wolf." 

Slowly,  Dyck  stands  up.  He  can 
hardly  believe  his  eyes.  Caribou!  Thou- 
sands of  them.  As  far  as  he  can  see. 

"And  they're  all  heading  straight  for 
us!"  he  breathes. 

Over  the  crest  of  the  nearby  esker 
they  come,  spiny-headed  beasts,  all  at 
bow  range — less  than  50  yards — obliv- 
ious to  their  human  predators.  Choos- 
ing this  particular  rock  to  wait  behind 
was  a  godsend. 

Friesen  is  anxious  to  shoot,  but  Dyck 


holds  him  back.  Finally,  and  with  great 
portent,  there  arrives  a  bull  with  a  mag- 
nificent antler,  one  to  take  to. Boone  & 
Crockett,  the  trophy  scoring  club  based 
in  Missoula,  Mont.  Dyck  has  already  in- 
formed his  brother-in-law  that  he  won't 
take  a  shot  until  Friesen  has  harvested 
his  own  dream  caribou. 

"That's  the  one  you  want,"  Dyck  tells 
Friesen.  "Take  him." 

Friesen  drops  him  in  one  shot.  The 
wind  is  howling  so  loudly  it  absorbs  the 
noise  of  the  gun.  The  caribou  near  the 


fallen  bull  stop  and  look,  then  resume  th 
endless  repast  of  tundra  lichen  and  shrul 

Half  an  hour  later  the  hunters  spa 
second  bull  even  larger  than  the  fir! 
Friesen  drops  it  in  one  shot,  too.  H4 
now  tagged  out  (hunters  are  only  allow 
to  sack  two)  and  ecstatic.  The  men  1 
sume  their  watch  for  a  third  trophy  bi 

Finally,  they  see  him.  A  Boone 
Crockett  shoo-in.  He  is  quite  broad  a| 
especially  tall,  with  nine  tines  on  the  tl 
of  one  antler,  eight  on  the  other.  A  fab 
lous  beast.  Within  minutes  he  passes 


Unendangered  Species 


What  accounts  for  the  rise  in  big-game  hunting? 
It's  simple:  We're  all  animals. 

BY  MONTE  BURKE 

THE  WAY  KEN  BARRETT  SEES  IT,  WE'RE  JUST  LIKE  SNOWY 
owls,  whose  population  grows  along  with  the  popula- 
tion of  their  prey,  snowshoe  hares  and  lemmings. 
"We — humans — are  hunters  by  nature,"  explains  Barrett, 
president  of  Orion  the  Hunter's  Institute,  from  his  Helena, 
Mont,  office.  "When  the  prey  base  increases,  the  predator 
animals  increase.  There's  a  basic  biological  underpinning 
to  all  of  this." 

Meaning:  When  there  are  enough  Bambis  running 
around  the  woods,  you  don't  take  their  pictures  any  more, 
you  blast  'em  to  kingdom  come.  And  there's  a  lot  of  game  out 
there.  At  the  turn  of  the  20th  century  there  were  about 
500,000  white-tailed  deer  roaming  America's  forests. 
Today  there  are  19  million.  They  could  use  a  little  thin- 
ning out. 

Following  classic  snowy  owl  logic,  big-game  hunting  has 
responded  to  the  meat  explosion.  In  1970  there  were  7.8 
million  big-game  hunters,  according  to  the  U.S.  Fish  & 
Wildlife  Service.  In  1996,  the  last  survey  year,  the  number 
had  reached  1 1.3  million. 

Safari  Club  International  is  one  of  the  world's  largest 
and  most  influential  hunting  clubs.  In  the  past  ten  years 
membership  has  risen  135%.  Last  year  it  ran  316  hunts,  up 
37%  from  two  years  before.  "We  have  people  joining  from 
all  walks  of  life — women,  young  men,  people  who  are  new 
to  hunting,"  says  spokesman  lames  G.  Brown.  "And  our 
members  are  taking  more  game  than  ever  before." 

Armchair  sociologists  can  debate  the  underlying 
causes,  but  in  the  end,  it  may  just  be  some  sort  of  atavis- 
tic predator-prey  relationship  that  no  amount  of  civiliza- 
tion can  suppress.  "Human  beings  are  no  different  than 
other  predators,"  says  Barrett.  "We  take  advantage  of  hunt- 
ing opportunities."  F 


Big  Game — Then  and  Now 

The  explosive  increase  in  deer  (and  decrease  in  hydrange. 
may  be  the  most  obvious  example  of  resurgent  game,  I 
other  animals  have  staged  impressive  comebacks,  too.  1 
following  is  a  sampling  of  huntable  animals— including  oi 
previously  rubbed  out  in  certain  states— plus  seleci 
venues  where  they  now  can  legally  be  shot. 


1.  North  American  Elk 

1975: 500,000.  2000: 1.2  million. 

Pennsylvania:  Last  hunted  in  1931.  Season  could  reope 

as  early  as  2001. 

Kentucky:  Season  closed  in  1860s.  Will  reopen  in  2001 

2.  North  American  Wild  Sheep 

1900: 20,000.  2000: 200,000. 
South  Dakota:  All  but  wiped  out  by  1916.  Season  reopeni 
this  year  and  will  be  open  again  in  2001. 

3.  Pronghorn  Antelope 

1920: 25,000.  2000: 1  million. 
Kansas:  Closed  in  1905.  Reopened  in  1974  but  the  seasi 
is  adjusted  annually. 

4.  Wild  Turkeys 

1973: 1.3  million.  2000:  5.4  million. 
Maine:  Gone  since  colonial  times.  Season  reopened  in  198 
Illinois:  Closed  in  1903.  Reopened  1970. 
Vermont:  All  but  wiped  out  in  1850s.  Season  reopened  197 

5.  Moose 

1980: 750,000.  2000: 1  million. 
Vermont:  Season  closed  in  1896.  Reopened  in  (993. 
New  Hampshire:  Closed  in  mid-l800s.  Reopeni 
in  1988. 

Maine:  Season  closed  in  1935.  Reopened  in  1982.  —  M. 


328     FORBES"  November  27,  2000 


[y  in  front  of  Dyck,  but  other  cari- 
surround  him  and  Dyck  can't 
)t.  Soon  the  bull  is  lost  in  the  herd, 
mtes  later  Jaeb  spots  him  again. 
'There  he  is!  He's  walking  up  that 
He's  all  by  himself." 
Dyck's  Weatherby  is  what  hunters 
a  "cannon."  Its  recoil  can  easily 
icate  a  shoulder.  Dyck  sets  up  the 
1  legs  of  its  supporting  bipod  and 
>ares  to  shoot. 

'Never  mind,"  Jaeb  says.  "He's 
out  of  range." 

'I  don't  think  so,"  Dyck  replies 
puts  the  crosshairs  on  him.  "Let's 
he  big  dog  sing." 
His  target  is  460  yards  distant. 
'He's  going  over  that  hill,"  Jaeb 
ns.  "If  you  want  him,  you'd  bet- 
hoot." 

'I  need  him  to  turn  sideways  a 
;,"  Dyck  replies.  And  waits. 
Finally,  his  shot  rings  out. 
T  don't  think  you  hit  him," 
says. 

But  Dyck  has  seen  the  great  bull's 
ing  falter.  Soon  he's  down.  Hit 
•ugh  the  lungs  and  out  the  shoul- 
at  a  quarter  of  a  mile,  with  a 
swind.  A  very  difficult  shot, 
[aeb  can't  believe  it.  They  now  have 
e  caribou  lying  on  the  tundra — all 
ing  in  the  360s — and  it's  almost 
c.  He  radios  back  to  the  lodge  for 
).  In  the  35  minutes  it  takes  the 
cup  guides  to  arrive,  Dyck  spies  a 
-plus  bull,  walking  down  a  hill, 
ding  north.  His  dream  caribou, 
k  watches  it  while  the  guides  gut 
skin  the  day's  take,  deboning  the 
it  on  the  spot.  Soon  they  have  it  in 
vas  meat  sacks  strapped  to  their 
heads  for  the  mile-and-a-half  hike 
c  to  the  boats.  By  the  time  Dyck's 
-class  bull  finally  walks  by  it's  too 
c  to  shoot. 

Dyck  watches  for  his  prize  bull 
rest  of  the  hunt.  He  never  sees  it 
n,  and  goes  home  with  one  cari- 
tag  still  open. 

'I  just  couldn't  settle  for  anything 
"  Dyck  explains.  "And  I  know  my 
will  be  here  next  year,  if  die  wolves 
't  get  him.  I'm  coming  back."  F 


Flecked  With  Moondust 

C0LLECTINg|A  bolt  from  a  space  shuttle:  $250. 
A  used  pair  of  astronaut  gloves  (training  gloves,  at  that): 
$18,000.  Space  stuff  has  been  lofted  into  vogue. 


BY  ASHLEA  EBELING 

THREE  DECADES  AFTER  THE  LAST 
moon  walk,  the  space  program 
finally  qualifies  as  one  huge  an- 
tique. Diodes  and  doohickeys  dating 
from  the  early  Tang  period — that  is  to 
say,  objects  that  once  whizzed  over- 
head— have  finally  acquired,  for  collec- 
tors, the  mellow  patina  of  Chippendale 
end  tables.  For  Tom  Hanks  and  other 
collectors  just  old  enough  to  feel  gen- 
uine nostalgia  for  the  space  race,  bag- 
ging a  choice  knickknack  from  the  Na- 
tional Aeronautics  and  Space 
Administration  has  become  a  space- 
walk  back  to  childhood. 

Jay  Walker,  45,  the  ex-billionaire  at 


Priceline.com,  grabs  a  wooden  box  of 
fifty  2-by-2-inch  film  transparencies 
from  his  office  desk.  "Would  you  like  to 
see  what  I  did  on  my  summer  vaca- 
tion?" he  asks.  He  holds  a  crisp,  vibrant 
image  up  to  a  fluorescent  light.  It's  not 
really  Walker  on  vacation- — these  days, 
fighting  to  shore  up  his  faltering  com- 
pany, he  scarcely  has  time  to  breathe — 
but  a  man  standing  on  the  moon. 
"Wow,"  says  Walker  softly,  lost  for  a  mo- 
ment in  his  own  imagination.  Like  most 
collectors  of  space  paraphernalia,  he 
wonders  what  it  would  have  been  like  to 
make  the  trip  himself. 

Space  stuff,  explains  Richard 
Austin,  a  books  and  manuscripts  spe- 
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cialist  with  Christie's  East, 
is  "a  logical  extension  of 
travel  and  exploration  col- 
lectibles— like  accounts  of 
Captain  Cook's  voyages." 

Walker  started  buying 
in  the  1980s,  when  he 
learned  from  a  stamp 
dealer  that  space  artifacts 
were  for  sale.  He  has  since 
amassed  a  diverse  collec- 
tion that  includes  flags  that 
astronauts  carried  up  in 
space  and  autographed;  a 
lunar  atlas;  specially  post- 
marked envelopes,  known 
as  covers,  carried  to  the 
moon;  and  perhaps  the 
largest  private  stash  of 
space  film  (NASA  keeps  the 
originals;  collectors  like 
Walker  can  get  early-gen- 
eration copies).  Walker  got 


$100,000  buys  a  B.F. 
Goodrich  space  suit. 


fakes  galore,  especially  on 
the  Internet.  Autographs 
can  be  original  signatures 
or  nearly  worthless  ma- 
chine-penned signatures. 
If  you  want  a  second  opin- 
ion about  the  value  of  any 
signed  item,  check  out  col- 
lector Russell  Still's  Web 
site,  Valusign.com. 

Souvenirs  and  memo- 
rabilia rank  lowest  on  the 
value  chain,  well  below 
materials  used  in  the 
space  program  (such  as 
engineering  drawings  or 
a  training  space  suit). 
Next  come  "flown"  mate- 
rials that  made  the  leap 
to  space  (covers  among 
them).  At  the  apex:  any- 
thing that  kissed  the 
surface  of  the  moon. 


cutions  have  followed.  A  member 
the  U.S.  Coast  Guard  recovery  tea 
who  tried  to  seli  a  thermal  tile  from  tj 
Challenger  on  Ebay  last  year  h 
pleaded  guilty  to  theft. 

In  light  of  NASA's  clout,  collectt 
should  be  wary  of  items  whc 
provenance  seems  questionable,  sa 
Robert  Pearlman,  who  collects  flo\j 
hardware  and  runs  the  hobby  site  C\ 
lectspace.com.  One  of  his  prized  piec 
is  a  bolt  he  bought  for  $250,  comply 
with  NASA  paperwork  authenticate 
the  date  it  was  removed  from  the  spa 
shuttle  Columbia.  A  bolt?  "It's  part 
history,"  Pearlman  insists.  "Witha 
that  piece,  the  space  shuttle  would: 
have  flown." 

What  drives  most  other  spaceni 
isn't  the  dollar  value  of  their  colk 
tions.  It's  the  objects'  show-and-C 
value.  Pearlman  says  if  price  were 
object  he'd  like  a  collection  of  floi 


The  top  seller  was  a  name  tag  and  NASA  emblem,  stained  with  lunar  dust, 
that  Jim  Irwin  had  cut  off  the  space  suit  he  wore  on  the  moon  in  1971.  


his  first  roll  for  only  $25.  His  latest  find, 
a  125-frame  roll  that  includes  nearly  all 
of  the  most  famous  Apollo  1 1  lunar 
surface  shots,  cost  him  $29,000. 

Prices  blasted  off  in  1993,  when 
Sotheby's  held  a  sale  of  Soviet  artifacts 
that  reaped  $6.8  million.  Ross  Perot 
was  a  big  buyer,  acquiring  for  $1.7  mil- 
lion the  Holy  Grail  of  privately  owned 
space  artifacts — a  1990  Soyuz  TM-10 
space  capsule.  The  same  year,  Superior 
Galleries,  a  stamp  auctioneer  in  Beverly 
Hills,  held  the  first  of  what  have  be- 
come biannual  sales. 

Christie's  East  timed  an  auction  last 
fall  to  coincide  with  the  30th  anniver- 
sary of  Neil  Armstrong's  small-step- 
and-giant-leap  and  hauled  in  $1.9  mil- 
lion. A  pair  of  Gemini  mission  training 
gloves  brought  $18,000  (including  a 
buyer's  premium).  A  name  tag  and 
NASA  emblem,  stained  with  lunar  dust, 
which  Jim  Irwin  cut  off  the  space  suit 
he  wore  for  17  hours  of  moon  walks  in 
1971,  went  for  $311,000. 

There  are,  as  in  any  collectibles  field, 


NASA  keeps  tight  control  over  its  in- 
ventory and  gives  the  Smithsonian  first 
dibs  on  almost  everything  it  can  no 
longer  use.  So,  how  do  objects  get  to 
market?  Through  NASA  subcontrac- 
tors, scrap  dealers  who  buy  directly 
from  the  agency  and  astronauts  who 
carry  NASA-sanctioned  souvenirs  as 
well  as  small  "personal  preference  kits" 
stashed  with  their  own  private  keep- 
sakes (medallions,  patches  and  school 
pennants  are  in  this  category). 

Astronauts,  after  they  retire,  are  per- 
mitted to  sell  these  personal  knick- 
knacks.  Jim  Irwin  took  a  three-leaf 
clover  on  Apollo  15  that  later  sold  for 
$1,840  at  the  Christie's  auction.  Buzz 
Aldrin  took  a  miniature  communion 
set  on  Apollo  1 1  and  performed  the  rite 
on  the  moon.  He  still  owns  the  set,  but 
he  sold  the  pouch  that  carried  it. 

Some  items  are  off-limits  to  private 
collectors.  These  include  moon  rocks 
from  U.S.  missions  and  any  pieces  of 
the  Challenger.  NASA  investigates  sales 
of  artifacts  it  claims  to  own,  and  prose- 


space  gloves.  Walker,  the  dreamer,  s 
his  sights  higher.  He  says  he'd  go  fo 
Saturn  V  rocket — as  long  as  a  footb 
field,  including  end  zones:  "I'd  pu 
in  my  back  yard."  Perhaps  he  con 
use  it  to  boost  Priceline  back  ir 
orbit. 


Lost  in  Space? 

Here's  where  insiders  turn  for 
collecting  tips  and  space  lore. 
Collectors'  bible:  Relics  of  the 
Space  Race  by  Russell  Still  ($25. 
order  at  www.valusign.com). 
Notable,  if  out-of-the-way,  museum: 
Kansas  Cosmosphere  and 
Space  Center,  Hutchinson,  Kans. 
(800-397-0330;  www.cosmo.org 
Handy  price  guide:  Collecting  the 
Space  Race  by  Stuart  Schneider 
($35,  Schiffer  Publishing,  1993). 
Specialty  auctioneer:  Superior  Gal 
leries,  Beverly  Hills,  Calif.  (800-41 
0754;  www.superiorgalleries.com 
Hobby  Web  site:  www.collectspac 
com.  —A 
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A  Quote  for  Every 
Occasion 


More  than  14,000  thoughts  on  the  business  of  life 
now  all  in  one  deluxe  volume 
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-B.  C.  FORBES,  Founder  of  Forbes  Magazine 1  , 


The 


Forbes 

Book  of 


Business 
Quotations 

THOUGHTS  ON 
THE  BUSINESS  OF  LIFE 


A  Gift  for  Every  Occasion! 


necessity,  by  proclivity, 
d  by  delight,  we  all  quote!' 

IALPH  WALDO  EMERSON 

e  begets  life.  Energy  creates 
ergy.  It  is  only  by  spending 
eselfthat  one  becomes  rich." 

iARAH  BERNHARDT 


The  ultimate  reference  for  speakers,  writers,  CEOs,  and  managers. 
The  perfect  gift,  this  unique  collection  is  arranged  alphabetically 
by  subject — from  ability  to  zeal — for  easy  access  and  endless 
inspiration. 

Over  3,000  contributors  in  all — business  leaders  and  mavericks, 
philosophers  and  pundits,  poets  and  politicians — from  across  the 
centuries  and  around  the  world.  Deluxe  edition,  992  pages,  $40.00  plus 
shipping  and  handling.  [C1 4] 


b  Order  by  Phone,  Call  Toll-Free:  1-800-876-6556 
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FORBESLIFE 


Double  Your  Pleasure 


entertainment!  "Special  Edition"  DVD  sets  fatten  the  profit  margins  of  the  movie  studios. 
Sometimes  they  are  worth  the  higher  price.  Sometimes  they  are  not. 


D 


BY  KEMP  POWERS 

VD  EDITIONS  OF  HIT  MOVIES— ONES  BRISTLING  WT 
|  "extras" — have  become  big  moneymakers  for  studii 
After  restoring  scenes  deleted  from  the  films'  theat 
cal  release  (or  by  adding  such  goodies  as  actor  commentary, 
ternative  endings,  biographies  and  storyboards),  studios  jack 
the  price,  sometimes  to  double  that  of  an  unadorned  versic 
Some  special  editions,  however,  turn  out  to  be  not  really 
that  special.  So,  how  do  you  decide  what's  worth  the  pric 
Web  sites  help;  NetFlix.com,  for  example,  bases  its  DVD  revie 
in  part  on  "extra"  content.  And  we  at  FORBES  can  recomme: 
the  following. 


Men  in  Black,  The  Limited  2-Disc  Special  Edition 

Price:  $28-$35 
It  doesn't  hurt  that  this  Tommy  Lee  Jones,  Will  Smith  vel 
cle  was  one  of  the  most  entertaining  action  comedies  of  i 
cent  years.  This  edition  deconstructs  every  aspect  of  t 
film.  Most  impressive  extra:  the  editing  workshops  tr 
allow  viewers  to  use  their  remote  controls  to  piece  togetti 
various  shots. 


Rushmore:  The  Criterion  Collection  Edition 

Price:  $32-$40 
This  brilliant  little  film  by  Wes  Anderson  established  I 
Murray  as  a  serious  actor.  Special  features  here  include  r 
just  the  standard  documentaries,  commentary  and  origii 
screen  tests,  but  also  hilarious  renditions  of  several  popu 
films  by  the  fictitious  "Max  Fischer  Players." 


Magnolia 

Price:  $21-$30 
Saddled  with  the  heavy  job  of  developing  ten  major  char; 
ters,  Magnolia  was  bound  to  leave  viewers  with  some  qui 
tions.  Now,  thanks  to  a  video  diary  added  by  director  P; 
Thomas  Anderson,  many  of  those  get  answered.  Tom  Cru 
won  an  Oscar  nomination  for  playing  testosterone-fueled 
guru  Frank  T.J.  Mackey,  and  viewers  here  can  sit  in  on  an 
tended  version  of  Mackey's  workshop. 


American  Movie 

Price:  $19-$25 
This  recent  Sundance  Film  Festival  winner  is  the  standard 
which  other  independent  films  on  DVD  should  be  judg 
It's  a  hilarious  documentary  about  a  self-trained  filmma 
attempting  to  make  an  ultra-low-budget  horror  flick.  1 
DVD  contains  the  fruit  of  his  effort — the  delightfully  aw 
film  Coven. 
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SMALLPACKAGES 


Gallery  A-Go-Go  So  you've  got  the 

;ash,  but  neither  the  cool  nor  the  cojones  for  those  snooty 
irt  galleries.  Now  you  can  browse  collections  in  your 
)ajamas  and  elicit  not  even  a  snicker,  thanks  to  new  retail 
Neb  sites  featuring  original 
;ontemporary  artwork  and  limited- 
edition  prints.  Eyestorm.com,  a  U.K.- 
jased  outfit,  handholds  newbies 
hrough  every  phase  of  the  buying 
jrocess,  including  authentication  and 
iisplay.  You  won't  find  the  Old 
i/lasters  here.  Expect  eclectic 
ifferings  like  Jeff  Koons'  print 
Loopy"  ($500),  shown  here,  or 
)amien  Hirst's  print  "Opium"  ($750)  and  Andy  Warhol's 
ihotograph  "Self-Portrait  in  Drag"  ($12,500).  Art  can  be 
iearched  by  price,  format,  even  color.  If  Warhol  in  drag 
icares  the  kids,  Unit26.com  has  tamer  art,  plus  home 
lesign  pieces  starting  at  just  $25.  —Lea  Goldman 


piimirai 

Triple-X  versus  Triple-Play 

It's  late;  the  boss  is  busy.  What  better  time  for  a  little 
furtive  Net  surfing?  Odds  are  you'll  visit  a  sports  site, 
according  to  a  survey  by  Websense,  a  San  Diego  employee 
management  firm.  Almost  a  third  of  employees  admitted  to 
checking  up  on  their 
favorite  teams  at  least 
once  a  month.  A  meager 
2%  fessed  up  to  peeking 
at  porn.  That  should 
come  as  a  surprise  to 
purveyors  of  sites  like 
chixonline.com.  According  to 
Websense,  70%  of  porn 
traffic  occurs  during  the  9- 
to-5  workday,  and  41%  of  Internet-related 
office  disciplinary  actions  last  year  were  porn-related. 
Pete  Sampras  may  not  be  Pamela  Lee,  but  both  apparently 
have  stats  worth  downloading.  —L.G. 
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Feast  of  Love  Seduction  lines  not  getting  re- 

iults?  Pick  up  a  copy  of  Ariake  ($15,  Chronicle  Books),  a  vol- 
ime  of  Japanese  love  poems  from  the  8th  to  12th  centuries. 

"The  white  drops  of  dew/That  glisten  in  the 
evening  sun/There  in  my  garden/Fade  no 
more  quickly  from  the  grass/Than  I  faint  from 
my  desire."  That  one  is  by  Lady  Kasa,  a 
courtier  from  Japan's  Heian  era  (794-1192). 
Unlike  the  geisha  600  years  later,  courtiers 
were  educated  aristocrats  who  romanced 
other  members  of  the  court.  Affairs  began 
with  a  poem's  arriving  at  a  lady's  door.  If 
she  returned  it,  the  lovers  met  and  rav- 
ished each  other  until  they  saw  the  Ariake,  the  waning 
noon  at  dawn.  The  gorgeous  collage  illustrations  by  artist 
lae  Grant  cast  their  own  romantic  spell.       —Susan  Adams 

'nmwm 

ick  to  Nebraska 

i  people  who  don't  much  care  for 
aunty  side  of  Bruce  Springsteen 
e  his  moody  masterpiece  Nebraska. 
Bruce,  his  acoustic  guitar  and  a 
;ht  train  full  of  twisted  American  angst.  If  you  like  that,  you'll 
Badlands  (Sub  Pop).  An  offbeat  array  of  indie  heroes, 
jding  Ani  DiFranco  and  Raul  Malo  of  the  Mavericks,  do  the 
Hike  Nebraska  originals  proud  while  covering  three  other 
nbeat  Bruce  masterpieces.  One  horrendous  clinker:  Hank  III 
ik  Williams'  grandson)  making  an  appalling  hoedown  of  the 
5'  elegiac  "Atlantic  City."  — J.L. 


of  rubber-burning  history  comes  car-collectors'  way 
Dec.  19,  when  auctioneer  Bonhams  &  Brooks 
(www.bonhamsbrooks.com)  will  sell  a  prime  specimen 
of  a  legendary  Ferrari.  This  particular  250GT0  (chassis 
4293  GT)  is  expected  to  command  in  excess  of  $10 
million— and  for  good  reason:  Not  only  did  it  win  the  GT 
category  at  the  1963  Le  Mans,  win  the  Spa  500  outright 
and  go  on  to  dominate  the  Trophee  de  Reims,  but  it 
qualifies  as  one  of  the  last  true  dual-purpose  racers, 
meaning  it's  as  much  at  home  on  the  open  road  as  it  is 
on  the  track.  Wait  until  the  boys  down  at  the  7-Eleven 
see  you  drive  up  in  that!  The  auctioneer  calls  the  road 
performance  of  the  3-liter  V-12  engine  "electrifying."  The 
car  has  nary  a  scratch,  never  having  suffered  any 
significant  crash  damage.  Yet.  —Alan  Farnham 
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Bloomberg 


Your  career  can  hit  a  record 
high  ,ii  Bloomberg. 

We  oiler  an  exciting  and  last 
paced  em  ironmenl  in  an 
atmosphere  conducive  to  vour 
success.  Ordinan  companies 
offer  ordinarj  opportunities. 

We'd  lather  l)e  extraordinary. 

Slum  us  your  talent,  and  we'll 
show  you  a  rewarding  career. 

Please  send  \our  resume  to: 
ltlooml>cr<£ 

Human  Resources  Dept. 
199  l»ark  Avenue 
New  York,  NY  10022 
Fax:  917-369-5021 


www.bloomberg.con 

Bloomberg  is  proud  to  be  an 
Equal  Opportunity  Employer  M/F/D/V 
committed  to  workforce  diversity. 


Freedom  Communications,  Inc. 

People.  Vision.  Excellence. 


For  career  opportunities  visit  vmw.Freedom.com 
Freedom  Communications,  Inc.  Irvine,  Ca. 


For  more  career  opportunities  -  visit  BestJobsUSA. 


ipkpent  Review,. 

'  BestlobsUSA.com 


To  advertise  in  this  section  call  561-686-6800 


How  to  recognize 
a  great  employer. 


"TOP  100  BEST 

PLACES  TO  WORK" 

—  COMPUTERWORLD,  2000. 


3RD  LARGEST  BENEFIT 
PRACTICE  IN  THE  WORLD 
—  BUSINESS  INSURANCE, 
DECEMBER  1999.  • — 
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2ND  LARGEST  HUMAN  RESOURCES  • 
CONSULTING  FIRM  IN  THE  WORLD 
—  CONSULTANT  NEWS,  AUGUST  2000. 


"TOP  500  TECHNOLOGY  INNOVATORS" 
#1  PROFESSIONAL  SERVICES  FIRM 
AND  #22  OVERALL 
-•    —  INFORMATION  WEEK,  OCTOBER  1999. 


What  makes  a  great  employer?  A  company  that  offers  its  employees  innovative 
assignments,  premiere  clients  and  supportive  colleagues.  A  company  that 
combines  a  competitive  total  rewards  philosophy  with  the  learning  and 
development  resources  essential  for  professional  growth.  A  company  that 
promotes  work-life  balance  and  respects  the  diversity  of  its  workforce.  And  a 
company  that  is  privately  owned  by  active  employees,  where  you  have  control 
over  your  own  destiny.  Learn  more  about  Towers  Perrin. 

www.towersperrin.com 

Towers  Perrin  is  an  Affirmative  Action/Equal  Opportunity  Employer. 


ore  career  opportunities  -  visit  BestJobsUSA.com 
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To  advertise  in  this  section  call  561 -6861 


■tJobsUSA.com 


Want  it  all?  I 
Want  it  now? 

Recourse  Communications, 

Inc  .  a  dynamic,  stable,  27 year- 
old,  pre-lPl )  company,  can  g  it  <e 
you  the  opportunity  to  bring 
home  a  six-figure  salary... 
iv  it  bin  the  first  year!  As 
America s  largest  publisher  of 
recruitment  advertising,  KCI 
has  the  reputation  and  re- 
sources to  connect  you  with 
top  HR  decision  makers 
across  the  l  ulled  States 

Are  you  a  professional  Sales 
Consultant  who  thrives  in  a 
fast-paced,  high  energy,  busi- 
ness to  business  sales  environ- 
ment? Can  you  multi-task, 
work  independently,  and  be 
very  well  organized?  Then 
you  belong  with  us1 


We  provide  the  leads,  the  pro- 
tected territory,  the  database, 
the  credibility,  and  the  prod- 
ucts RCI  employees  enjo\  a 
rich  benefits  package  includ- 
ing health,  dental.  Long  Term 
Disability.  Flexible  Spending 
Accounts,  40 1  k  and  a  generous 
paid  time  oil  program. 

Our  progressive  compensa- 
tion includes  a  base  +  commis- 
sion with  an  earning  potential 
ranging  from  -tSk  -  1S0K  for 
our  top  achievers 

Come  be  a  part  of  our  uncon- 
ventional, dynamic  and  FUN 
work  environment  and  bring 
your  talent  and  skills  to  RO 
Media  I'le  ase  e-mail  your  resume 
to  resumes@rcimedia.com  or. 
as  a  last  resort,  tax  your  resume- 
to  (561)  686-8043. 
EOE,  i  RL:  www.rcimedia.com 


Providing  solutions. 

Join  the  Parsons'  team  and  help  shape  the  future 
in  one  of  the  following  divisions: 

•  Infrastructure  &  Technology 

•  Transportation 

•  Advanced  Technology 

•  Communication 
•Energy  &  Chemical 


Please  visit  www.parsonsjobs.com 
for  career  opportunities. 


OK,  maybe  you  can  spell 


TREPRENEURIAL... 


But  do  you  live  it? 


Guided  by  principles  that  revolve  around 
honesty  and  integrity,  Koch  employees 

enjoy  an  atmosphere  that  promotes 
the  spirit  of  discovery.  If  you 
would  like  to  be  an  integral  part 
of  the  company  you  work  for 
and  know  your  contribution 
makes  a  difference,  join  our 
team  of  entrepreneurs  working 
together  at  Koch  Industries. 


Opportunities  exist 
in  the  following  areas 


o.AeoOunting 


For  detaiied  information  regarding  our  current  openings  or 
to  submit  a  resume  for  consideration,  please  visit: 

www.  kochcareers.com 

KKOCH 
INDUSTRIES  INC 

Koch  Industries  is  an  equal  opportunity  employer. 


For  more  career  opportunities  -  visit  BestJobsUSA.c 
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Advertisement 


THE  PROS  KNOW. 


In  my  17  years  as  a  mergers  &  acquisitions  pro,  I  advised  serious  investors 
vhere  to  invest  their  money.  When  it  came  time  to  invest  my  own,  I  signed  with 
Xaron's  to  open  nine  franchises.  If  you're  a  serious  investor,  just  look  at  their 
lumbers.  If  you're  a  serious  investor,  call  'em.#/        Rohnn  Lampi 

Aaron 's  Sales  &  Leasing 

AARON'S  SALES  AND  LEASING  AVERAGE  PER  STORE 


ANNUAL 
REVENUE: 


$1,169,479 


ANNUAL 
'RE-TAX 
EARNINGS: 


|  SALES  &  LEASE  OWNERSHIP  for  tgjjj 


FOR  FRANCHISE  INFORMATION 

CALL  1-800-551-6015 


karon  Rents,  Inc.  is  traded  NYSE  (RNT) 


©2000  Aaron  Rents,  Inc. 


he  numbers  are  for  the  1999  calendar  year  and  are  based  on  company-owned  stores  open  at  least  two  full  years 
rior  to  January  1, 1999.  See  our  Uniform  Franchise  Offering  Circular  for  more  details.  Of  these  123  stores,  53  (43%) 
tores  had  higher  revenues,  66  (54%)  stores  had  higher  pre-tax  earnings,  and  47  (38%)  stores  had  higher  revenues 
hd  higher  pre-tax  earnings. 


he  above  figures  are  actual.  However,  the  FTC  requires  us  to  include  the  following  statement  in  this  advertisement. 
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any  kind  to  achieve  his  objectives,  relied  on  the  infinite  power  of  th  e  spiritual  The  Bible  decrees,  "The 
meek  shall  inherit  the  earth." No  human  being  in  modern  times,  in  death,  has  been  accorded  more  uni- 
versal acclaim  than  the  meek  Gandhi  Spirit  is  still  mightier  than  the  sword.       — B.C.  FORBES  ( 1 948) 


The  tormenting  dilemma  of  the  Middle 
East  is  this:  Either  we  have  one  people 
too  many,  or  one  state  too  few. 
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Palestine  is  the  cement  that  holds 
the  Arab  world  together,  or  it  is  the 
explosive  that  blows  it  apart. 

— YASIR  ARAFAT  (1974) 

We  have  always  said  that  in  our  war 
with  the  Arabs  we  had  a  secret 
weapon — no  alternative. 

— GOLDA  MEIR 


Our  image  has  undergone  change  from 
David  fighting  Goliath  to  being  Goliath. 

—YITZHAK  SHAMIR 


The  pursuit  of  peace  resembles  the 
building  of  a  great  cathedral.  It  is 
the  work  of  a  generation.  In  concept 
it  requires  a  master-architect; 
in  execution,  the  labors  of  many. 

—HUBERT  HUMPHREY 


Even  a  purely  moral  act  that  has  no 
hope  of  any  immediate  and  visible  polit- 
ical effect  can  gradually  and  indirectly, 
over  time,  gain  in  political  significance. 

—VACLAV  HAVEL 

The  best  way  out  is  always  through. 

—ROBERT  FROST 


We  who  engage  in  nonviolent  direct 
action  are  not  the  creators  of  tension. 
We  merely  bring  to  the  surface  the 
hidden  tension  that  is  already  alive. 

—MARTIN  LUTHER  KING 


Football  strategy  does  not  originate  in 
a  scrimmage:  It  is  useless  to  expect 
solutions  in  a  political  campaign. 

—WALTER  LIPPMANN 

In  this  age,  which  believes  that  there  is  a 
shortcut  to  everything  the  greatest  lesson 
to  be  learned  is  that  the  most  difficult 
way  is,  in  the  long  run,  the  easiest. 

—HENRY  MILLER 


The  problems  of  this  world  are  only 
truly  solved  in  two  ways:  by  extinction 
or  duplication. 

—SUSAN  SONT/ 


/  have  yet  to  see  any  problem,  however 
complicated,  which,  when  you  looked 
at  it  in  the  right  way,  did  not  become 
still  more  complicated. 

— POUL  ANDERSC 


It  is  characteristic  of  all  deep  human 
problems  that  they  are  not  to  be 
approached  without  some  humor 
and  some  bewilderment. 

—FREEMAN  DYSC 

Any  solution  to  a  problem  changes  the 
problem. 

— R.W.  JOHNSC 
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IsiellVorld  Turns 


This  issue  of  Forbes  ASAP  is  about  turning 
points — great  or  humble,  for  better  or  for 
worse.  Our  special  feature  section  deals  with 
one  of  the  great  taboo  topics  in  high  tech:  luck.  In 
places  like  Silicon  Valley,  no  one  bats  an  eye 
when  you  disclose  details  of  your  bizarre  per- 
sonal life  or  announce  that  you've  modeled  your 
management  style  on  the  Spanish  Inquisition,  or 
declare  that  you  intend  not  only  to  dominate 
your  market  but  also  bury  your  competitors  in 
shallow  graves.  But  suggest  that  your  great  suc- 
cess was  due  as  much  to  luck  as  brains  and  you 
will  be  shunned  like  a  leper.  Just  bringing  up  the 
topic  to  many  of  the  industry's  top  leaders  made 
them  go  pale  and  quickly  leave  the  room. 

Why?  Because  high  tech  is  about  control:  man- 
ipulating the  physical  world,  managing  our  lives, 
predetermining  our  success.  We  want  our  compa- 
nies and  careers  to  experience  great  turning  points, 
but  we  want  to  be  able  to  set  the  date  and  pick 
which  direction  that  turn  takes.  Unfortunately,  the 
history  of  high  tech  argues  just  the  opposite: 
Chicken  entrails  or  darts  may  be  as  good  a  predic- 
tor of  success  as  the  spreadsheets  in  business  plans. 

So,  in  this  issue 


High  tech  is  about  control: 
manipulating  the  physical 
world,  managing  our  lives, 
predetermining  our  success. 


we've  decided  to 
tackle  chance  head- 
on.  We've  gath- 
ered essays  on  the 
history  and  mean- 
ing of  luck  in  tech, 

 on  how  (at  least 

at  the  atomic  level) 
luck  might  be  made,  and  even,  from  a  few  brave 
souls,  tales  about  how  luck  has  changed  their  lives. 
Some  of  the  stories  are  chilling,  others  are  amusing, 
and  a  couple  are  literally  miraculous.  But  all  evoke 
in  the  reader  the  cold  wind  emanating  from  a  uni- 
verse that  is  beyond  our  control  and  our  compre- 
hension. If  luck  is  a  lady,  she  is  a  fickle,  unpredictable 
one,  indeed. 

Another  sort  of  turning  point  can  be  found  in 
this  issue's  foldout  section.  There,  Consulting  Edi- 
tor Owen  Edwards,  a  founder  of  Forbes  ASAP  and 
author  of  two  books  on  classic  design,  has  gathered 
a  visually  compelling  collection  of  the  greatest 
product  designs  of  the  last  century  or  so.  Some  are 


exquisite,  others  disturbing,  but  all  are  artifacts  of 
moments  when  the  way  we  saw  the  world  sud- 
denly turned. 

If  Stephen  Wolfram,  the  subject  of  our  cover 
story,  is  correct,  the  world  may  soon  turn  again.  He 
is  taking  on  the  most  monolithic  subject  of  them 
all,  modern  science,  and  trying  to  send  it  spinning 
off  in  a  new  direction  on  a  quest  that  may  take 
generations.  Forbes  ASAP  spent  more  than  two 
years  chasing  down  this  exclusive  story,  and  we 
have  devoted  an  unprecedented  amount  of  space 
to  it  in  this  issue.  If  Wolfram  is  wrong,  it  is  a  pow- 
erful tale  about  ambition  and  hubris.  If  he  is  right, 
you  will  be  among  the  first  to  learn  about  one  of 
the  greatest  turning  points  of  our  time. 

Hollywood,  it  seems,  is  at  a  turning  point  as 
well.  There  has  been  no  shortage  of  predictions  in 
recent  years  that  movies,  from  production  to  dis- 
tribution to  projection,  will  soon  go  all-digital.  But 
a  three-month  investigation  by  Reporter  Shelley 
Pannill  uncovered  a  more  complicated  story — one 
that  involves,  as  Hollywood  stories  should,  people 
like  Martin  Scorsese,  George  Lucas,  and  Roger 
Ebert.  Whatever  the  outcome,  the  results  will  soon 
be  seen  at  a  strip  mall  cineplex  near  you. 

Finally,  our  annual  look  at  new  products.  As 
always,  we  at  Forbes  ASAP,  disliking  those  endless, 
dreary  new-product  lists  you  read  in  most  maga 
zines,  have  decided  to  take  a  different  approach 
technology  makeovers.  We  all  get  frustrated  with 
the  tools  we  work  with  every  day.  Inevitably, 
some  are  obsolete,  others  fail  to  live  up  to  their 
marketing,  and  still  others  never  quite  fit  with 
our  lifestyles. 

Wouldn't  it  be  great  to  just  hit  some  existential 
reset  switch  and  start  over  with  a  whole  new  set 
of  tools,  each  of  them  state-of-the-art  and,  better 
yet,  each  chosen  by  experts  to  fit  our  needs?  That's 
what  we've  done  this  year  with  individuals  from 
all  walks  of  life,  from  a  horse  trainer  to  an  airline 
pilot.  The  results,  we  think,  are  not  only  informa- 
tive but  also  entertaining. 

Will  these  product  makeovers  prove  a  turning 
point  in  the  lives  of  our  subjects?  Only  time  will 
tell.  In  the  meantime,  we  hope  this  issue  some- 
how improves  your  life.  Or  at  least  improvesi 
vour  luck.  » 


Forbes  ASAP   November  27,  2000 


;oTo  AAXQm  Purchase  Upgrades:  Receive  E-Mail  Summary  Statement.  Register  For 
fecial  Mileage  Promotions.  All  From  Your  Online  a'Advantage'^  Account  Details  At 
/ww. aa.com/aadvantage  Or  AOL  KEYWORD:  AA  AAdvantage 

AA.com.  The  Ultimate  Site  For  Everything  AjFeHCariAirHneS 

American/^ 


Wdva-ilcKie 


Pj^&&ft%  8S«g?  "TO  W*h0U"  n°"C9'  -  "0,  response  «  ^^iS^^^rKlf^n^  fifSfe  SSR&HS 


s  the  he 


i 


it 


AVAVA 

§  commu 


communication 


The  Former  Enterprise  Networks  Group 
of  Lucent  Technologies 


They're  not  just  customers. 
They're  relationships.  Give  them  the  care 
and  feeding  they  need  to  grow. 
Would  they  prefer  a  rep  on  the  phone? 

A  transaction  on  the  web? 
a  rep  talking  them  through  the  transaction? 
To  have  you  call  them  back?  Fax  them? 
Or  send  what  they  need  to  their  PDA? 
With  Avaya  you  can  do  it  all. 
And  keep  the  conversation  going. 
Visit  avaya.com  or  call  800-784-6104. 
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When  Siemens  and  Deutsche  Telekom 
started  a  dsl  revolution, 
they  started  with  tl  dsps. 


77s  TMS320C6000"  programmable 
DSP  core  powers  Siemens'  advanced 
XpressLink"  ADSL  technology,  offering 
efficient  power  consumption  with  superior 
speed  and  performance. 


The  world  leader  in  analog  and  mixed-signal 
devices,  Tl's  fourth  generation  of  codecs  and  line 
drivers  provides  the  crucial  interface  for  Tl  DSPs. 


TTs  software  has  emerged  as  the  industry 
standard  for  both  DSL  and  voiceband  modems. 


With  more  DSP  experience,  more  DSP  software 
developers,  and  more  third-party  DSP  application 
developers,  no  other  company  supports  you  like  Tl. 


The  flexibility  of  Tl  programmable 
DSPs  ensures  our  DSL  solution  can 
change  and  adapt  as  the  world  does." 


With  the  increasing  popularity  of  fixed-rate 

pricinq  models  and  the  broadband  evolution  of 
TEXAS  INSTRUMENTS 

TECHNOLOGY  copper  networks  to  digital  subscriber  line  (DSL) 
technology,  the  European  Internet  environment  is  undergoing 
fundamental  and  revolutionary  change.  Siemens  AG  and  Deutsche 
Telekom  AG  are  helping  make  this  broadband  revolution  an  afford- 
able reality  by  supplying  the  infrastructure  and  equipment  that 
bring  hiqh-speed  DSL  access  to  tens  of  thousands  of  customers 
across  Europe.  •  Powered  by  Siemens'  advanced  XpressLink® 
ADSL  technology,  Deutsche  Telekom's  new  T-DSL  platform  deliv- 
ers high-quality  voice,  video,  audio,  and  data  almost  instanta- 
neously to  residences  and  businesses  across  the 
continent.  •  At  the  heart  of  this  technology  can  be  found  the 
processing  power  of  Tl's  high-performance  programmable 
TMS320C600CT  DSP  core.  Offering  unsurpassed  speed,  reliability, 
and  efficiency,  DSL  line  cards  based  on  Tl's  C6000"  platform  save 
valuable  equipment  space  and  power  at  Deutsche  Telekom's 
central  office  locations  by  supporting  twice  as  many  subscriber 
modems  as  competing  systems.  •  To  help  ensure  that  companies 
can  continuously  and  easily  adapt  their  next-generation  solutions 
to  the  world's  current  copper-based  ISDN  and  telephone 
infrastructure,  Tl  DSPs  provide  built-in  programmability  and  the 
flexibility  to  add  features  and  functions  without  retooling.  •  If  you 
would  like  to  start  your  own  revolution  while  eliminating  barriers 
to  your  design,  enlist  the  power  and  performance  of  world-class 
DSP  technology  from  Texas  Instruments. 

www.ti.com/dsp 
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"I'll 


never 
lose  a 
customer 
again." 


He's  either  dreaming  or  working  with  CA's  CRM  solution. 


There  have  never  been  so  many  ways  to  lose  a  customer.  Thanks  to  the  Internet, 
your  customers'  expectations  have  never  been  higher.  Their  sources  of  information  have 
never  been  greater.  And  their  access  to  your  competitors  has  never  been  faster.  What's 
more,  research  tells  us  that  companies  can  boost  profits  by  almost  1 00%  just  by  retaining 
5%  more  of  their  customers.*  The  first  step  to  retaining  those  customers  is  gaining  a  better 
understanding  of  them. 

Computer  Associates'  CRM  solution  offers  you  a  comprehensive  suite  of 
applications  to  understand  and  retain  those  demanding  customers.  From  our  predictive 
Customer  Intelligence  that  mines  the  information  in  your  database  for  decision-making 
analyses  and  insights  to  our  predictive  Sales  and  Marketing  that  provides  you  with  a 
consolidated  view  of  all  customer  activity  across  your  business  through  personalized 
portals:  CA's  CRM  solution  is  unique  in  the  industry. 

Furthermore,  our  3-D  visualization  technologies  bring  information  and  analyses  to 
life  and  give  customers,  staff,  and  suppliers  the  opportunity  to  perceive  it  in  all  its  many 
dimensions  rather  than  simply  view  it.  Whether  you  begin  with  a  single  application  or 
choose  the  entire  solution,  it's  powered  by  Jasmine8  fir,  CA's  eBusiness  platform.  So  it 
seamlessly  integrates  with  your  existing  systems  and  applications  to  leverage  your 
investment,  regardless  of  underlying  technologies. 

To  find  out  more  about  how  Computer  Associates  can  help  you  get  closer  to  your 
customer  and  empower  your  staff,  visit  www.ca.com/solutions/crm.htm  or  call 
1  -800-225-5224.  Don't  wait  too  long,  your  competitors  are  reading  this  too. 
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:IVE  COMES  ALIVE 

The  fifth  anniversary  of  the  Big  Issue 
generated  lots  of  comments,  criticism, 
md  kudos  from  ASAP  readers.  Thanks 
cor  writing.  Extra  copies  of  the  Big  Issue 
ire  available  by  calling  1-800-888-9896. 

— The  eds. 

\  masterpiece.  Thank  you  for  having 
:he  guts  to  seriously  tackle  a  topic  as 
significant  as  "truth."  Congratulations 
)n  pulling  it  off. 
>AVID  DONNELLY 
iJDonnelly <s  hersheys.com 

rhe  bitch  I  have  is  with  the  sheer  vol- 
ime  of  text  in  the  articles.  Brevity  is  the 
»oul  of  wit.  Should  we  assume  the  arri- 
ves are  witless? 
RICHARDS  HAGY 
\  h  m  a  3  @  a  o  I .  c  o  m 

-low  dare  Forbes  ASAP  try  to  foist  flimsy 
'truth"  blasphemy  on  its  loyal  readers! 
"ifty-five  lower-tier  flacks,  while  outra- 
geously omitting  the  supreme  soothsayer 
)f  all  time.  This  is  an  obvious  editorial 
jmission:  "Truth"  is  as  irresistible  to  Mr. 
Clinton  as  breathing. 
xlCHARD  S.  SCHMIDT 
isteph@juno.com 

am  a  small-business  owner  in  Silicon 
/alley.  The  articles  in  Big  Issue  V  did 
lot  ring  true  for  me.  I  knew  they  didn't 
lave  any  idea  what  was  true  when,  in 


the  first  section  on  business,  the  writers 
cited  Kurt  Cobain  and  the  movie  The 
Matrix  three  times. 

The  best  vision  of  what  was  true  was 
the  great  piece  by  Pat  Conroy.  That  one 
was  from  the  heart.  Here  are  some  ideas 
of  what  I  believe  to  be  true: 

The  feeling  you  have  the  first  time 
you  hold  your  child  in  your  arms 

The  zing  you  feel  when 
your  wife  says  you  make  her 
complete 

The  compassion  you  feel 
for  a  child  fighting  cancer 

The  awe  you  have  for 
people  who  do  good  things 
when  no  one  is  looking 

The  strength  people  have 
to  overcome  their  frail  constitutions  and 
face  death  with  a  greater  meaning  to  life 

Maybe  the  next  issue  will  call  for 
ideas  from  regular  people. 
MIKE  GIBBS 
megibbs@ix.netcom.com 

I  read  the  article  "Circling  Faith"  in  the 
recent  ASAP  Big  Issue.  Thanks  for  ven- 
turing into  this  realm.  I  was  pleased  to 
observe  the  general  thrust  of  the  whole 
issue,  especially  delving  into  faith. 
JOHN  SOUTHWICK 
JSouthw@gbgm-umc.org 

Reader  John  Southwick  is  not  related  to 
Executive  Editor  Karen  Southwick, 
who  wrote  "Circling  Faith."  — The  eds. 

I  enjoy  Forbes  and  ASAP  and  FYI, 
but  90,000  words  in  a  supplement  to  an 
already  full  publication?  When  will  I 
find  time  to  walk  the  dog?  And  then 
within  two  weeks  I  received  the  Forbes 
"400  Richest  People  in  America"  issue, 
which  contains  408-plus  pages.  Can't 
you  be  brief?  How  about  giving  us  the 
best  and  cut  the  volume  by  half? 
JIM  OWEN 

jim.owen@orport.ang.af.mil 


The  introductory  paragraphs  in  the 
article  by  Michael  Korda  ("Imagining 
Nonfiction")  are  a  compellingly  clear 
example  of  untruth.  Here  you  have 
an  unspiritual  man  attempting  to 
explain  a  spiritual  book,  a  sure  formula 
for  failure. 

The  Bible  is  a  unified,  coherent,  and 
noncontradictory  book  which  reveals 


who  God  (the  author)  is  and  what  He 
wants  from  us.  It  shows  what  happens 
when  people  walk  with  God,  what  hap- 
pens when  they  walk  apart  from  God 
(Old  Testament),  and  how  Jesus  Christ 
is  God  (New  Testament). 

Pay  attention!  There  will  be  a  test. 
RAY  FARNUM 

RWFarnum@QuietWaters.org 

Sometimes  life  offers  answers  to  the 
"big  questions,"  if  you  know  how  to 
interpret  the  signs — as  in  this  message 
received  when  I  searched  for  "what  is 
true"  and  "asap"  via  AOL: 

"Sorry.  Traffic  Jam  on  the  Informa- 
tion Highway." 

Trust  me,  I  didn't  make  this  up.  As 
an  author-historian,  I  have  often  gone 
in  pursuit  of  "what  is  true,"  only  to  find 
myself  detoured  toward  the  counsel 
of  Mark  Twain:  "Of  course,  truth  is 
stranger  than  fiction.  Fiction  has  to 
make  sense." 
JANUS  ADAMS 
Janusadams@aol.com 

The  entire  Big  Issue  can  be  found  on  the 
Forbes.com  Web  site  at  www.forbes.com. 

— The  eds. 


Fifty-fiv 
while  oui 
the  suprerr 
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I  am  truly  disappointed  in  your  Big  Issue. 
To  include  writer  Molly  Ivins  as  one  of 
the  world's  best  writers  is  an  insult  to  the 
others,  in  my  opinion.  Molly  has  her 
own  political  agenda  and  an  apparent  ax 
to  grind  with  the  Bush  family.  Truth  in 
politics  coming  from  her?  NO  WAY!  To 
get  to  truth,  one  must  examine  all  sides. 
Molly  has  only  one,  hers.  And  I  find  it 
very  warped. 
BETTY  LARSEN 
LARSTWO@aol.com 

I  was  puzzled  by  the  Zogby  poll's  substi- 
tution of  celebrity  and  emotion  for  the 


"authenticity"  it  purports  to  measure.  It 
may  be  revealing  to  show  the  results 
stratified  by  male  and  female  categories 
since  your  data  show  60%  of  respon- 
dents were  female.  Vive  la  difference! 

Nevertheless,  while  emotions  are  cri- 
tical, my  concern  is  what  this  influence 
reveals  about  ourselves.  It  could  also 
explain  why  presidential  candidates 
choose  to  appear  with  Oprah  rather 
than  Tim  Russert  and  wrhy  folks  read 
People  rather  than  Forbes  ASAP. 
JOSEPH  MAZURYK 
Joseph.mazuryk@wcom.com 

I  think  you  asked  the  wrong  question. 
This  question  is  from  my  freshman  year, 
and  the  answers  are  just  about  the  same. 
JULIA  HAAS 
JuliaH5012@aoi.com 

It  has  been  a  pleasure  reading  the  "What 
Is  True"  issue.  For  a  fledgling  writer, 
reading  the  Elmore  Leonard  essay  was 
like  sitting  at  the  master's  elbow.  I  also 
loved  the  T.  C.  Boyle  and  Michael  Montz 
pieces.  Just  one  cavil:  I  believe  Molly 
Ivins  exemplified  the  theme  of  the  issue 
by  not  crediting  Jerzy  Kosinski  for  his 
creation  of  Chauncey  Gardiner. 
GARY  SHELEF 
dshetef@email.msn.com 


IN  THE  FUTURE. ..IT'S  A  MAC?! 

I  find  it  rather  odd  that  your  desktop 
computer  of  the  future  ("Introducing  the 
Computer  of  2010,"  August  21,  2000]  is 
a  good  ol'  Macintosh,  definitely  my 
operating  system  of  choice.  (Yes,  I  look 
very  closely  at  your  pictures!) 

So  why  do  I  find  it  no  surprise  that 
the  new  :CueCat  that  arrived  yesterday 
in  my  mailbox  is  not  compatible  with 
my  Mac?  Because  for  what  this  new 
technology  can  do  for  us  all,  a  little 
intelligence  (which  most  Windows  pro- 
grams apparently  assume  we  users  do 
not  have)  can  do  it  for  me 
on  my  own. 

What  I  don't  need  is 
another  peripheral  crowding 
my  desk,  especially  one  that 
is  going  to  send  signals  from 
my  TV  whisking  me  to  Web 
sites  to  which  I  really  don't 
want  to  go. 

Thanks  for  not  porting 
this  application  for  my  Macintosh!  I  can 
find  my  way  by  myself,  thank  you.  Who 
needs  this? 

MARK   VAN  HATTEN 
Mark_Van_Hatten@designlink.com 

I  liked  the  article  about  the  computer  of 
2010  [August  21,  2000]  but  found  it 
odd  that  you  are  only  looking  at  hard- 
ware innovations.  Don't  let  Steve  Jobs 
con  you  into  believing  that  hardware 
appearance  is  all  that  matters  and  that 
software  usability  is  irrelevant. 

The  big  screen  on  page  92  is  shown 
running  Fetch  (a  file  transfer  protocol 
program  from  the  late  1980s),  the  Mac- 
intosh menu  bar  from  1984,  and 
Internet  Explorer  5.  We  can  do  better 
than  that. 

It  could  well  be  true  that  the  main 
software  of  2010  will  be  named  Internet 
Explorer,  but  I  bet  you  that  the  user 
interface  will  be  completely  different.  In 
the  1990s  I  worked  on  concepts  like 
"the  Anti-Mac"  and  "World  without 
Windows,"  but  I  now  tend  to  believe 
more  in  the  future  of  user  interfaces  as 
being  a  communications  control  panel. 

No  more  Macintosh  menu  bar.  No 
more  confining  windows. 
JAKOB  NIELSEN 
jakob@useit.com 


The  screen  of  the  computer  of  2010  will 
definitely  be  a  high-resolution  screen, 
but  most  certainly  not  "some  kind  of 
photonically  excited  liquid  crystal." 

Organic  Light  Emitting  Diode  (OLED) 
displays  are  now  on  a  fast  track  and  will 
be  serving  as  computer  displays  by 
2010.  These  devices  are  stacks  of 
organic  thin  films  that  emit  light  only 
where  it  is  needed,  in  response  to  a 
low-voltage  signal.  Over  85  companies 
are  now  pursuing  OLEDs  worldwide. 
DAVIS  E.  MENTLEY 
Senior  Vice  President 
Stanford  Resources  Inc. 
d.  mentley@stanfordresources.com 

Kip  Crosby's  article  ("Introducing  the 
Computer  of  2010"]  caught  my  interest, 
if  only  for  its  Buck  Rogers  aspects. 
However,  it  was  gratifying  to  see  a 
familiar  "face"  in  the  four-page  foldout 
section:  the  Apple  logo  on  the  Macin- 
tosh OS  running  the  computer  of  the 
future!  I  knew  we'd  win  in  the  end. 
CHARLES  CAMPBELL 
ccampbe2@tampabay.rr.com 

UNDERSTANDING  LIGHT 

Your  coverage  of  "The  Coming  Light 
Years"  [August  21,  2000]  was  outstand- 
ing, a  clear,  concise  overview  of  what  a 
layman  like  me  needs  and  wants  to 
know  in  order  to  invest  more  wisely.  I 
now  feel  like  I  can  better  research  and 
follow  the  optics  revolution.  Even  Gilder 
didn't  sound  like  the  usual  verbose, 
overbearing,  pompous  twit  that  he  must 
be.  (You  should  always  limit  him  to  one 
page!)  I  hope  you  have  more  issues  like 
this  that  dissect  a  broad  topic  into  more 
manageable  components. 
HARDY  COOK 
hcook@ix.netcom.com 

UNITS  OF  TIME  AND  SPACE 

The  term  Coming  Light  Years  is  non- 
sense. The  coming  minutes,  hours,  years, 
decades,  all  make  good  sense,  i.e.,  they 
are  all  units  of  time  which  we  may 
express  as  "coming." 

However,  the  light-year  is  NOT  a 
unit  of  time,  but  a  unit  of  distance. 
Surely  you  would  not  use  the  term  "the 
coming  inches,  feet,  or  miles."  "Thei 
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WE'RE  HELPING  SEGA 
5IVE  MILLIONS  OF  GAMERS 

A  VOICE. 


H 


WHAT  CAN  OUR  IP  VOICE  INNOVATION  DO  FOR  YOU? 

Who  would  have  thought  you  could  talk  to  other  gamers  around  the  world  while  you 
play  over  the  Internet — for  free?  Sega  and  InnoMedia  did  and  teamed  up  to  make  it 
a  reality.  InnoMedia's  unique  Voice-over-Internet  Protocol  (VoIP)  technology  is  helping 
our  partners  deliver  new  ways  of  communicating  that  others  have  never  imagined. 
Whether  it's  real-time  voice  interaction  between  gamers  or  providing  voice  to  the  next 
generation  of  technology  breakthroughs,  InnoMedia  is  working  with  leaders  in  various 
industries  to  deliver  future  communication  experiences. 

Are  you  ready  to  take  your  product  to  the  next  level  and  revolutionize 
an  industry?  Find  out  how  through  our  vision  brochure  and  explore 
the  possibilities,  www.innomedia.com/vision 


Letters 


EVERYBODY  THINKS  THEIR  CITY  IS  THE  BEST 
PLACE  FOR  YOUR  CORPORATE  RELOCATION. 


EVERYBODY  ELSE  THINKS  OURS  IS, 


4  Jacksonville 


Dun  &  Bradstreet  ranks  Jacksonville  as  one  of  the  top  markets  in  the 
country  for  small  business  formation.  FITCH  has  consistently  ranked 
JEA  as  the  country's  leading  electric  utility  company.  Jacksonville  was 
number  one  on  Expansion  Management  magazine's  list  of  "America's 
50  Hottest  Cities."  Money®  magazine  has  said  it's  one  of  the  best 
places  to  live  in  the  U.S.  And  it  was  among  the  "Best  Large  Cities  for 
Entrepreneurs"  according  to  Entrepreneur  magazine. 

In  fact,  when  it  comes  to  business  relocation  and  expansion,  just  about 
everybody  who's  anybody  will  tell  you  that  Jacksonville  is  the  place  to 
be.  For  more  information,  call  Jerry  Mallot,  the  Executive  Director  of 
Economic  Development,  at  1-904-366-6680. 


THE    EXPANSION  CITY 


Jacksonville: 


FLORIDA'S     FIRST  COAST 


JEA 

Building  Community- 


Visit  our  site  al  http://wwwexpandiniax.com  This  message  is  a  cooperative  effort  of  the  Jacksonville  Chamber  of  Commerce.  JEA  (electric,  water, 
and  sewer),  the  Jacksonville  Economic  Development  Commission,  the  Jacksonville  business  community,  the  Baker  County  Development 
Commission,  the  Clay  County  Economic  Development  Council,  the  Nassau  County  Economic  Board,  and  the  Putnam  County  Chamber  of 
Commerce.  Jacksonville  Chamber  of  Commerce,  3  Independent  Drive,  Jacksonville,  FL  32202 

Expansion  Management  magazine,  January.  1999  issue;  Money  magazine,  July,  1997  issue.  Volume  26,  No.  7  Money  is  a 
registered  trademark  of  Time  Inc  ,  Entrepreneur  magazine.  October.  1999  issue 


Coming  Light  Years"  is  in  that  category, 
and  hence  it  is  nonsense. 
BERNARD  H.  GEYER 
bgeyer@alum.mit.edu 

MANAGEMENT  RANKS 

I  found  "The  Race  for  Fiberspace" 
[August  21,  2000]  particularly  informa- 
tive. Yet  I  was  surprised  that,  in  trying 
to  assess  the  future  of  Cisco,  Nortel, 
and  Lucent,  there  was  almost  no  attempt 
to  contrast  or  assess  what  surely  must 
be  one  of  the  most  critical  factors: 
management.  I  recall  that  back  in  my 
long-ago  business-school  days,  my  profs 
often  used  to  supplement  case  discus- 
sions with  articles  from  Forbes  because 
of  its  strong  emphasis  on  management. 
That  emphasis  is  less  in  evidence  these 
days,  even  in  your  parent  mag.  ASAP 
might  do  well  to  revive  it. 
STEPHEN  KLEMP 
Steve@yclept.com 

RED  HAT'S  MUSICAL  CHAIRS 

The  timing  of  your  published  interview 
with  Red  Hat's  Hal  Covert  ["Covert's 
Operations,"  August  21,  2000]  was 
about  as  bad  as  his  decision  to  join  Red 
Hat — almost  to  the  day  of  the  March 
stock  market  decline.  As  we  now  know, 
Covert  left  Red  Hat  for  Silicon  Graph- 
ics after  the  Forbes  interview  was  pub- 
lished. No  doubt  we  can  discount  his 
big  plans  for  Red  Hat  as  just  bad  tim- 
ing— on  his  part  and  yours. 
HARRY  STEVENS 
Harry.Stevens@icn.siemens.com 

Covert  has  moved  on,  but  the  answers 
he  provided  us  in  the  interview  still  hold1 
true,  even  though  Howard  Jacobson, 
vice  president  of  corporate  develop- 
ment, now  heads  the  venture,  according 
to  company  spokespeople. 

— The  eds.< 

F00-F00  LIVES 

Yes,  there  is  a  foo-foo. 

In  reference  to  the  question  in  youi 
August  21  "Letters  to  the  Editor"  aboul 
the  title  of  "Where  Foo-Foo  Makes  You 
Rich"  [May  29,  2000]:  Foo-foo  is  £ 
food  staple  throughout  West  Africa.  I' 


[   THE    ME  CHANICS    OF    WE  ALTH  ] 


s  made  from  yams,  an  African  variety, 
lot  sweet  like  ours.  It  is  peeled,  cubed, 
>oiled,  then  pounded  in  a  large  mortar 
intil  it  has  the  consistency  of  library 
)aste.  Some  say  it  also  tastes  like  lib- 
ary  paste,  but  that  is  strictly  a  matter 
)f  personal  taste.  It  is  usually  served 
vith  a  sauce  containing  meat  and/or 
'egetables. 

IRLENE   N.  HEATH 
iNH461@aol.com 

RRATA 

The  name  of  Julian  Barnes'  venture 
\roup  ["Out  of  the  Loop"  August  21, 
'.000]  is  BLG  Ventures,  not  Barnes  Law 
Iroup  Ventures.  In  addition,  Julian 
Barnes  had  practiced  law  for  five  years. 

In  our  article  "The  Coming  Light 
fears"  [August  21,  2000],  we  refer  to 
me  micron  as  11270,000th  of  an  inch. 
~}ne  micron  is  actually  l/25,400th  of 
\n  inch. 


NEWLY  EMPLOYED  IN  TECH? 
We  want  to  hear  from  you! 

DID    THE    ALLURE  OF 

working  in  the  world's  hottest 
and  most  lucrative  industry  cause 
you  to  abandon  your  old  job  or 
career?  We  would  like  to  hear 
your  story,  including  how  differ- 
ent the  culture  of  your  new  job  is 
from  your  old.  Moreover,  do  you 
pine  for  your  previous  life,  or 
will  you  never  look  back?  What 
crazy  stories  have  you  accumu- 
lated that  the  rest  of  our  readers 
should  know  about?  Email  sub- 
missions to  rant@forbesasap.com, 
or  fax  us  at  (650)  558-4995. 


IEADERS,  TELL  US  WHAT  YOU  THINK: 

•mail  rant@forbesasap.com 
;ax         (650)  558-4995 
inail      555  Airport  Blvd. 
5th  Floor 

Burlingame,  CA  94010 
Veb  www.forbesasap.com 


Win. 
whether 
your  stock 
goes  up  or  down. 

With  our  90%  Stock  Loan; 
you  can  tap 
into  the  value 
of  your  stock 
portfolio,  and 
still  keep 
long-term 
upside 
potential. 
And ,  if  the 
market  drops,      a  t 


you  have 
solid  downside 
protection, 
as  your  risk  is 


limited  to  only 
10%.  With  our 
unique  stock 
loan  program, 
you  can 
generate 
liquidity  without 
selling  your 
stocks.  And 
keep  capital 
gains  taxes 
at  bay.  Call 
888-Derivium 
or    visit  us 
Derivium.com 
today.  Because 
with  us,  either 
way,  you 
win. 


® 

DERIVIUM 


1    888  DERIVIUM 


WWW.DERIVIUM.COM 


CLIENT  SERVICES  OFFICE  TEL  415  983  9500  FAX  415  983  9510 
©2000  DERIVIUM  CAPITAL,  LLC  THE  90%  STOCK  LOAN  IS  A  PROPRIETARY  PROGRAM  AND  A  SERVICE  MARK  OF  DERIVIUM  CAPITAL. 
$100,000  MINIMUM  PORTFOLIO  VALUE  REQUIRED  TO  QUALIFY. 


Do  you  have  what  they  want? 


►  If  you're  seeking  more  profitable  relationships 
with  online  shoppers — like  Samantha  and  Robin  — 
e-centives'®  solutions  are  what  you  need!  Today's  savvy 
consumers  shop  online  to  save  time  and  get  more  value, 

and  e-centives  gives  them  plenty  of  both. 

If  you're  a  portal  or  destination  site,  e-centives  offers  a 
sophisticated  online  promotional  infrastructure  you  can  use 
as  a  membership  benefit  to  attract  and  retain  new  members. 
If  you're  a  merchant,  advertiser  or  manufacturer,  e-centives 
lets  you  deliver  promotions  to  pre-qualified  databases  of 
consumers  across  our  Partner  Network,  from  other 
marketers,  at  your  own  site,  and  through  opt-in  e-mail. 


e-centives  gets  results  by  delivering  the  right  offer  to  the! 
right  consumer  at  exactly  the  right  time— and  keeps  thej 
coming  back  for  more! 

Visit  www.e-centives.com/corp  cr  call  1 .877.ECENTI\* 

to  learn  more  about  e-centives  unique  online  direct 
marketing  infrastructure  technology,  services  and  expertis 


www.e-centives.com/corp 


©2000  e-centives,  inc.  All  rights  reserved,  e-centives  and  e-centives  logo  are  the  exclusive  trademarks  of  e-centives.  Inc. 
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Growing  Your  Own 

Wine  country  tech  companies,  in  need  of  engineers, 
not  vintners,  play  booster  to  a  local  college 


:IFTY  MILES  N  0  R  T  H  of  San  Francisco  sits 
ionoma,  an  agricultural  county  nestled  among  rolling 
lills,  oak  trees,  and  vineyards.  A  closer  look  reveals  one 
)f  the  fastest-growing  tech  communities  in  the  country. 

Established  hotbeds  like  Silicon  Valley,  Route  128,  and 
vJorth  Carolina's  Research  Triangle  rose  to  prominence 
>artly  by  feeding  off  nearby  prestigious  universities  for 
ntellectual  capital  and  talented  employees.  When  the  devel- 
>ping  tech  community  along  Sonoma's  Highway  101  corri- 
lor  realized  that  the  entire  county  had  not  a  single  graduate 
chool,  much  less  a  Stanford,  MIT,  or  Duke,  they  chipped  in 
0  fund  one  at  lil'  Sonoma  State  University. 

Sonoma  State,  sometimes  called  "Granola  U"  and  known 
argely  for  its  nontraditional  student  population,  is  set  to  offer  a 
naster's  degree  program  in  computer  and  engineering  science  in 
all  2001.  The  program  was  funded  largely  by  Advanced  Fibre 
Communications,  several  smaller  companies  like  Xandex,  and 
ocal  executives  from  Cisco  and  Calix. 

"Sonoma  is  a  desirable  place  to  live,  and  that  has  allowed 
ech  companies  to  succeed  and  import  people,"  says  Michael 
troy,  president  of  KnowledgePoint,  a  Petaluma,  California, 
oftware  company,  and  chairman  of  the  North  Bay  Technol- 
)gy  Roundtable.  But  local  businesses  knew  they  couldn't  keep 


Name  That  Tune 

DON'T  YOU  HATE  IT  when  a  great  song  plays  on  the  radio 
and  you  don't  know  the  artist,  title,  or  album?  Sony's  new 
eMarker,  an  anchovy-shaped  key-chain  attachment  that  you  point 
at  the  radio  then  click  to  "save"  that  song,  is  the  answer  to  your 
frustration.  It  sounds  like  magic,  but  it's  not:  The  eMarker  simply 
marks  the  time,  then  —  once  plugged  into  your  computer — 
searches  the  playlists  of  radio  stations  you  specified  to  match 

it  with  the  song,  artist,  and 
album.  Although  its  setup  is 
not  simple  (it  requires  down- 
loads, tutorials,  and  so  on),  the 
$19.99  device  might  be  just 
right  for  that  savvy,  tunes- 
obsessed  nephew  of  yours. 
ANDREW  FREIBURGHOUSE 


importing  talent  or  poaching  it  from  one  another  forever.  So  in 
the  mid-'90s  they  actively  began  looking  for  ways  to  develop 
both  education  and  people.  Since  then,  local  companies  have 
contributed  to  a  technical  high  school  in  Rohnert  Park  and  a 
tech  academy  at  the  Petaluma  campus  of  Santa  Rosa  Junior 
College.  Now  they've  done  this. 

Although  the  development  of  the  master's  program  has  been 
generally  well  received  by  town  and  gown,  its  private  funding 
(the  university  has  secured  most  or  all  of  its  targeted  $8.5 
million)  did  raise  questions  about  corporate  control  of  univer- 
sity programs.  To  steer  the  program  through  the  various 
committees,  Sonoma  State  insisted  on  complete  control  of  the 
curriculum.  The  result,  a  privately  funded  but  publicly  admin- 
istered program,  is  something  Sonoma  Stale  President  Ruben 
Armihana  calls  "a  new  version  of  the  model  between  industry 
and  higher  education."  Sonoma  State  has  even  thought  about 
creating  an  undergraduate  program  in  engineering  (rumor 
has  it  that  local  companies  will  not  hire  the  school's  com- 
puter science  students  because  they  don't  have  enough  elec 
tronics  background). 

There  have  been  problems,  it  has  taken  three  years  to  start 
the  grad  program  at  Sonoma  State  because  time  was  needed 
to  gauge  the  interest  of  local  companies,  raise  funds,  get 
programs  approved,  and  find  space  on  campus.  Interested 
parties  admit  a  four-year  undergraduate  program  will  be- 
vastly  more  expensive,  more  complicated,  and  perhaps  more 
time-consuming  to  start  than  a  master's  program.  Moreover, 
warns  Saeid  Rahimi,  Sonoma  State's  interim  Jean  of  the 
School  of  Natural  Sciences,  the  local  tech  community  may 
tire  of  waiting  for  one  university  to  set  up  something  it 
could  initiate  elsewhere.  JOHN  OCHWAT 
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Captain  Hardware 

This  David  takes  on  Intel's  Goliath  —  and  wins 

PRETTY  CHEEKY,  THAT  T  0  M .  Twice  he's  taken  on  Intel,  and 
twice  the  world's  leading  chipmaker  has  backed  down.  This  summer, 
Tom  Pabst  of  TomsHardware.com  clamored  for  Intel  to  stop  shipment  of 
its  1.13  gigahertz  (GHz)  Pentium  III  chip  because,  in  Tom's  less  than 
diplomatic  terminology,  the  chips  were  "faulty,"  "horribly  unstable,"  and 
"unreliable."  A  month  after  Tom's  very  public  discovery,  Intel  stopped 
shipment  of  its  newest,  fastest  chip. 

You  might  think  that  Tom  is  some  pasty-faced  nerd  working  at  a  desk 
cluttered  with  motherboards,  cables,  transistors,  and  screwdrivers  some- 
where in  Silicon  Valley.  Uh,  not  exactly. 

Though  Tom  Pabst  has  a  techie's  soul,  he's  a  German-born  physician. 
He  likes  to  say  he  lives  on  a  plane.  Yeah,  well,  the  plane  zips  between 
Munich  and  the  Cayman  Islands,  where  Tom  and  his  midwife  girlfriend 
live  part  of  the  year.  Forget  the  pasty  face.  The  34-year-old  is  more  Bay- 
watch  than  Bay  Area.  TomsHardware.com,  a  4-year-old  Web  site  that  tests 

and  reports  on  computer  hard- 
ware, employs  20  staffers,  has 
ad  revenue  of  $2  million,  and 
draws  75,000  to  100,000  unique 
users  per  day.  As  the  self- 
described  "goddamn  CEO," 
Tom  presides  over  labs  in  San 
Jose  and  Munich. 

An  Intel  spokesperson 
characterized  TomsHardware 
.com  as  "one  of  the  premier 
performance-testing  Web 
sites."  The  Intel-Tom  relation- 
ship, he  said,  is  "professional," 
if  at  times  "rocky." 

Tom  used  benchmarking 
software  to  test  the  latest  high- 
end  processor.  He  did  some- 
thing that  others  didn't  do:  a 
Linux  compilation.  "Some- 
thing is  wrong  with  Intel's 
new  Pentium  III  1.13  GHz 
processor,"  Tom  wrote  on  his  Web  site.  But  were  the  problems  unique  to 
Tom's  chip?  Asked  to  return  it,  Tom  refused;  the  faulty  chip  was  his  only 
proof  that  something  was  wrong.  Tom  hadn't  always  been  able  to  trust 
Intel.  Three  years  ago,  he  trashed  an  Intel  chip  in  a  top  German  tech 
magazine,  C'T  Magazin.  Intel  threatened  to  pull  its  ads  and  sue  Tom.  He 
publicized  the  dispute  on  his  Web  site,  and  Intel  backed  down. 

This  time  Intel's  response  was  muted.  While  Tom  was  reporting  prob- 
lems, Intel  failed  to  send  him  the  latest  information  on  another  proces- 
sor. Tom  says  he  was  "gobsmacked."  Intel  does  not  expect  to  ship  the 
recalled  chip  until  sometime  next  year.  By  the  end  of  August,  Intel's  own 
tests  revealed  the  same  problems.  The  shipment  was  halted.  Tom  was 
vindicated.  Again. 

"I  don't  want  to  destroy  a  business,"  he  says.  "I  just  want  to  keep 
them  clean."  CAROL  P0GASH 


ON  THE  BEACH  Tom  Pabst  may  not  look  the  part,  but 
he's  Intel's  nemesis. 


Fool's 
Cap(ital) 


Consortio  has  tried — and  failed — 
at  a  makeover  (twice!) 


IN   LESS  THAN 

three  years,  Asia 
Connect,  a  Web  site 
development  firm  origi- 
nated in  Kuala  Lumpur 
and  once  controlled 
by  the  son  of  Malay- 
sian Prime  Minister 
Mahathir  Mohamad, 
has  been  through 
more  than  one  identity 
crisis.  When  the  firm's 
founder  and  CEO, 
Raymond  Cheng, 
transferred  its  base 
to  Bellevue,  Washing- 
ton— ostensibly  to 
escape  the  contagion 
from  the  Asian  eco- 
nomic crisis — Global 
Network  Architects 
bought  it  out.  Then 
last  year  the  company — 
looking  to  reinvent 
itself — changed  its 
name  to  Consortio. 

As  the  company 
nameplates  and  per- 
sonnel changed,  GNA/ 
Consortio  generated 
little  revenue  (less  than 
$100,000  during  1999) 
through  building  online 
communities  and  aggre- 
gating content,  infor- 
mation, and  services 
through  partnerships 
with  companies  in 
various  industries. 
The  company  managed 
to  burn  through  at 
least  $20  million  of 
investors'  money. 

Early  investor 
interest  in  Consortio 
was  based  on  a  now- 
defunct  project  to 
create  SheratonNet — a 


room  communications/ 
office  productivity/enter- 
tainment platform  for 
ITT/Sheraton.  Potential 
investors  were  wooed 
by  Cheng  in  November 
1997  during  a  presen- 
tation at  Microsoft 
that  included  a  video 
endorsement  by  none 
other  than  Bill  Gates. 

But  SheratonNet 
fizzled,  partially  because 
of  the  sale  of  ITT/ 
Sheraton  to  Starwood. 
Since  then,  Consortio 
has  flirted  with  projects 
for  Homestead  Village, 
an  international  rugby 
association,  FilmAxis, 
Construction  Market 
Data  Group,  and,  most 
recently,  Admerasia. 

In  June  1999,  with 
the  company  desperate 
for  capital,  Cheng  told 
EarlyBirdCapital.com 
that  Computer  Asso- 
ciates invested  $50 
million  for  16%  of 
the  company. 

Cheng  also  was 
quoted  as  saying  that 
the  firm's  revenue  flow 
is  "nothing  to  jump  up 
and  down  about"  and 
that  most  of  the  money 
has  been  devoted  to 
building  the  infrastruc- 
ture of  the  firm.  But 
much  to  the  chagrin 
of  its  investors  and 
partners,  promises  by 
Cheng  that  date  back 
to  early  1999  to  take 
the  company  public 
remain  a  pipe  dream. 

MICHAEL  B0CIURKIW 
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T      E      S      M      I  H  C  O 


Nobody  Is 
Better  Equipped  To  Manage 
High  Pressure 
Internet  Site  Operations 


In  case  you  haven't  noticed,  your  web  site  is  about  to  explode.  Time-to-market  issues,  combined  with  the  inability 
to  hire  scarce  technical  talent,  have  a  way  of  putting  serious  pressure  on  existing  resources.  Take  a  deep  breath  and  relax:  SiteSmith  has  the  tools, 
the  people  and  the  resources  to  take  responsibility  for  your  web  site  operations.  We've  taken  the  pressure  off  more  dot-com  customers  and  industry 
leaders,  than  anyone  else.  Say  the  word  and  we'll  build  your  site  infrastructure  and  run  your  site.  You  won't  have  to  worry  about  scalability,  load 
balancing,  site  monitoring  or  security  —  so,  take  the  pressure  off  yourself.  For  fast  relief,  visit  www.sitesmith.com/asap  today. 
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Novartis  Does 
an  About-Face 


Has  Wall  Street  killed  the 
life  science  trend? 


AS  BUSINESS 
STRATEGIES 

go,  it's  a  study  in  corporate 
schizophrenia. 

Novartis,  the  pharmaceutical 
and  agribusiness  giant  that  almost 

single-handedly  created  the  market  for  genetically  modified 
(GM)  seeds  in  1997,  is  now  poised  to  exit  biotech  farming  for 
good.  A  deal  with  competitor  AstraZeneca,  creating  the  new 
agriculture  firm  Syngenta,  spins  off  crop  protection  and  GM 
seed  farming  from  the  parents,  freeing  Novartis  to  focus  on  its 
bread-and-butter  business,  prescription  drugs.  Swayed  by  the 
maneuver  and  fearing  the  spread  of  Europe's  GM  food  back- 
lash, seed  leaders  such  as  Aventis  also  have  considered  cutting 
their  ag  ties. 

U.S.  farmers,  still  committed  to  biotech,  continue  to  pon- 
der the  obvious  question:  How  can  Novartis  snub  biotech 
seeds  yet  hawk  biotech  drugs?  "The  spin-off  [strategy]  is  a  bit 
schizophrenic,"  concedes  Andreas  Seiter,  corporate  spokes- 
person for  Novartis.  "But  the  portfolio  mix  for  a  number 
of  life  science  companies  makes  for  schizophrenia." 

In  1996,  Novartis,  Monsanto,  Dow,  DuPont,  and  others 


embraced  the  "life  science"  concept,  creating  port- 
folios designed  to  meld  the  technical  synergies  among 
biotechnology,  agriculture,  pharmaceuticals,  and  food  and 
nutrition.  Stock  analysts  loved  the  idea  until  GM  food  fights, 
costly  patent  lawsuits,  flagging  crop  prices,  and  a  depressed 
farm  economy  worldwide  made  things  too  complicated. 

"Investors  have  given  up,"  says  agribusiness  analyst  Sano 
Shimoda,  president  of  BioScience  Securities.  "And  pressure 
from  Wall  Street  is  forcing  CEOs  to  make  strategic  decisions 
for  short-term  gain  that  they  otherwise  would  not  make." 
Witness  the  analyst-driven  spin-off  of  Monsanto's  agri- 
business, or  the  1999  merger  of  Rhone-Poulenc  and  Hoechst 
into  Aventis,  which  recently  floated  the  idea  of  an  agriculture 
spin-off  itself. 

Few  believe  ag  biotech  is  dead.  "The  life  science  concept 
has  been  temporarily  put  in  the  closet,"  says  Shimoda,  who 
predicts  the  strategy  will  make  a  comeback:  "In  the  next  three 
to  five  years,  these  same  companies  will  be  scrambling  to 
reconnect  with  their  spin-offs."  Novartis  executives  agree, 
conceding  that  companies  will  likely  reconsolidate  once  they 
can  profit  from  ag  biotech.  CAROLYN  MARSHALL 


Startup  attempts  to  gauge  investor  sentiment  by  tapping  chat  rooms 


Mood  Swings 

STATISTICIANS  HAVE  LONG  CLAIMED 

to  be  able  to  predict  market  movements  and 
trends  with  sophisticated  algorithms.  But  in 
1998,  when  two  Ncbel  laureate  economists 
tanked  the  high-profile  Long  Term  Capital 
Management  hedge  fund  through  a  series  of 
ostensibly  bulletproof  financial  models,  those 
claims  became  as  flimsy  as  NYSE  ticker  tape. 

Financial  modeling  shortcomings  lie  in  the 
fact  that  these  clunky,  number-driven  formulas 
don't  account  for  one  critical  component. 
Markets  are  often  driven  by  a  powerful  force 
that  refuses  to  mimic  any  statistical  distribu- 
tion: the  sentiment  of  finicky  investors. 

MindfulEye,  a  Vancouver-based  startup, 
uses  a  unique  technology  to  capture  investor 
sentiment — in  real  time.  At  a  time  when  on- 
line chat  room  rumors  could  move  markets  as 


much  as  a  Merrill  Lynch  buy  rating,  investors 
crave  this  hard-to-measure  data. 

Scouring  hundreds  of  thousands  of  lines  of 
text  in  Internet  chat  rooms  and  bulletin  boards, 
the  MindfulEye  artificial  intelligence  engine 
parses  these  text  streams  by  preset  grammar 


rules  designed  not  only  to  assess  the  tone  of 
sentiment  but  also  to  determine  its  magnitude. 
Armed  with  these  analytics,  the  technology 
generates  a  synopsis  of  the  data  coupled 
with  a  mood  score  for  each  individual  stock. 
MindfulEye  plans  to  address  particular  sectors 
and  even  broader  markets. 

More  important,  will  anyone  pay  for 
a  temperature  monitor  tied  to  flippant  chat 
remarks?  One  CFO,  while  visiting  Goldman 
Sachs'  New  York  office,  observed  one  of  the 
heads  of  capital  markets  (who  helps  gauge 
IPO  issues)  constantly  checking  three  flat- 
screened  monitors  to  make  his  multimillion- 
dollar  decisions:  a  ticker  display,  a  bid/ask 
chart,  and — believe  it  or  not — a  Raging  Bull 
chat  session.  Sounds  like  Goldman  could  be 
a  customer.  TIMOTHY  KENDALL 
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Computers  that 

understand 
your  business? 


Are  these 
people  crazy: 


We  don't  think  so.  effectiveness  that  would  have  been  thought  impossible 

They  are  all  highly  successful  organizations.  And  they  until  very  recently, 

didn't  get  to  be  that  way  by  trusting  their  fortunes  to  fanciful  Based  on  sophisticated  applications  of  probability  theory, 

ideas.  Another  thing  they  have  in  common  is  that  they  all  use  Autonomy  software  is  bringing  huge  competitive  advantages 

Autonomy  software.  to  all  the  organizations  listed  above. 

Which  means  their  computers  now  do  a  great  deal  more  And  their  number  is  increasing  everyday, 

than  collect,  collate  and  store  data.  There  are  in  fact  very  few  businesses  that  couldn't 

They  have  software  that  reads,  understands  and  makes  reap  similar  benefits  by  installing  Autonomy  products, 

sense  of  the  rapidly  increasing  amount  of  information  that  And  frankly  they'd  be  crazy  not  to. 

is  essential  to  their  continuing  success.  For  more  information  on  how  Autonomy  products 

Or,  to  put  it  another  way,  their  computers  can  now  assess  can  improve  your  business  performance  cail  us  toll  free 

the  value  and  significance  of  information.  So  that  it  is  -         at  l-877-MYAUTONOMY  or  visit  our 

prioritized,  distributed  and  acted  upon  with  a  speed  and  g        a     %    website  at  www.autonomy.com. 


Autonomy 

Read  between  the  lines.*' 
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Incubator  Glut 

Is  a  second-tier  tech  city 

like  Philadelphia  overextended? 

AFTER  MONTHS  of  preparation,  a  Philadelphia-area 
incubator  called  bHive  went  live  this  past  summer  with  six 
tech  clients,  35,000  square  feet  of  space,  and  lots  of  buzz. 

Just  a  few  miles  away,  however,  another  incubator  was 
closing  its  doors.  After  only  one  year  in  business,  the  Innova- 
tion Factory  had  taken  down  its  Web  site,  leaving  employees 
and  investors  stunned  and  disappointed.  Despite  the  giddiness 
of  their  new  launch,  executives  at  bHive  couldn't  help  but  be 
slightly  worried. 

Over  the  past  18  months,  scores  of  business  incubators 
have  popped  up  all  over  the  country,  shepherding  fledgling 
businesses  toward  IPO  dreams.  In  the  midst  of  the  boom, 
many  wonder  if  a  second-tier  technology  city  like  Philadel- 
phia can  support  as  many  as  nine  competing  incubators. 

"There  may  not  be  enough  incubatees  to  sustain  multiple 
groups,"  says  Stephen  Crane,  head  of  Ernst  &  Young's  tech- 
nology practice  in  Philadelphia.  "I  am  not  sure  there's  enough 
activity  here." 

The  folks  at  bHive  are  quick  to  retort.  "If  the  model  is 
done  properly,  there  could  be  more.  The  region  is  on  the 
verge  of  blowing  up,"  insists  Roman  Fitzmartin,  the  com- 
pany's director  of  business  development.  In  addition  to  bou- 
tique shops  like  bHive,  several  nonprofits  and  universities 
host  incubators  in  Philadelphia.  Publicly  traded  incubators 
became  popular  as  well,  says  Thatcher  Thompson,  an  analyst 
with  Merrill  Lynch,  after  companies  such  as  Internet  Capital 
Group  (also  in  the  Philly  suburbs)  entered  the  scene  and  had 
stunning  results.  But  now  that  the  stock  prices  of  ICG  and 


PHILADELPHIA-AREA  INCUBATORS 


Ben  Franklin  Technology  Partners 
bHive 

Innovation  Factory 

(recently  closed  down) 
Internet  Capital  Group 
Katalyst 

PenNetWorks  (U.  of  Pennsylvania 

and  Redleaf  Group) 
Safeguard  Scientifics 
TechSpace 
Temple  University 
University  City  Science  Center 


other  such  firms  have  fallen,  investors  may  be  rethinking  the 
viability  of  situating  more  incubators  in  Philadelphia  —  or  any 
other  city,  for  that  matter. 

Hoping  to  maintain  investor  interest,  incubators  across 
the  country  are  working  hard  to  distinguish  themselves. 
Some  are  dropping  the  name  "incubator"  in  favor  of  "accel- 
erator," including  Katalyst,  a  Philadelphia-area  company. 
What's  more,  many  incubators  now  are  lowering  their  pro- 
files, knowing  that  too  much  press  coverage  might  expose 
their  redundancy. 

"Success  depends  on  the  traction  these  companies 
get.  Clearly  there  is  not  a  limitless  market,  whether  in 
Philadelphia  or  the  whole  U.S.  There's  a  lot  of  competition, 
and  it  will  result  in  there  being  winners  and  losers,"  says  John 
Halvey,  a  senior  vice  president  at  Safeguard  Scientifics,  a 
Wayne,  Pennsylvania,  company  that  has  done  several  high- 
end  incubations. 

Safeguard  is  clearly  hoping  that  TechSpace,  a  New  York 
City  incubator  in  which  it  has  invested,  will  be  a  winner. 
Despite  an  impending  nationwide  glut,  TechSpace  is  still 
charging  full  speed  ahead  —  having  opened  two  new  facilities 
this  past  summer  in  Boston  and  Toronto  and  planning  to 
expand  into  Austin,  Chicago,  London,  Miami,  and  whad- 
dayaknow... Philadelphia.  THETA  PAVIS 


Smart  Little  Sucker 

WHAT  THREE-WHEELED  ROVER 

contains  three  computers,  27  circuit  boards, 
50  nervelike  sensors,  and  more  than  22,000 
lines  of  computer  code7  Not  the  next  Martian 


lander  but  something  closer  to  home... in 
fact,  in  your  home.  The  DC06  domestic 
robot — the  new,  self-propelled  vacuum 
cleaner  by  England-based  Dyson  Appli- 
ances—  is  due  to  launch  in  both  Britain  and 
the  United  States  early  next  year. 

This  brainy  appliance,  about  the  size  of 
a  rotund  toaster  oven,  navigates  a  room  in 
a  spiral  without  being  programmed.  Sensors 
measure  distances  and  objects  as  the  vacuum 
Traverses  your  carpet;  information  is  sent  to 
the  computerized  "brain"  for  navigation. 

Designer  James  Dyson  invented  the  first 
bagless  vacuum  cleaner  in  the  early  1980s.  A 
freelance  industrial  designer,  he  tried  to  sell 
the  technology  to  Electrolux  and  other  multi- 
nationals but  was  "slagged  off,"  he  says.  Of 


course,  those  companies  were  making  money 
off  vacuum  cleaner  bags.  So  he  went  into 
business  himself  and  eventually  captured 
a  third  of  Britain's  vacuum  cleaner  market. 
(Pretty  impressive  in  a  place  where  the  word 
Hoovering  is  synonymous  with  vacuuming.) 

While  one  analyst  attributes  Dyson's  suc- 
cess in  Britain  to  "hero  worship"  (those  nutty 
Europeans!),  the  man  himself  is  confident  his 
$3,500  dust  sucker  will  have  practical  appli- 
cations. "When  someone  rings  and  says  they're 
coming  'round  for  drinks,  you  just  press  the 
button,  have  your  shower,  and  the  room  is 
clean  with  the  robot  grinning  in  the  corner," 
explains  Dyson. 

Only  the  Jetsons  had  it  so  good. 

SHELLEY  PANNILL 


Forbes  ASAP  Novemht 


2000 


Tr*s  announcement  appears  as  a  matter  ol  record  only  Dei  tsche  Banc  Alex  Brown  ideinties  the  investmert  bankirg  activities  of  OB  Alex  Brown  LLC  (former  yBT  Alex.  Brown  Incorporated)  ard  Deutsc  ie  Bank  Secunlies  inc  .  which  ore 
indirect  subsidies  of  Oeutscne  Bank  AG  'Deutsche  Bank  Securities  inc  'BTAlex  R-own  inco  powted  "Todemari*  application  pending 


Deutsche  Banc  Alex.  Brown 


Time  for  a  global  technology  platform 
built  for  growth 
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TERAYON 

Initial  Public  Offering 
Lead  Manager 


August  1998' 


TERAYON 

Follow-On  Offering 
Lead  Manager 
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TERAYON 

Has  acquired 
Imedia 
I  sad  ^dviso 


-  January  1999' 


h  September  1999' 
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TERAYON 

COMMUNICATION  SYSTEMS 

$500  million 

Convertible  Offering 


Sole  Bookrunner 


July  2000' 


Performance  is 


leading  to  results'' 


Working  on  broadband  time 

As  Terayon  continues  to  provide  the  world  with 
innovative  broadband  access  solutions,  Deutsche  Banc 
Alex.  Brown  remains  committed  to  providing  its 
technology  clients  with  innovative  financial  solutions 
across  the  entire  corporate  life  cycle. 

Since  1998,  our  corporate  finance  and  M&A 
professionals  have  provided  Terayon  with  strategic 
insight  and  the  global  resources  of  Deutsche  Banc 
Alex.  Brown.  In  addition,  our  research  analysts 
and  sales  and  trading  continue  to  intelligently 
articulateTerayon's  story  to  the  investment 
community  worldwide. 

A  global  investment  banking  platform  built  to  handle 
every  stage  of  our  clients'  growth -another  reason  why 
Deutsche  Bank  is  leading  to  results 


Deutsche  Bank 
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All  for  Your 

Listening  Pleasure 

Online  music  can  be  more  than  just  retailing 


CONSIDERING  THE  IMPLOSION  of  Napster,  can 
music  sites  other  than  the  major  retailers  that  sell  CDs  and 
MP3s  become  bona  fide  profit-generating  businesses?  A  host 
of  new  sites  are  betting  they  can  play  in  the  world  of  online 
music  by  adding  to  the  retail  experience,  whether  by  helping 
consumers  find  new  artists  and  music  that  fit  their  tastes  or 
by  providing  services  that  follow  up  on  listening  habits. 

Gigabeat.com,  CantaMetrix.com,  Kick.com,  Riffage.com, 
and  MuBu.com  are  stepping  in  to  address  the  problem  of  too 
many  choices:  When  confronted  with  that  infinite  music  file 
dump  called  the  Internet,  how  are  regular  folks  going  to  fig- 
ure out  what  they  want  to  listen  to?  These  sites  leave  the 
radio  in  the  dust  with  their  recommendation  methodologies. 
CantaMetrix  lets  you  search  for  music  based  on  the  "mood" 
you  want  to  generate;  Gigabeat  suggests  artists  who  are  simi- 
, ,  lar  to  the  ones  you  like.  At  MuBu, 
users  are  presented  with  short  clips 
and  are  able  to  rank  their  likes 
f  and  dislikes;  song  recommenda- 

tV^J*       tions  then  are  based  on  your 
preferred  "sounds." 

Kick.com  sends  you  per- 
tinent, personalized  infor- 
mation according  to  what 
you're  listening  to  right  now 
and  what  you've  listened 
to  (and  how  often)  since  you 
signed  up  with  the  site.  It  can 
identify  the  music  playing  on  your 
computer  with  algorithms  linked  to  the 
firm's  proprietary  content  database  (the  company  does  not 
trust  that  MP3s  are  labeled  correctly).  Users  can  find  out  about 
upcoming  concerts  in  their  area  or  get  news  about  their  favorite 
drummer's  new  girlfriends.  Riffage.com  melds  song  recom- 
mendations with  news,  content,  and  live  concert  Webcasts. 

But  how  do  they  make  money?  At  present,  most  sites  are 
tentatively  keyed  on  a  number  of  options  —  from  targeted 
banner  ads  to  bounty  for  CDs  sold  at  affiliate  sites  like 
Amazon.com.  Others  are  signing  more  comprehensive  deals 
with  bigger  players.  Kick.com,  for  example,  plans  to  market 
anonymous,  song-by-song  user  demographics  to  record  labels. 

Revenue  for  all  these  sites  also  could  come  through — 
gasp! — subscriptions.  Says  Jupiter  Communications'  Stacey 
Herron:  "Music  is  going  to  be  the  first  category  of  content 
that  people  will  pay  for." 

Will  all  of  these  sites  survive  and  make  money?  "I  don't 
think  so,"  says  Herron.  "But,  for  the  time  being,  they're  fun 
to  play  with."  SALLY  McGRANE 


Angels  in 
America 

Who's  Investing  in 
What  and  Why 


JAMES  H.  LAWSON 

INVESTOR  in 

high  tech  startups 
since  1996.  Pre- 
viously, vice  presi- 
dent of  sales  for  Alteon 
WebSystems,  Agile  Software, 
and  Auspex  Systems. 
WHAT:  Invested  $50,000 
in  Caw  Networks,  an  Inter- 
net infrastructure  company 
that  helps  assess  the  capacity 
of  highly  trafficked  Web  sites 
to  prevent  outages.  The  com- 
pany was  founded  by  a  group 
of  former  Cisco  and  Auspex 
employees  and  named  to 
honor  Dr.  Bruce  Nelson, 
Cisco's  chief  scientific  officer, 
who  died  in  September  1999; 
Nelson  was  crazy  about  crows. 
WHY!  Lawson,  who  had 
worked  with  Nelson  at 
Auspex,  is  impressed  by  the 
team  that  came  together  for 
this  company.  "I've  never 
seen  such  an  eclectic,  power- 
ful group,"  he  says.  "With 
the  tie-in  to  Bruce,  they'll  do 
everything  they  can  to  make 
Caw  successful.  What  better 
memorial  could  there  be?" 

DAVID  SWEDLOW 

FORMER  pediatrician, 
anesthesiologist,  and  vice 
president  of 
technology 
development  for 
Nellcor  Puritan 
Bennett.  He  is 
currently  with  3xNELL,  a 
consulting  and  seed  investing 
firm  concentrating  on  med- 
ical technologies. 
WHAT:  Participated  in 


early-stage  rounds  that  raised 
$16  million  for  Galileo 
Laboratories,  a  Santa  Clara, 
California-based  biotech- 
nology company  working 
on  compounds  that  may  play 
a  role  in  alleviating  heart 
attacks,  strokes,  and  other 
cardiovascular  diseases. 
WHY:  Swedlow  estimates 
Galileo's  place  in  the  market 
will  be  around  $5  billion, 
and  the  company's  technol- 
ogy has  already  identified 
several  compounds  that  are 
headed  to  clinical  trials. 
He's  also  impressed  with 
CEO  Guy  Miller. 

DENNIS  KIRSHY  SR. 

INDEPENDENT  angel 
investor  focusing  on  net- 
working industry  hardware 
and  software  companies. 
Kirshy  spent  20  years  at 
a  networking  company 
called  Codex  (acquired  by 
Motorola  in 
1977)  before 
going  to  Cross- 
Comm  as  senior 
vice  president  of 
sales  and  marketing. 
WHAT:  Invested  $250,000 
in  Altaworks,  an  e-business 
software  company  in 
Nashua,  New  Hampshire. 
WHY:  Kirshy  served  on 
the  board  of  CEO  Steve 
McCalmont's  previous 
company  and  is  convinced 
Altaworks  will  not  be  just 
another  hodgepodge  of 
legacy  software  to  solve 
problems. 

MICHELLE  JEFFERS 
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How  do  you  make  loya  Ity  scale? 


/ith  eCRM  solutions  from  Primus. 


ost  companies  talk  about  customer  relation- 
ip  management  (eCRM)  as  the  process  of 
ivering  value.  At  Primus,  we  believe  it's  about 
sloping  value  for  your  business  as  well. 

lat's  why  we  created  a  unique,  value-driven 
lution  to  the  eCRM  challenge  First,  by  pro- 
iing  customers  access  through  self-service 
d  assisted  channels.  Second,  by  helping  com- 
nies  gain  knowledge  with  each  transaction — 
they  can  continually  increase  the  speed  with 
lich  customers  and  employees  get  the  infor- 
ition  they  need. 


Which  means  they  can  deliver  even  more 
value  the  next  time  a  customer  calls. 
Or  visits.  Or  e-mails.  Or  chats. 

And  that,  in  short,  is  how  you  make 
loyalty  scale. 

Find  out  how  Primus'  assisted  and  self-service 
solutions  for  eCRM  have  helped  companies  like 
3M,  GTE,  Motorola,  PSINet,  and  Ericsson  win 
in  the  Web-enabled  world. 


PRIMUS 

Serve  Them  Right5 

1  888  323  7244 
www.primus.com 


fit  www.primus.com  to  download  your  free  copy  of  "The  eCRM  Opportunity:  A  Primus  Vision  White  Paper." 

ih^T  <n0W'ed9e  S°,uti°ns- lnc'  A"  ri9hts  reserved  Prlmus  15  a  re9|S,ered  ,rademark  and  Se™e  Th^  Right  is  a  serv.ce  mark  of  Primus  Knowledge  Solutions  Inc 
tner  company  names  and  trademarks  are  the  properties  of  their  respective  owners. 
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Dead  Weight 

Will  Amazon  drop  its  e-tail  associates 
in  crunch  time? 


SOME  RUTHLESSNESS  M  A  Y  be  in  order.  If  Amazon 
blows  the  roof  off  Wall  Street  this  post-Christmas  earnings  sea- 
son, expect  it  to  quietly  jettison  its  retail  partners  that  don't  fol- 
low suit.  In  the  mad  dash  to  profitability,  stragglers  won't  survive. 

By  March  2000,  Amazon  had  invested,  by  conservative 
estimates,  more  than  $300  million  in  a  set  of  pure-play 
e-tailers  selling  everything  from  diamond  rings  (Ashford.com) 
to  Buick  Le  Sabres  (GreenLight.com).  Many  of  these  invest- 
ments have  not  turned  out  as  planned. 

The  companies  that  reached  Nasdaq  haven't  yielded  jack- 
pots, all  falling  precipitously  during  the  spring's  dot-com 
implosion.  Fortunately,  Amazon  got  in  at  such  low  valuations 
with  these  companies  that — despite  the  market's  harshness — 
the  company  still  boasts  a  net  gain  on  these  investments, 
according  to  Tim  Stone,  director  of  investor  relations. 

But  Stone  could  not  say  the  same  of  Amazon's  $120 
million-plus  worth  of  investments  in  seven  nonpublic  part- 
ners: GreenLight.com,  Living.com,  WeddingChannel.com, 
WineShopper.com,  Gear.com,  eZiba.com,  and  Kozmo.com. 
Living.com,  18%  Amazon-owned,  went  bankrupt  in  mid- 
August.  Kozmo.com,  recipient  of  $60  million  from  Amazon, 
cut  its  workforce  in  a  series  of  layoffs  and  encountered  a 
labor  dispute  in  Amazon's  backyard  of  Seattle.  The  others 
will  need  funding  soon  and,  unless  market  sentiment  softens, 
they  will  have  a  very  difficult  time  finding  it.  Lehman  Broth- 
ers analyst  Holly  Becker  summarized  the  predicament  in  a 
July  26  report:  "The  company  [Amazon]  expects  about  $500 
million  in  high-margin  revenue  over  the  next  few  years  from 
these  relationships.  We  are  concerned  that  most,  if  not  all,  of 


Swinging  from  the  Chandeliers 

TALK  ABOUT  STYLISH  DIGS .  Imagine  starting  a  company 
within  the  walls  of  a  historic  Boston  Back  Bay  mansion.  SoftBank's 
affiliate  incubator,  HotBank,  recently  erected  some  cubicle  walls 
and  offices  in  the  stately  rooms  of  the  Oliver  Ames  III  house 
at  355  Commonwealth 
Avenue.  A  three-term  gov- 
ernor of  Massachusetts, 
Ames  had  more  than  100 
German  craftsmen  brought 
in  to  build  and  decorate 
the  30-room  residence  in 
1863.  Most  of  the  original 
Victorian-era  fixtures — 

painted  cherubs,  gas-powered  chandeliers,  and  gold  carvings,  for 
instance — still  adorn  the  premises.  Sleeping  under  your  desk  may 
not  be  so  bad.  SCOTT  lajoie 


these  companies  will  be  unable  to  pay  Amazon  in  future 
years.  We  need  to  see  more  high-quality  partnerships  from  the 
company  in  the  future." 

Stone  demurs:  "Even  if  you  were  the  ultimate  pessimist  and 
felt  that  the  value  of  all  of  these  companies  combined  was  zero, 
we  would  still  feel  comfortable  with  our  cash  position  going  for- 
ward." However,  anything  that  weakens  Amazon's  bottom  line 
will  likely  be  eliminated  in  the  coming  months,  according  to 
analysts.  Considering  the  size  of  Amazon's  holdings  in  the  public 
companies,  a  liquidation  of  substantial  stock  amounts  in 
Drugstore.com,  Pets.com,  or  Audible.com  would  likely  lead  to 
their  demise.  The  nonpublic  partners,  meanwhile,  none  of  which 
seems  destined  for  profitability  anytime  soon,  had  better  move 
swiftly  toward  an  IPO,  merger,  or  sale,  lest  Amazon  partner  with 
some  "higher-quality"  company  and  divest  entirely.  Amazon's 
e-tailing  allies,  then,  have  this  season  to  prove  their  viability 
and  value.  ANDREW  FREIBURGHOUSE 


WHAT  DOES  IT  TAKE  to  get 

a  manager  to  sort  through  a 
backlog  of  6,000  emails?  In  Doug 
Webb's  case,  it  took  a  10-month, 
round-the-world  yacht  race. 

"A  real  shock  in  this  electronic 
age  is  the  sheer  volume  of  printed 
copies  of  email  messages  that  I 
had  kept,"  says  Webb,  CFO  of 


Racing  Round  the  World 
The  BT  Global  Challenge  yacht  race  tests  the  mettle  of  tech  execs 


Logica,  a  global  IT  solutions  com- 
pany based  in  the  United  King- 
dom. Webb  was  clearing  out  his 
desk  to  prepare  for  the  BT  Global 
Challenge,  also  known  as  the 
"World's  Toughest  Yacht  Race." 

By  now,  Webb,  40,  who  gave 
up  his  job  to  enter  the  race,  has 
departed  Buenos  Aires  aboard 
the  72-foot  Team  Logica  yacht. 
He's  joined  more  than  200  perfect 
strangers  separated  into  teams 
aboard  12  steel  yachts.  The  rac- 
ing fleet,  crewed  by  many  with- 


out previous  yachting  experience, 
has  already  crossed  the  Atlantic, 
sailing  from  Southampton,  Eng- 
land, to  Boston.  They're  due  in 
Buenos  Aires  in  mid-November. 
The  next  test  is  the  dreaded 
southern  Pacific  Ocean. 

The  yachts  are  wired  with  the 
most  advanced  communications 
equipment  afloat,  enabling  you  to 
follow  their  progress  on  BTChal- 
lenge.com.  Meanwhile,  able-bod- 
ied competitors  are  invited  to 
sign  up  for  the  New  World  Chal- 


lenge (see  ChallengeBusiness. 
com),  an  ail-American  round-the- 
world  race,  starting  in  the  spring 
Of  2002.       PATRICK  DILLON 

Editor's  note:  Webb  will  report 
on  his  experience  in  future 
issues.  Associate  Editor  Scott 
Lajoie  will  join  Team  LG  Flatron 
next  month  for  the  diciest  leg, 
from  Buenos  Aires  to  Wellington, 
New  Zealand,  to  report  on  the 
management  dynamics  of  yacht 
crews.  Stay  tuned. 
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Buy.  Hold.  Cell- 

SCHWAB  POCKETBROKEIT  CAN  MAKE  YOU  A  SMARTER  INVESTOR 
BY  KEEPING  YOU  CONNECTED  TO  THE  MARKET. 


Market  summaries?  Your  account  balances?  Trades?  Now  you 
can  access  them  while  you're  on  the  move  with  Schwabs 


Schwab 

tetBroker 


PocketBroker. 

PocketBroker 
allows  you  to 
access  the  power 
of  Schwab  from  a 
variety  of  mobile  devices.  Like  this  all-in-one,  Internet-ready 
Ericsson  R280  cell  phone. 

And  as  you'd  expect  from  Schwab,  PocketBroker  is  also 
available  from  your  choice  of  Palm™  Illxe  or  PalmVx  handhelds. 
And  the  RIM  Wireless  Handheld'." 

With  Schwab's  PocketBroker  you  get  a  whole  new  level  of 
convenience  and  control.  After  all,  if  you're  a  well-connected 
investor,  you  can  be  a  smarter  one. 

If  you  already  have  an  Internet-ready  phone,  you  can  find 
us  on  your  phone's  web  menu  or  at  pb.schwab.com.* 


OPEN  AN  ACCOUNT: 
GET  A  WEB-ENABLED  PHONE 

Open  a  Schwab  account  online  with  a  minimum  of 
$10,000  and  get  your  choice  of  an  Internet-ready 
phone,  compliments  of  Schwab.  So  get  mobile  access 
to  your  account,  market  information,  trading  and 
much  more.  Log  on  today,  call  1-800-3-SCHWAB 
or  visit  a  Schwab  branch  near  you. 


schwabwelcome  #  com 


where  every  investor  is  always  welcome* 


Charles  Schwab 


creating  a  world  of  smarter  investors 


!  \1 


stomers  are  subject  to  service  levels,  privacy,  security,  fees  and  usage  policies  of  their  wireless  service  provider. 

olid  for  new  Schwab  or  SchwabOne  accounts  opened  online  and  funded  between  10/16/00  and  2/15/01  Otter  does  not  include  retirement  and  Schwab  Institutional  accounts  If  you  work  at  Schwab,  a  wireless  equipment 
/ice  provider,  another  financial  institution,  broker-dealer,  news  or  financial  information  media  company,  you  are  also  not  eligible  for  this  offer  Offer  is  valid  until  2/15/01.  unless  terminated  earlier  by  Schwab  Terms  and 
ions  apply  Please  consult  Schwab  for  details  Web  phones  are  manufactured  and  supplied  and  wireless  service  is  provided  by  independent  third  parties  that  are  not  affiliated  with  Schwab  Selection  of  web  phones  may 
e  limited  due  to  market  availability  or  compatibility  requirements  of  the  wireless  service  providers  PocketBroker  Service,  including  real-time  quotes,  news  and  trading  features  may  be  delayed,  limited  or 
■  liable  due  to  limits  of  wireless  coverage  and  during  periods  of  peak  demand,  market  volatility,  system  upgrades  or  maintenance  Palm  is  a  trademark  of  Palm,  Inc  or  its  subsidiaries  and  Research  In  Motion, 
nd  the  RIM  Wireless  Handheld  family  are  trademarks  of  Research  In  Motion  Limited,  independent  companies  not  affiliated  with  Schwab  Domestic  US  customers  only  Limit  one  per  customer  Offers  must  be  redeemed  no 
han  6/30/01  Deposits  must  be  new  to  Schwab,  margin  loans  and  deposits  or  transfers  between  Schwab  accounts  do  not  qualify  Exceptions  may  apply  ©2000  Charles  Schwab  &  Co.,  Inc  All  rights  reserved  Member 
MYSE (0900-6562) 
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Sega  Is  Seething  from 
Smarmy  Swashbucklers 

Pirated  games  are  more  problematic 
than  pirated  software 

AN  AVERAGE  CONSUMER  buys  an  inexpensive  copy  of 
Microsoft  Studios  through  an  online  auction  site.  The  program 
arrives  from  Russia  proclaiming  itself  an  official  copy  of 
"Microsoft  Sdudios."  One  call  to  Microsoft's  piracy  hot  line 
(1-800-RU-LEGIT)  because  of  the  typo,  and  our  consumer  dis- 
covers that  she's  been  duped  by  a  forgery.  Thanks  to  the  anony- 
mous nature  of  the  Net,  she  won't  be  getting  her  money  back. 

PC  Data  says  that  one  in  four  programs  running  in  the 
United  States  was  illegally  obtained.  Globally,  that  ratio 
increases  to  one  in  three.  In  North  America  alone,  that's  a  lot 
of  potential  sales  going  to  pirates  instead  of  software  develop- 
ers. Overall,  U.S.  software  manufacturers  are  losing  $11  bil- 
lion, according  to  the  Business  Software  Alliance. 

That's  why  Sega,  Microsoft,  and  others  are  putting  aside  their 
competitive  differences  to  band  together  against  fraud.  Recently, 
Sega  and  Amazon  cracked  down  on  more  than  60  retail  sites  and 
an  additional  125  auction  sites  suspected  of  selling  illegal 


Dreamcast  games, 
by  threatening 
lawsuits. 

Together  with 
Electronic  Arts 
and  Nintendo 
(which  estimates 
a  1999  company 
loss  of  $744  mil- 
lion from  counter- 
feit goods),  Sega  has 
also  filed  a  joint  suit 
against  Yahoo  for  "the  il- 
legal distribution  of  counter- 
feit videogames  over  its 
auction  site,"  explains  Jodi 
Daugherty,  manager  of  Nin- 
tendo's antipiracy  division.  Yahoo  has  refused  to  comment  on 
the  case,  per  its  policy. 

Why  such  a  stance  from  the  gaming  industry  in  particular? 
Pirated  games  are  even  more  of  a  problem  than  pirated  soft- 
ware: An  estimated  40%  of  games  out  there  are  illegal,  caus- 
ing an  industry  loss  of  $3  billion  a  year. 

JOEL  ENOS 


Canning  Peaches  and  Chasing  Mice 

A  Net-savvy  daughter  exchanges 

know-how  with  her  parents 


THE  DIGITAL  DIVIDE  isn't  always  about 
those  with  computers  and  those  without. 
Sometimes  it  defines  the  generations. 
Recently,  55-year-old  Carole  Latimer,  a 


PEACHES  AND  PCs  The  Latimer  family  chops,  peels — and  computes. 


guide  for  women's  wilderness  trips,  cut  a 
deal  with  her  elderly  mother:  She  would 
return  to  Placerville,  a  town  in  the  California 
Sierra  in  which  she  grew  up,  and  educate  her 
parents  on  the  finer  points  of 
using  a  computer.  In  turn,  her 
mother  would  teach  her  how 
to  chop,  peel,  and  can  what- 
ever homegrown  peaches, 
pears,  apricots,  and  apples 
hadn't  sold  at  the  local  market 
this  year. 

In  past  generations,  can- 
ning had  always  brought 
the  women  relatives  together. 
"I  can  still  see  them  in  their 
flower-print  housedresses," 
reminisces  Latimer,  "washing 
and  peeling  the  fruit,  stirring 
at  the  stove,  hanging  the 
blackberries  in  a  cheesecloth 
sack  above  the  sink  to  get  the 


last  drops  of  nectar."  But  those  great-aunts 
are  gone  now.  Latimer's  mother  has  turned 
79,  her  father  82.  The  fruit  still  grows  and 
needs  canning. 

Latimer's  parents,  Peg  and  Bill,  bought  a 
new  Gateway  PC  and  set  it  up  at  a  big  table.  "I 
thought  that  while  I  was  learning  my  mother's 
old  canning  secrets,  I  could  watch  over  them 
as  they  breezed  through  the  basics:  email, 
Quicken,  the  Web,"  says  Latimer. 

Not  quite.  Her  parents  found  the  digi- 
tal divide  difficult  to  surmount.  The  mouse 
seemed  awkward,  and  double-clicking  didn't 
come  naturally.  "My  mother  seemed  to  think 
she  could  sneak  up  on  the  mouse,  give  it 
a  couple  of  raps,  and  make  it  work,"  says 
Latimer.  "My  father  would  hit  the  keyboard 
like  he  was  repairing  a  tractor" 

Finally,  Latimer  was  able  to  bring  her 
parents  up  to  a  level  of  competence  on  email 
so  they  could  email  their  children  and 
grandchildren.  She  proved  that  it  is  possible 
to  reach  across  the  digital  divide  to  those 
who  lived  in  simpler  times,  when  the  joys  of 
life  were  found  in  the  perfume  of  the 
peaches  and  bubbling  apricot  juices. 

ANNE  DOWIE 
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Digital  Dish 


KEEPING    THINGS  HUSH-HUSH  in  the 

Internet  age  is  no  easy  task.  For  these  wired  scribes,  report- 
ing rumors,  scandals,  and  news  is  all  a  matter  of  email 
tips — 400  a  day,  in  some  cases.  Web  versions  of  Liz  Smith 
they're  not,  but  everyone  on  the  list  acknowledges  the  allure 
of  a  juicy  tale. 

PHILIP   PUD"  KAPLAN 

www.fuckedcompany.com 

The  beat:  Launched  this  past  Memorial  Day  (but  offered  for 
sale  in  September),  Fucked  Company  dishes  the  dirt  on  failing 
New  Economy  players,  both  notable  and  obscure.  The  site's 
interactive  format  lets  readers  collect  points  for  predicting 
a  dot-com's  demise. 

Scoop:  In  June,  Kaplan  leaked  a  supposed 
email  from  Brendan  Barnicle,  CFO  of 
MyLackey.com,  an  online  errand  runner, 
rebuking  employees  for  not  having  a 
"startup  ethic." 

Irreverence  factor:  Kaplan  on  Freelnternet. 
com,  a  provider  of  free  and  anonymous  Inter- 
net service:  "Freelnternet  filed  for  bankruptcy. 
Umm,  yeah,  can  you  describe  that  business  model  again?" 
Site-specific  lingo:  Every  permutation  of  the  F  word 
Headquarters:  Kaplan's  Manhattan  office,  where  he  runs  his  on- 
line consulting  business,  PK  Interactive  (www. pkinteractive.com) 
The  converted:  Disgruntled  startup  employees,  e-commerce 
analysts,  and  online  headhunters 

View  on  gossip:  "Everything  is  gossip  before  it  becomes  news." 
Other  tattlers:  BubbleEconomy.com  (more  skeptical  news 
than  gossip)  and  Sand  Hill  Toad  (www.sandhilltoad.com) 

JIM  ROMENESKO 

www.poynter.org/medianews/ 
The  beat:  Hosted  by  the  Poynter  Institute, 
a  journalism  research  institute,  the  18- 
month-old  MediaNews  has  become  the 
site  for  keeping  tabs  on  shake-ups  in  the 
industry.  Aside  from  aggregating  links  to 
other  media  watchdogs,  Romenesko  pub- 
lishes insider  emails  that  spark  debate 
(and  bickering). 
Scoop:  In  August,  Romenesko  ran  Eugene  Kennedy's  eye- 
opening  exclusive  on  the  1998  Mike  Barnicle  fiasco  at 
the  Boston  Globe,  suggesting  Barnicle  was  a  victim  of 
office  politics. 

Headquarters:  Romenesko's  Chicago  home 

The  converted:  Norman  Mailer,  media  junkies,  and  reporters 

looking  to  set  the  record  straight 


View  on  gossip:  "News  has  a  bit  more  credibility  than  gossip, 

which  is  not  to  say  that  gossip  is  always  wrong." 

Other  tattlers:  Inside.com,  Brill's  Content  online  (www. 

brillscontent.com),  and  Mediaweek  Buzz  (www.mediaweek. 

com/buzz) 

HARRY  KNOWLES 

www.aint-it-cool-news.com 

The  beat:  Knowles  and  his  cohorts  are  infamous  for  sneaking 
into  test  movie  screenings  and  posting  unedited  raves  and 
pans  on  Ain't  It  Cool  News.  With  top  studios  now  offering 
Knowles  MP  treatment,  some  wonder  if  the  4-year-old  site's 
indie  reputation  will  last. 

  Scoop:  Knowles'  early  endorsement  of 

H|        Gods  and  Monsters  helped  bring  distribu- 

tion  to  the  film,  which  won  the  1999  Oscar 

for  best  screenplay. 
•      Oops:  The  day  before  the  academy's  official 
fl^H     announcement  this  year,  Knowles  trumpeted 

a  list  of  Oscar  nominees,  only  to  discover 

that  it  was  wrong. 
Irreverence  factor:  Knowles  on  the  Jennifer  Lopez  vehicle, 
The  Cell:  "[Director  Tarsem  Singh]  has  created  one  of  the  most 
gorgeous  works  of  masturbatory  self-important  pompous 
loads  of  excrement  I  have  seen." 
Headquarters:  Knowles'  house  in  Austin,  Texas 
The  converted:  Roger  Ebert,  Tinseltown's  power  brokers,  and 
movie  lovers  of  all  stripes 

View  on  gossip:  "Gossip  is  unconfirmed,  news  is  [confirmable]." 
Other  tattlers:  UpcomingMovies.com,  Dark  Horizons  (www. 
darkhorizons.com),  and  Coming  Attractions  (http://corona. 
bc.ca/films) 

LUCIANNE  GOLDBERG 

www.lucianne.com 

The  beat:  The  self-proclaimed  Queen  of  Dish,  Goldberg  gained 
notoriety  for  urging  Linda  Tripp  to  record  Monica's  fateful 
disclosure.  With  her  18-month-old  Web  site,  Lucianne.com, 
Goldberg  and  her  staff  cull  news  items  for 
their  heated  discussion  boards.  IB  M',11 

Scoop:  Lucianne. corn's  "citizen  reporters" 
claim  that  Al  Gore  rigged  the  1996  election 
by  evading  INS  procedures  to  get  immi- 
grants with  criminal  records  naturalized 
and  eligible  to  vote. 

Irreverence  factor:  Goldberg  on  Naomi 
Wolf,  an  adviser  (and  sometime  fashion  consultant)  to  Al  Gore: 
"Now  if  Naomi  could  tell  Gore  to  please  put  his  arms  down. 
Sweat  stains  are  not  a  good  look." 
Headquarters:  Goldberg's  apartment  in  New  York  City 
The  converted:  News  addicts.  Bush  supporters,  and  people 
who  think  liberal  is  a  dirty  word 
View  on  gossip:  "Gossip  is  news." 
Other  tattler:  Drudge  Report  (www.drudgereport.com) 

KARINA  KINIK 
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t  took  him 
ive  years  to  build 
i  local  business. 
He's  taking  it  global 


With  the  Optical  Internet  Lucent 
is  creating,  a  business  knows  no 
boundaries.  We're  building  all-optical 
networks  that  are  four  times  faster 
than  today's-with  the  speed  and  capacity 
to  connect  local  markets  to  global 
markets.  So  businesses  large  and  small 
can  serve  new  customers  anywhere 
in  the  world.  Change  the  way  people 
communicate,  and  you  change  the  way 
they  do  business.  Lucent  Technologies. 
We  make  the  Internet  move  at  light-speed. 


Expect  great  things: 


CASE  STUDY 


|liffe] 


JNor  nr 

The  once-staid  London  International  Financial 
Futures  and  Options  Exchange  has  transformed 

itself  into  a  New  Economy  leader       by  David  H.  Freedman 


Perched  at  the  edge  of  London's  River 
Thames,  the  postmodern  Cannon  Bridge 
House  looks  like  the  last  place  one  would 
ind  artifacts  such  as  those  stored  by  its  neighbor, 
he  Tower  of  London.  In  fact,  Cannon  Bridge  House 
lid  house  artifacts  of  sorts,  the  spacious  trading 
loors  operated  by  the  quaint  London  International 
;inancial  Futures  and  Options  Exchange  (LIFFE). 

Once  a  pioneer  in  the  trading  of  global  financial 
nstruments  in  the  1980s,  the  clubby,  labor-heavy, 
radition-bound  LIFFE  was  suddenly  antiquated  by 
he  all-electronic  exchanges  that  sprang  up  in 
Europe  in  recent  years,  causing  it  to  spiral  down 
nto  heavy  losses.  Now  the  exchange's  trading 
loors  have  been  mostly  converted  into  modern 
•ffices.  These  offices  are  being  snatched  up  by  a 
evamped  company,  a  thriving,  all-electronic,  VC- 
•acked  business  making  plays  on  several  fronts, 
ncluding,  as  a  Silicon  Valley-based  observer  might 
>ut  it,  the  red-hot  business-to-business  infrastruc- 
ure  space.  The  name  of  this  business:  LIFFE. 

Many  Old  Economy  mar- 
;et  leaders  are  quaking  at  the 
irospect  of  being  eviscerated 
>y  fleeter,  virtual  competitors 
•ffering  customers  faster, 
heaper,  easier  ways  to  do 
>usiness.  LIFFE's  earlier 
lecline  shows  that  there's 
>lenty  of  reason  to  worry — 
>ut  its  resurgence  demon- 
trates  that  dire  necessity, 
>acked  by  shrewd  manage- 
nent,  adequate  resources, 
ind  a  willingness  to  take 
Irastic  action,  can  help  even 
i  staid  organization  remake 
tself  into  a  New  Economy 
eader.  "It  was  fight  or  flight," 
ays  LIFFE  CEO  Hugh  Freed- 
>erg,  who  engineered  the 
urnaround.  "We  decided  to 

'OSTMODERN  TRADING  PIT  LIKE  ITS 
I0ST  BUILDING,  THE  CANNON  BRIDGE 
I0USE,  THE  LONDON  FINANCIAL 
UTURES  AND  OPTIONS  EXCHANGE 
IAS  BECOME  MORE  ECLECTIC. 


come  back  with  a  vengeance." 

The  notion  of  treating  money  as  a  commodity,  in 
the  form  of  tradable  futures  and  options  contracts 
whose  values  rise  and  fall  according  to  interest  rate 
movements,  sprang  up  at  the  Chicago  commodity 
exchanges  in  the  1970s.  Though  these  financial 
instruments  could  provide  hedges  to  companies  vul- 
nerable to  jumps  and  drops  in  loan  or  foreign  cur- 
rency exchange  rates — as  well  as  sharp  profits  for 
anyone  who  could  predict  the  direction  of  the 
twitches — trading  in  them  remained  light  until  the 
early  1980s.  That's  when  short-term  interest  rates 
spiked  at  more  than  16%,  inspiring  corporations  to 
flock  to  the  instruments  to  protect  themselves. 

In  London,  which  had  long  served  as  the  finan- 
cial capital  of  Europe  and  much  of  the  world,  the 
banking  and  investment  community  took  careful 
note  of  the  demand  for  the  financial  instruments 
that  was  allowing  Chicago  to  siphon  off  some  of 
Wall  Street's  influence.  Might  London  suffer  the 
same  fate  if  it  ignored  those  financial  instruments? 
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To  avoid  finding  out,  several  members  of 
the  city's  financial  and  trading  commu- 
nity opened  up  LIFFE  in  1982.  As  with 
other  commodity  exchanges,  including 
Chicago's,  contracts  were  sold  via  "open 
outcry" — that  is,  by  having  frenetic 
traders  shout  out  their  bids  and  offers  in 
crowded  trading  pits. 

So  set  were  traders  in  their  low  tech 
ways  that  open  skepticism  greeted  LIFFE's 
then-market  secretary,  John  Foyle,  when 
he  announced  that  he  was  going  to  have 
a  computer  confirm  each  trade  instead 
of  requiring  each  buyer  and  seller  to 
sign  the  same  slip  of  paper  as  per  tradi- 


on  a  global  basis,  with  about 
40%  of  the  trading  members 
hailing  from  outside  Britain. 
By  1991  LIFFE  moved  out  of  its 
original,  somewhat  cramped 
quarters  in  the  Royal  Ex- 
change to  the  Cannon  Bridge  House, 
tripling  the  size  of  the  exchange's  trading 
floors.  Trading  growth  further  sky- 
rocketed in  1995,  with  trading  volume 
doubling  over  that  year  and  again  over 
each  of  the  next  two.  "Some  of  the  local 
trading  houses  became  bigger  than 
banks,"  says  Foyle,  who  is  now  deputy 
CEO.  In  1997,  LIFFE's  trading  volume  for 


Within  months,  it  was  clear 
that  LIFFE  wasn't  going  to 
move  quickly  enough  to 
stem  a  flood  of  trader 
defections. 


UPDATED  EXCHANGE  LIFFE'S  TRADERS  STAY  CONNECTED  TO  THE  RED-HOT  NEW  GLOBAL  MARKET. 


tion.  "People  said,  'Can  computers  really 
do  that?' "  he  recalls.  "Actually,  we  weren't 
really  sure  ourselves." 

The  system  worked  fine,  though,  and 
soon  LIFFE  was  doing  a  brisk  trade  in 
futures  and  options  contracts,  including 
those  for  short-term  interest  rates,  bonds 
of  various  governments,  and  currencies. 
The  exchange  was  particularly  successful 


the  first  time  exceeded  those  of  the  indi- 
vidual Chicago  exchanges  in  the  same 
markets,  making  it  the  world  leader  in 
financial  instruments  trading. 

But  LIFFE  was  about  to  be  blind- 
sided.  Though  France's  Matif  exchange 
had  been  open  since  1985  without  steal- 
ing much  business  from  LIFFE,  it  had 
recently  become  an  electronic  exchange 


in  which  all  trading  was  conducted 
online.  What's  more,  the  Germans  and 
the  Swiss  launched  Eurex,  a  new,  all- 
electronic  exchange,  in  1998.  Traders 
started  migrating  to  those  and  other 
screen-based  exchanges  to  take  advan-< 
tage  of  lower  trading  costs  and  to  avoid 
many  of  the  inefficiencies  of  the  open- 
outcry  system.  "Screen-based  systems 
don't  always  end  up  giving  buyers  the 
best  prices,"  says  Foyle.  "But  they're 
cheaper  to  run,  they  allow  introducing 
new  products  more  quickly,  and  they 
don't  require  as  many  esoteric  skills.  If 
you  like  what  you  see,  you  press  the 
button  and  you've  bought  it." 

Recognizing  the  growing  interest 
among  traders  in  electronic  systems, 
LIFFE's  board  made  the  decision  in 
May  1998  to  build  its  own  electronic 
exchange.  But  within  months,  it  was  clear 
that  LIFFE  wasn't  going  to  move  quickly 
enough  to  stem  a  flood  of  trader  defec- 
tions. LIFFE's  single  biggest  money- 
maker was  its  trading  of  contracts  on  the 
bund,  or  German  government  bonds.  In 
the  beginning  of  1998,  LIFFE  still  domi- 
nated the  bund  market;  by  the  end  of  the 
year,  its  share  of  the  bund  market  dropped 
to  zero,  leaving  the  exchange  with  losses 
of  $97  million  vs.  a  profit  of  $105  mil- 
lion in  1997.  In  October  1998,  in  the 
midst  of  this  sudden  hemorrhaging, 
LIFFE  brought  in  Freedberg,  a  former 
American  Express  and  Salomon  exec- 
utive who  was  at  the  time  a  managing, 
partner  at  Korn  Ferry  International,  to 
take  over  as  CEO.  A  youthful  and  fit- 
looking  55-year-old  who  prefers  to  work 
tieless  and  in  shirtsleeves,  Freedberg 
manages  to  convey  both  a  suave  intelli- 
gence and  the  instincts  of  a  brawler.  "I 
had  one  strategy,"  he  says.  "Survival." 

By  November  1998  the  exchange 
had  introduced  "LIFFE  Connect,"  its 
electronic  trading  system.  But  the  only 
product  that  traded  on  it  at  that  time 
was  equity  options,  a  relatively  minor 
part  of  the  exchange's  business.  With  its 
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und  trade  all  but  wiped  out,  Freedberg 
iw  that  LIFFE's  future  would  depend 
n  its  ability  to  hang  on  to  its  other 
est-seller,  short-term  interest  contracts, 
tnfortunately,  these  contracts  tend  to 
e  the  most  complex,  and  trading  in 
lem  required  subtleties  that  were  hard 
5  transfer  to  the  online  world.  As  a 
;sult,  no  exchange  had  managed  to 
ansfer  its  short-term  interest  trading 
)  an  electronic  system,  although  sev- 
ral  had  tried.  But  Freedberg  realized  it 
'as  only  a  matter  of  time  before  some- 
ne  succeeded,  and  if  it  wasn't  LIFFE, 
le  exchange  was  sunk.  The  company's 
lanagers  told  Freedberg  that  the  short- 
:rm  interest  piece  of  Connect  was 
:heduled  for  completion  in  November 
000.  Freedberg  suggested  strongly  that 
ley  move  it  up  a  bit — by  15  months, 
)  be  exact,  cutting  out  about  three- 
fths  of  the  allotted  development  time. 
We  had  everyone  working  18  hours  a 


day,  seven  days  a  week,"  says  Freed- 
berg. "The  goal  was  just  to  get  it  out, 
and  worry  about  niceties  later." 

The  long  hours  were  the  good  news 
for  LIFFE's  beleaguered  staff.  The 
bad  news  was  that  for  many  of  the 
employees  who  were  slaving 
away,  the  work  would  culmi- 
nate in  their  being  laid  off. 
Indeed,  it  wasn't  clear  that 
anyone  at  all  would  have  a 
job  when  the  smoke  cleared. 
"There  was  a  question  mark 
about  whether  we  were  going 
to  make  it,"  says  Freedberg. 
"We  had  lost  a  major  por- 
tion of  our  revenues,  and  our  costs  were 
very  high.  We  had  to  get  the  two  in  line 
very  quickly." 

Freedberg  quickly  dumped  three- 
fifths  of  the  700,000  square  feet  of  real 
estate  LIFFE  occupied  around  London, 
consolidating  in  Cannon  Bridge  House. 


But  the  far  more  painful  task  was  set- 
ting out  to  cut  the  workforce  of  1,200 
people  (not  counting  traders,  who 
weren't  LIFFE  employees)  in  half.  He 
decided  to  be  up-front  about  it,  despite 
the  risk  of  mass  defections.  Three  days 


before  the  exchange's  Christmas  party, 
everyone  in  the  company  was  told 
whether  or  not  he  or  she  had  a  long-term 
future  with  LIFFE.  Those  destined  for 
layoffs  were  offered  "loyalty  bonuses" 
averaging  24%  of  their  annual  salaries 
to  stay  on  until  completion  of  their 


"I  got  in  the  car  after  the  meet- 
ing, pulled  out  my  cell  phone, 
called  the  office,  and  told  them 
to  get  a  Euribor  contract  up, 
and  to  do  it  yesterday." 
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pieces  of  the  rebuilding.  The  vast 
majority  stayed  on. 

Meanwhile,  most  of  Europe's  jump 
to  a  unified  currency  —  the  euro  —  was 
looming,  and  LIFFE  was  already  doing  a 
brisk  business  in  short-term-interest 
futures  contracts  based  on  the  "Euro 


ENGINEERED  TURNAROUND  CEO  HUGH  FREEDBERG 
SAYS  HE  HAD  BUT  ONE  INSTINCT:  "SURVIVAL." 

Libor,"  the  interest  rates  that  London 
banks  would  be  offering  one  another 
for  euro  deposits.  LIFFE  entirely  ignored 
the  "Euribor,"  as  the  interest  rates  that 
would  be  set  by  the  banks  in  the  Euro- 
pean Monetary  Community  were  called. 
Matif  and  Eurex  had  introduced  Euri- 
bor contracts,  but  these  were  trading  in 
much  smaller  volumes  than  were  LIFFE's 
Euro  Libors.  "The  Libor  had  always 
been  the  benchmark,"  says  Freedberg. 

But  just  before  Christmas  1998,  with 
the  euro's  launching  a  week  away, 
Freedberg  dropped  by  the  office  of  one 
of  LIFFE's  biggest  customers.  The  cus- 
tomer expressed  his  sincere  hope  that 
the  exchange  was  planning  to  embrace 
the  Euribor,  since,  in  his  opinion,  that 
interest  rate  system  was  the  future  of 
short-term-interest  contracts.  Freedberg 
listened,  straightfaced,  and  assured  the 
customer  the  exchange  was  on  top  of  it. 
"I  got  in  the  car  after  the  meeting, 
pulled  out  my  cell  phone,  called  the 
office,  and  told  them  to  get  a  Euribor 
contract  up,  and  to  do  it  yesterday," 
says  Freedberg.  Creating  a  new  trading 
product  was  normally  a  months-long 
process,  but  the  exchange  pulled 
together  a  war  room  complete  with 
financial  experts  and  even  regulators 


prepared  to  cut  through  the  red  tape.  A 
week  later,  the  exchange  was  dealing  in 
Euribor  contracts.  The  contract  proved 
so  immediately  popular  that  a  problem 
cropped  up:  Customers  wanted  to  get 
out  of  their  Euro  Libor  contracts  and 
into  the  Euribor.  Another  emergency 
meeting  followed,  and  LIFFE's  experts 
whipped  up  a  process  for  converting  the 
contracts,  setting  aside  a  room  filled 
with  constantly  ringing  fax  machines  to 
receive  the  flood  of  conversion  orders. 

In  the  face  of  these  mercurial  events, 
Freedberg  realized  that  it  wasn't  just  the 
exchange's  operating  style  that  had  to  be 
streamlined — the  very  structure  of  the 
exchange  was  outdated,  based  as  it  was 
on  a  century-old  "mutual"  model  in 
which  exchanges  are  run  by  a  closed 
community  of  stuffy  trading-house 
members.  "We  had  to  demutualize  from 
a  cozy  golf  club  to  a  commercial,  cus- 
tomer-focused business,"  says  Freedberg. 
After  his  campaign  to  convince  the 
exchange's  members  that  making  the 
transition  was  the  only  way  to  ensure  the 
exchange's  survival  —  and  their  own 
profits  and  equity  value — the  members 
voted  in  February  1999  to  convert  to  a 
publicly  held  company. 

LIFFE  was  also  in  the  midst  of  taking 
another  subtler,  but  ultimately  riskier, 
leap.  Exchanges  had  always  maintained 
their  influence  and  profits  by  limiting 
who  could  trade,  and  under  what 

conditions.  Putting  trading   

onscreen  might  make  the 
process  easier  and  cheaper, 
but  it  didn't  necessarily  in 
itself  lessen  an  exchange's 
control  over  traders.  LIFFE, 
however,  was  setting  up 
Connect  to  be  the  first  open 
system  for  trading  financial 
instruments.  Instead  of  pro- 
viding hardwired  terminals  running 
standardized  applications  to  individual 
traders,  LIFFE  was  simply  offering  a 
pipeline  to  a  generic  "trading  engine." 

Customers  could  hook  into  the  pipe- 
line via  their  choice  of  network  and  their 
choice  of  third-party  software,  distribut- 
ing the  access  throughout  their  internal 
networks  as  they  pleased.  (In  principle, 
access  to  Connect  could  even  be  pro- 
vided via  the  Internet,  though  that  would 
be  a  very  bad  idea,  since  frenzied  trading 


sessions  can  result  in  activity  levels  as 
high  as  2,000  transactions  per  second, 
which  would  quickly  choke  even  the 
industrial-strength  pipelines  used  for 
Internet  stock  trading.)  The  result 
would  be  unprecedented  flexibility  for 
trading  customers,  but  it  would  come  at 
a  cost  to  LIFFE's  ability  to  control  what 
the  customers  did  with  the  access.  "It 
had  all  been  about  the  value  of  having 
restricted  trading  rights,"  says  Foyle. 
"Now  we  wouldn't  even  know  how 
many  traders  were  on  the  system." 

Some  financial  instruments  were 
coming  online  via  Connect,  but  the  real 
test  remained  whether  Connect  would 
be  able  to  handle  short-term-interest 
trading.  Finally,  in  August  of  last  year, 
that  part  of  the  system  was  introduced. 
It  seemed  such  a  gamble  that  both  as  a 
safety  net  for  the  exchange,  and  to  allay 
traders'  fears,  LIFFE  kept  the  open-outcry 
trading  floors  operating  even  after  bring- 
ing out  the  system.  "We  had  no  way  of 
knowing  the  system  would  fly  until  it 
was  out  there,"  says  Freedberg.  But 
traders  first  trickled,  and  then  streamed, 
to  the  screen-based  version.  Three 
months  after  the  system's  introduction, 
the  trading  floors  were  permanently 
closed  down.  With  that  important  suc- 
cess, the  tide  started  to  turn  for  the 
exchange.  At  the  beginning  of  1999, 
Matif  and  Eurex  together  had  100%  of 
the  all-important  Euribor  market.  By 


the  end  of  1999,  LIFFE  had  snatched 
away  70%  of  the  market,  and  it  has 
since  captured  the  rest.  Even  with  sys- 
tems development  costs,  the  exchange's 
losses  for  1999  were  trimmed  to  $29 
million.  In  the  first  half  of  this  year,  the 
exchange  went  back  into  the  black, 
earning  $16  million.  Now  Connect  is 
making  serious  inroads  into  the  United 
States,  with  41  financial  institutions 
already  signed  up  and  another  20  in  final 
negotiations  —  even  though  Connect 


It  wasn't  just  the  exchange's 
operating  style  that  had  to 
be  streamlined — the  very 
structure  of  the  exchange 
was  outdated. 
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d  other  overseas  commodities  trading 
stems  didn't  receive  approval  from 
mewhat  protectionist  U.S.  industry 
*ulators  until  September  1999. 

But  earlier  this  year,  even  while 
voring  the  exchange's  rebirth,  Freed- 
rg  found  himself  pondering  the  fact 
at  the  company  lacked  a  strategy  for 
ong  longer-term  growth.  Finally,  he 
cided  that  the  means  for  that  growth 
d  been  staring  him  in  the  face.  The 
mnect  system  had  proven  a  capable 
itform  for  handling  trading  in  the  fre- 
tic  financial  instruments  market.  Why 
uldn't  it  do  the  same  for  other  indus- 
es?  "We  realized  we  had  a  real  jewel 
re,"  says  Freedberg.  "All  we  needed 
do  was  productize  it." 

Freedberg  became  convinced  that 

the  mushrooming  world  of  online 
B  trading,  an  accompanying  explosion 

interest  in  establishing  corresponding 
tures  markets  was  inevitable.  Chem- 
ils,  airplane  parts,  mortgages,  communi- 
tions  bandwidth,  fish,  insurance — any 


product  or  service  bought  and  sold  in  an 
electronic  marketplace  could  be  linked  to 
an  electronic  futures  exchange  that  would 
allow  companies  dependent  on  these 
products  to  protect  them- 
selves from  price  spikes  or 
dips.  "Some  of  these  elec- 
tronic marketplaces  are  still 
too  young  to  take  that  step," 
says  Freedberg.  "But  sooner 
or  later  they're  all  going  to 
want  that  capability." 

If  all  goes  according  to 
Freedberg's  plan,  LIFFE  will 
be  the  one  to  provide  it,  bolstered  by  the 
systems  integration  expertise  of  Cap 
Gemini  Ernst  &c  Young,  with  which  the 
exchange  is  partnering.  The  new  venture 
is  also  set  to  be  backed  by  $90  million 
from  two  top-tier  East  Coast  VC  firms, 
Battery  Ventures  and  the  Blackstone 
Group  —  money  that  Freedberg  claims 
LIFFE  doesn't  need  but  that  ensures 
access  to  the  two  firms'  management 
expertise   and   industry  connections. 


Freedberg  says  LIFFE  is  already  talking  to 
"numerous"  potential  customers  in  the 
United  States,  Europe,  and  Asia,  and 
predicts  at  least  one  will  sign  soon. 


Over  the  next  two  years,  he  says,  setting 
up  futures  exchanges  for  other  indus- 
tries will  provide  a  "substantial"  portion 
of  LIFFE's  revenues  and  profits.  Mean- 
while, Freedberg  says,  LIFFE  remains  on 
track  for  continued  profitability  in  its 
core  business. 

All  in  all,  not  a  bad  position  for 
a  company  that  seemed  to  have  its  head 
on  the  block  just  22  months  ago.  Lady 
Jane  Grey  should  have  been  so  lucky.  ■ 


Any  product  or  service  bought 
and  sold  in  an  electronic 
marketplace  could  be  linked 
to  an  electronic  futures 
exchange. 
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PART  THREE:  A  STAB  IN  THE  BACK 


A  TRUE  STORY  BY  JOE  KAY 


editor's  note:  This  is  the  third  in  a  series  of  occa- 
ional  reports  by  the  pseudonymous  Joe  Kay, 
n  employee  at  a  large  high  tech  company.  The 
ompany's  name,  individuals'  names,  and  certain 
etails  have  been  changed  to  keep  Kay  from  losing 
is  job. 


ijby  work  on  the  Big  Project  was  so  consum- 
w  I  ing  that  weeks  flew  by  with  hardly  a  word 
poken  to  my  nominal  boss,  Lester.  This  had  come 
5  seem  perfectly  natural.  After  Bob  Roberts,  the 
hairman's  crony,  singled  me  out  publicly  as  a 
igh-potential  executive  with  a  special  mission  of 
le  utmost  urgency  to  the  corporation,  I  felt  I  was 
1  a  state  of  grace.  My  aura  was  almost  visible.  It 
)ld  all  within  its  radius  that  my  somewhat  lowly 
osition  in  the  hierarchy  was  temporary,  that  my 
alue  to  the  corporation  would  soon  be  expressed 
l  rapid  promotion  and  breathtaking  compen- 
ition  expansion,  and  that  words  from  my  mouth 
rere  sample  droplets  from  a  vast  mental  ocean. 
V\\o  knows?  Perhaps  one  day  I  might  even  leap- 
'og  Simon,  the  corporate  wunderkind  who  was 
ester's  boss. 

Such  musings  were  interrupted  one  day  by  Lester 

imself,  who  wanted  to   

ilk.  We  took  our  lunch 
rays  outside  in  the  sun- 
bine,  where  we  could  be 
lone.  "This  is  all  very  pre- 
minary  and  hush-hush," 
e  said,  "but  things  are 
oing  to  be  changing 
round  here  soon.  It's 
oing  to  affect  you,  too." 

Lester  had  been  at  the 
ompany  for  about  three 
ears,  and  his  career  so  far 

ad  been  rocky.  He  had  been  hired  to  take  on  cer- 
lin  responsibilities  so  Simon  could  concentrate  on 
lore  strategic  matters.  Since  almost  everything  our 
epartment  produced  was  nonessential  to  the  func- 
loning  of  the  organization,  Simon  was  free  to 
ldulge  his  overwhelming  urge  to  procrastinate.  As 
luch  as  Simon  loathed  having  to  waste  his  time 
ctually  producing  anything,  he  more  strongly 


loathed  the  idea  of  any  of  his  subordinates  produc- 
ing anything,  so  he  was  quick  to  derail  any  project 
of  import  that  Lester  was  working  on.  So  Lester  had 
contented  himself  with  tinkering  with  a  medley  of 
trivial  projects  that  fell  below  Simon's  radar. 

But  now  Lester  explained  to  me  that  one  of 
these  picayune  projects  had  by  no  small  miracle 
evolved  into  a  linchpin  of  the  corporation's  latest 
Internet  strategy.  By  the  time  Simon  realized  what 
was  happening,  Lester's  star  was  firmly  hitched 
to  the  project,  and  Simon  couldn't  seem  to  think 
of  a  way  to  pry  him  loose.  "There  was  a  study 
done,  and  the  metrics  were  off  the  charts,"  Lester 
told  me.  In  fact,  the  project  was  looking  so  impor- 
tant that  it  was  becoming  clear  it  required  a  vice 
president  at  the  helm.  Lester  had  himself  in 
mind  for  this  job.  Simon  wasn't  saying  what  was 
on  his  mind. 

The  problem  was  that  Lester's  project  was  at 
a  crossroads.  It  was  pushing  against  the  narrow 
confines  of  the  department  and  yearning  to 
become  something  truly  corporate,  spanning 
several  departments.  Lester  had  succeeded  in  con- 
vincing Simon  of  the  importance  of  expanding  the 
project's  purview  and,  with  his  blessing,  had  begun 
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working  with  the  heads  of  several  other  functions. 
The  importance  of  the  project  was  not  lost  on  the 
group,  all  of  whom  bristled  at  Lester's  incursion 
into  their  territories.  The  most  pugnacious  of  the  lot 
was  Donald  "The  Wall"  van  der  Waal,  an  erstwhile 
sales  head  whose  department  brought  in  a  fair 
amount  of  revenue.  This  last  fact  alone  was  enough 
to  scare  the  bejesus  out  of  Simon,  who  had  never 
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come  within  screaming  distance  of  profit 
and  loss  responsibility  and  could  barely 
manage  his  family  finances.  It  didn't  help 
that  Waal  was  a  loudmouthed  brawler 
and  egomaniac  who  tolerated  only  syco- 
phants. His  PR  staff  worked  slavishly  to 
promote  his  own  reputation  in  the  com- 
pany at  the  expense  of  the  greater  corpo- 
rate good. 

"Waal  is  a  buffoon,"  Lester  said, 
"but  he  still  has  a  power  base  among 
the  old  guard  left  over  from  the  Nean- 
derthal days  of  the  company.  The  short 
of  the  matter  is,  he  wants  me  out.  He 
doesn't  like  it  when  I  tell  him  he's  full 
of  shit.  Plus  he  wants  to  get  credit 
for  my  project."  Lester  explained  that 


Lester's  a-bsence  from  the  Big  Project 
had  an  unexpected  effect:  It  was  even 
harder  to  get  access  to  Simon  without 
Lester  as  a  go-between.  When  I  tried 
to  meet  with  him,  I  usually  wound  up 
stuck  talking  to  Alix,  a  young  woman 
who  worked  directly  for  him  as  a  kind 
of  executive  assistant.  She  was  petite, 
attractive,  twentysomething,  very  def- 
erential to  Simon,  and  mortally  conde- 
scending to  everyone  else.  I  sometimes 
had  to  wait  an  hour  or  more  to  meet 
with  Simon  while  Alix  was  in  with  him; 
when  she  finally  emerged,  she'd  say, 
"You  know  how  he  gets  when  he  starts 
talking."  The  word  was  that  there  was 
nothing  physical  going  on  between 


Waal  had  tried  to  humiliate  him  in 
meetings.  "Waal  may  be  able  to  beat  me 
up,  but  he  can't  beat  Simon  up.  Simon 
will  back  me  up.  He  knows  that  my  tak- 
ing this  project  corporate  will  expand 
his  power  in  the  company.  Simon's  got 
tremendous  influence  in  this  place.  He 
could  dispose  of  Waal  with  a  flick  of 
his  wrist." 

"So  how  does  this  affect  me?"  I  asked. 

"It  means  I  probably  won't  be  able 
to  supervise  you  much  longer,"  he  said. 
"I  just  won't  have  the  time.  I  feel  really 
conflicted  by  this.  I've  liked  working 
with  you.  But  this  stuff  is  beginning  to 
consume  me." 

"Hey,  no  problem,"  I  said.  "I 
understand." 

"Do  you  realize  what  this  means?" 
he  said.  "It  means  you'll  be  reporting 
directly  to  Simon." 


them,  which,  knowing  how  utterly 
Simon  focused  his  energy  on  the  com- 
pany, I  found  easy  to  believe.  Alix  was  a 
constant  source  of  irritation  and  bad 
will  among  the  directors  and  vice  presi- 
dents on  Simon's  staff,  to  all  of  whom 
Alix's  lack  of  talent  and  experience  was 
painfully  evident.  But  her  unlimited  and 
unfettered  access  to  Simon  gave  her  a 
big  advantage. 

I  tried  to  keep  Alix  out  of  the  loop  as 
much  as  possible.  The  further  I  could 
run  with  this  project  without  being 
tracked  by  Simon,  the  better.  I  had  been 
spending  money  hand  over  fist,  I  had 
mobilized  people  all  over  the  company 
and  brought  in  some  of  the  best  con- 
sulting firms.  Bob  Roberts  had  given  me 
three  months.  After  two,  I  was  almost 
ready  for  my  presentation  to  Simon, 
my  only  obstacle  to  a  meeting  with 


Roberts.  I  had  just  come  from  Simon's 
secretary,  having  fixed  the  presentation 
meeting  in  the  big  conference  room 
for  Thursday,  when  I  ran  into  Lester. 
I  started  to  invite  him  to  the  meeting 
but  then  noticed  he  was  sagging  like  a 
leaking  inner  tube.  I  asked  him  what 
was  wrong. 

He  shook  his  head  before  finally 
speaking,  his  voice  little  more  than  a 
sigh.  "This  place..."  he  said. 

Even  though  it  wasn't  quite  the  end  of 
the  day,  I  suggested  we  leave  and  get  a 
beer.  We  only  made  it  as  far  as  the  park- 
ing lot  before  Lester  erupted.  The  battle 
with  Waal  had  reached  a  head.  "The 
other  day  he  called  a  meeting  to  review 
our  progress,"  said  Lester. 
"We  spent  three  days  prepar- 
ing for  it,  and  when  the  meet- 
ing started,  Waal  wouldn't 
even  let  us  speak. He  spent  the 
whole  time  hurling  accusa- 
tions at  us.  He  said  we  hadn't 
made  a  dent  in  any  of  the 
project  goals." 

Then  Lester  told  me  that 
after  the  meeting  Waal  had 
gone  straight  to  Simon  to  ask 
that  Lester  be  taken  off  the 
project,  on  the  grounds  that 
Lester  lacked  the  necessary 
leadership  abilities.  "He  agreed 
with  Waal!" 

"No." 

"There  I  was,  sitting  in  Simon's 
office  listening  to  a  lecture  on  leader- 
ship. I  mean,  what  the  frig  is  this  all  of  a 
sudden?  In  all  my  performance  reviews, 
never  a  word  has  been  mentioned  about 
my  leadership  capabilities.  I've  put 
together  one  of  the  most  well-integrated 
teams  in  the  company.  Give  me  a  god- 
damn break!" 

We  sat  in  silence  for  a  long  while, 
watching  the  bubbles  rise  up  in  the  tall 
glasses.  At  this  early  hour,  we  were  the 
only  ones  in  the  bar.  "You  know  what 
my  real  sin  is?"  Lester  said  at  last.  "I've 
been  successful,  and  Simon  can't  deal 
with  it.  He  always  has  to  be  the  one  who 
walks  in  and  saves  the  project  from  al 
the  idiots  around  him.  The  one  thing  he 
can't  forgive  is  success  that  he  can't, 
claim  credit  for." 
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As  I  drove  home  that  night,  I  thought 
about  what  Lester  had  said  and  about  my 
own  upcoming  presentation  to  Simon. 
Was  it  possible  that  he  would  derail  me, 
too?  I  tried  to  shake  off  this  little  niggling 
doubt,  this  chink  in  my  new  armor.  I 
finally  decided  that  Lester's  conclusion 
was  merely  a  natural  reflex  to  lay  blame 
for  one's  misfortune  elsewhere. 

On  Wednesday  afternoon,  I  stopped 
by  Lester's  cubicle  to  see  how  things 
were  working  out.  To  my  surprise,  I 
found  him  in  decent  spirits.  "Things  are 
better,"  he  told  me.  "Out  of  nowhere, 
Simon  wrote  this  letter  to  Waal  telling 
him  to  back  off." 

"That's  great,"  I  said,  feeling  bol- 
stered myself.  "Maybe  Simon's  not  so 
bad  after  all.  It's  easy  for  our  imagina- 
tion to  get  the  best  of  us  when  we  have 
a  little  setback." 

"I  don't  know.  The  thing  is,  Simon 
mentions  Roberts  in  the  letter.  He 
wouldn't  do  that  unless  some  sort  of 
order  had  come  from  Roberts." 

"You  think  Roberts  intervened  on 
your  behalf?" 

"Roberts  must've  told  him  he  was 
crazy  for  letting  one  of  his  own  people  be 
disemboweled  this  way  by  that  baboon. 


pattern,"  he.  said.  "Now  that 
Simon's  beaten  me  up,  he'll  be 
really  nice  to  me  for  a  while. 
Maybe  1  can  get  something  out 
of  it.  Like  a  promotion." 

I  rose  before  dawn  the 
next  morning  to  go  over  the  presentation 
to  Simon.  The  entire  team  assembled  at 
headquarters  for  a  10  a.m.  meeting.  At 
noon,  Simon's  secretary  came  to  tell  us 
that  Simon's  day  was  shot  —  no  sur- 
prise there  —  but  that  he  could  see  us 
at  4  p.m. 

After  lunch,  the  rest  of  the  team  and 
I  set  up  in  the  conference  room  and 
waited.  Simon  didn't  show  at  4.  At  4:30, 
Alix  walked  in.  "Simon  sends  his  apolo- 
gies," she  said,  "but  he  won't  be  able  to 
make  it.  Since  a  lot  of  you  have  come  in 
from  out  of  town,  he  suggests  that  we 
run  through  everything  without  him.  I'll 
convey  the  essentials  to  him  later." 

I  caught  up  with  Lester  the  next 
evening  at  the  corporate  softball  game. 
People  were  beginning  to  assemble  on 
the  field  to  warm  up.  I  tossed  the  ball  to 
Lester,  who  held  out  his  glove  as  if  it 
were  a  toxic  object  that  needed  to  be 
kept  as  far  from  his  head  and  torso 
as  possible. 


Was  it  possible  that  Simon 
would  derail  me,  too? 
I  tried  to  shake  off  this  little 
niggling  doubt,  this  chink 
in  my  new  armor. 
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Roberts  stepped  in  and  saved  my  ass." 

"Do  you  think  Roberts  sees  Simon 
as  a  liability?"  I  asked. 

"I  think  he  realizes  that  Simon  treats 
his  staff  like  crap  and  that  they're  all 
about  to  leave.  Apparently  Roberts 
doesn't  want  me  or  anyone  else  to  walk. 
If  any  of  us  left  now  it  would  look  really 
bad  for  Simon." 

"Maybe  Roberts  is  going  to  sack 
Simon,"  I  suggested. 

The  idea  didn't  seem  to  register  with 
Lester.  "I  guess  it's  back  to  the  old 


Simon  and  Alix  showed  up.  I  had  got- 
ten no  feedback  at  all  about  the  presenta- 
tion. We  assembled  behind  the  backstop 
to  assign  positions.  Alix  was  pitcher, 
Simon  catcher.  Lester  was  assigned  to 
right  field.  I  played  third  base.  "I  want 
you  all  to  meet  somebody,"  said  Simon. 
He  motioned  toward  a  tall,  muscular 
man  in  a  baseball  uniform  who  had  been 
standing  to  the  side.  "This  is  Garth.  He's 
just  agreed  to  join  us.  Glad  you  could 
make  it  tonight,  Garth.  You  can  play 
shortstop." 


Garth,  it  turned  out,  was  a  phenom- 
enal ballplayer.  He  threw  the  ball  so 
hard  my  hand  ached  for  10  minutes 
afterward.  Simon,  to  my  surprise,  held 
his  own.  Alix  was  inept  at  every  aspect 
of  the  game,  but  Simon  was  unflagging 
in  his  encouragement.  Lester's  pivotal 
moment  came  late  in  the  game  when  a 
fly  ball  made  it  to  right  field.  He  raised 
his  glove  and  the  ball  hit  him  squarely 
on  the  nose.  It  took  half  an  hour  to 
stanch  the  bleeding. 

Late  in  the  evening,  Lester  and  I 
reconnoitered  in  the  parking  lot  of  the 
pizza  place  where  the  postgame  celebra- 
tion was  being  held.  "What's  up  with 
this  Garth  character?"  I  asked. 

"He's  my  new  boss,"  said  Lester. 
"Simon  sprang  it  on  me  today.  'He'll 
be  helping  us  coordinate  some  of  the 
interdepartmental  responsibilities  we've 
taken  on,'  he  said — that's  code  for 
'dealing  with  Waal's  group.'  Simon  tried 
to  couch  it  in  rosy  terms,  but  nobody 
missed  what  was  really  going  down. 
I've  been  demoted." 

"He  can't  get  away  with  this!" 

"Shhh!"  Lester  said.  Simon  and  Alix 
were  leaving  the  pizza  place  and  head- 
ing toward  us. 

"Good  evening,  gentlemen,"  said 
Simon.  He  turned  to  Lester.  "I  want  to 
meet  Monday  morning  about  the  Big 
Project.  Why  don't  you  and  Joe  show 
up  at  7:30  in  my  office.  There  are  some 
adjustments  that  have  to  be  made." 

"Sure  thing,"  said  Lester.  "What 
kind  of  adjustments  exactly?" 

"Oh,  just  minor  ones,"  said  Simon. 
"I  think  we're  more  or  less  headed  in 
the  right  direction." 

We  watched  them  get  into  their  cars 
and  drive  off. 

Lester  sighed.  "You  know  what  this 
means,  don't  you?"  he  said. 

"No,  not  really." 

"We're  screwed." 

Next  issue:  Maybe  we  can  find  a 
way  out.  ■ 


60    !   Forbes  ASAP   November  27 ,  2000 


An  OLTP  database  might  work  for  data  warehousing, 
if  you  don't  have  over  five  simultaneous  users. 
But  is  there  growth  in  your  company's  future? 
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SOCIAL  TORNADOES 

Two  New  Economy  gurus  debate  what  to  do 
about  disruptions  in  our  increasingly  interconnected  world     Interview  by  Karen  Soutbwick 


Venture  capitalist  William  H.  Davidow  and 
economist  W.  Brian  Arthur  have  been  two 
of  the  most  influential  participants  in  the 
ligital  revolution.  Davidow,  a  venture  investor  and 
ligh  tech  industry  executive  for  more  than  30  years, 
idd  positions  at  Intel,  Hewlett-Packard,  and  Gen- 
ral  Electric  before  cofounding  Mohr,  Davidow 
Ventures.  His  book  The  Virtual  Corporation, 
oauthored  with  Forbes  ASAP  Editor  Michael  S. 
/lalone,  was  one  of  the  first  to  predict  the  rise  of 
he  New  Economy.  Davidow  also  has  written 
lumerous  essays  about  the  impact  of  technology 
m  our  social  institutions,  including  government. 

Arthur,  the  Citibank  Professor  at  the  famed  Santa 
e  Institute,  is  well  known  for  his  economic  theory 
if  increasing  returns,  which  forecast  the  promi- 
ence  of  such  companies  as  Microsoft.  The  theory 
uggests  that  companies  with  a  lock  on  critical 
schnology  can  dominate,  even  monopolize,  mar- 
et  segments  and  earn  increasing  returns  for  them- 
elves  and  their  partners.  As  modern  economies 
hift  toward  high  technology,  the  new  economics 
f  increasing  returns  alters  the  character  of  compe- 
ition,  business,  and  even  government. 

In  this  interview  with  Forbes  ASAP  Executive 
Editor  Karen  Southwick,  Davidow  and  Arthur  dis- 
uss  "social  tornadoes,"  which  can  be  caused  by 
:chnological  shifts  that  disrupt  the  natural  evolu- 
lon  of  society,  and  how  this  affects  our  institutions. 
kSAP:  First,  let's  define  social  tornadoes. 
IAVIDOW:  There  are  going  to  be  more  and 
lore  dynamics  in  society  where  things  grow  very 
ast  and  decline  very  fast.  It's  where  something 
critical]  can  be  triggered  by  a  very  small  event. 
kSAP:  You've  both  suggested  that  in  these  social 
arnadoes,  government  will  become  less  reliable.  If 
bat  occurs,  what  takes  its  place? 
ARTHUR:  We've  gone  from  a  world  where  our 
iterconnection  was  by  railroad  to  where  it's  by  the 
iternet.  We're  connected  internationally  and  instan- 
jneously,  so  governments  now  have  the  problem  of 
-ying  to  organize  actions  and  regulate  things  within 
orders  when  the  actions  are  across  borders. 

[What's  taking  its  place]  is  monoculture,  where 
verything  everywhere  is  exactly  the  same.  If  we  wire 
p  everybody  and  interconnect  all  kinds  of  disparate 
roups  and  countries,  that's  where  we're  headed.  Sud- 


NO  LAUGHING  MATTER  WILLIAM  H.  DAVIDOW  (LEFT)  AND  W.  BRIAN 
ARTHUR  WANT  US  TO  THINK  AHEAD  ABOUT  TECHNOLOGY. 

denly  everyone  has  the  same  wants  and  needs.  In  15 
years  you  are  going  to  see  a  mass  culture  worldwide. 
DAVIDOW:  If  you  follow  Brian's  comments  into 
the  economic  arena,  suppose  all  the  central  banks 
began  following  the  same  rules.  Now  suppose  some- 
thing changes  in  the  economy  and  the  rules  are 
wrong.  Then  it  is  wrong  around  the  world.  You 
don't  have  different  patterns  of  treating  the  illness, 
so  you  can't  see  how  Europe  dealt  with  it  or  Japan 
dealt  with  it  or  the  United  States  dealt  with  it.  You 
keep  applying  the  same  mechanisms,  and  every 
problem  becomes  a  worldwide  problem. 
ASAP:  But  what  do  we  do  about  the  things  that 
technology  brings,  like  monoculture? 
ARTHUR:  What  we  ought  to  do  is  look  at  com- 
ing technology  with  a  more  critical  view.  What  do 
we  want  to  fund?  What  do  we  want  to  support 
morally?  I  don't  think  we  can  hold  back  technol- 
ogy. We're  better  off  because  of  it.  We  live  longer, 
and  we're  healthier,  and  we  don't  see  our  children 
die  before  the  age  of  5.  But  technology  has  brought 
us  into  a  world  where  once  you  interconnect,  all 
the  little  problems  slosh  back  and  forth  and  get  big- 
ger and  bigger.  That's  where  the  instability  comes. 
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Duet 


ASAP:  Let  me  bring  another  Bill  into 
the  discussion  —  Bill  Joy.  He  wrote  a 
recent  essay  in  which  he  talks  about 
how  advances  such  as  nanotechnology 
and  cloning  are  now  outrunning  our 
ability  to  control  them.  Do  you  agree? 
ARTHUR:  While  I  really  do  respect 
Bill  Joy,  you  could  make  a  reasonably 
good  argument  that  technology  has  lib- 
erated us  to  some  degree  as  human 
beings.  If  I  want  to  be  a  writer,  I  could  be 
a  writer.  It  I  want  to  go  bowling  most  of 
the  day,  or  fishing,  or  scale  Mount  Ever- 
est, or  whatever  is  deeply  human  for  me, 
I've  got  the  freedom,  thanks  to  technol- 
ogy, to  do  this.  And  yet,  I  would  cer- 
tainly say  that,  especially  with  genetic 
technology,  we  need  to  start  thinking 
about  problems  before  they  happen. 
ASAP:  Most  people  in  Silicon  Valley 
believe  that  the  free  market  is  the  best 
way  to  sort  out  good  ideas  and  bad 
ideas.  But  what  about  things  like  genetic 
technology,  which  have  such  a  tremen- 
dous possibility  to  change  even  what  it 
means  to  be  human? 
ARTHUR:  I  wouldn't  want  to  see  much 
government  intervention  at  all.  The  role 
of  the  government  is  not  to  stop  technol- 
ogy but  to  let  you  know  when  technol- 
ogy can  be  harmful.  We  do  that  with 
nicotine.  We  do  it  with  pharmaceuticals. 
The  government  should  and  does  get 
involved  in  saying  which  pharmaceuticals 
are  harmful.  I  wouldn't  want  the  gov- 
ernment to  interact  with  my  cell  phone, 
but  in  certain  areas  that  affect  us  med- 
ically, I  think  the  government  has  a  role 
in  scrutinizing  and  drawing  the  public's 
attention  to  something  that  might  be 
downright  dangerous. 
ASAP:  Then  what  should  the  govern- 
ment's role  be  with  respect  to  monopo- 
lies, or  alleged  monopolies? 
ARTHUR:  In  high  tech  it's  the  very 
prospect  of  being  able  to  create  a  mono- 
poly that  earns  the  extreme  profits  that 
keeps  people  working  until  3  in  the 
morning.  I'm  for  the  hands-off  approach 
[by  government]  unless  the  law  is  totally 
breached  and  abused.  If  somebody  locks 
into  some  new  sector  of  high  tech,  that's 
perfectly  fine.  But  if  they  have  locked  in 
a  sector  and  started  to  pull  down  their 
competitors  and  block  innovation,  that 


might  be  where  government 
blows  the  whistle. 
ASAP:  So  you  think  the 
Microsoft  suit  was  justified. 
ARTHUR:  Yes.  The  case 
against  Microsoft  isn't  that 
they  formed  a  monopoly.  It  is 
not  illegal  to  have  a  monopoly.  The  case 
is  how  they  used  the  monopoly,  and  I 
think  that  the  evidence  is  in  favor  of 
what  the  judge  said:  that  they  misused 
their  monopoly  power. 
D AVI  DOW:  If  you  believe  that  mon- 
opolies sometimes  do  bad  things,  then 
you  need  a  mechanism  that  corrects  the 
problem  in  two  years  and  not  20  years. 
The  current  system  responds  solely  to 
the  problem  after  it  happens.  If  we're 
going  to  see  more  and  more  monopolies 
being  created,  you  need  a  system  that 
acts  more  quickly. 

ARTHUR:  We  are  searching  for  the  pro- 
per role  of  government.  To  define  that, 
rather  than  set  a  lot  of  rules,  we  need 
some  overall  policies.  My  suggestion  is 
that  the  government  should  concern 
itself  greatly  with  innovation,  products, 
and  price.  The  prices  keep  going  down 
anyway  with  most  of  high  tech,  so 
maybe  price  isn't  such  a  big  issue.  The 
big  issue  is  innovation  and  having  no 
incentive  either  to  innovate  or  produce 
products  of  quality  because  there's  an 
abusive  monopoly. 

ASAP:  What  about  a  situation  like  you 
have  with  America  Online,  a  dominant 
content  provider  on  the  Net,  combining 
with  one  of  the  dominant  Old  Economy 
publishers?  Is  that  a  place  where  govern- 
ment should  intervene? 
D  AVI  DOW:  I  can  argue  that  AOL  is 
more  of  a  country  than  a  monopoly. 
You're  an  AOL  customer,  a  virtual  citi- 
zen, and  they  have  certain  rules  of  behav- 
ior, like  privacy  policies.  I  become  deeply 
embedded  in  their  infrastructure,  and  it's 
very  costly  to  switch. 
ASAP:  Then  do  we  need  international 
bodies  to  deal  with  these  new  countries? 
ARTHUR:  World  history  is  more  and 
more  a  story  of  increasing  interconnec- 
tion. As  the  interconnections  happen,  gov- 
erning bodies  suddenly  find  themselves 
losing  control.  In  the  1200s  or  so,  there 
was  no  local  body  that  could  control 


World  history  is  more  and 
more  a  story  of  increasing 
interconnection.  As  the 
interconnections  happen, 
governing  bodies  suddenly 
find  themselves  losing  control. 


international  finances.  Bankers  wece 
sending  out  letters  of  credit  and  financ- 
ing across  countries.  So  you  see  a  grad- 
ual widening  of  government  from  village 
councils  to  town  meetings  to  states  in  the 
United  States,  or  principalities  in  Ger- 
many, and  then  national  states.  Now  we 
have  an  international  virtual  community 
that's  gone  up  almost  overnight.  No 
national  government  can  control  that. 
What  is  likely  to  happen  is  some  close- 
knit,  informal  group  of  people  will  start 
setting  up  policies. 

D  AVI  DOW:  As  an  example  of  that,  I 
actually  believe  that  a  group  of  banks  will 
get  together  and  create  a  commodity- 
referenced  world  currency.  What  I  could 
envision  is  two  or  three  competing  pri- 
vate currencies,  where  I  would  choose 
between  them.  You've  got  to  think  about 
quasi-international  forms  of  govern- 
ment, which  are  probably  going  to  be 
domain  specific. 

ASAP:  Within  a  nation,  you  can  enforce 
your  own  rules,  but  when  you  are  talk- 
ing about  these  ad  hoc  groups,  how  da 
you  enforce  those  rules? 
D  AVI  DOW:  You  could  argue  that  the 
market  might  enforce  them  by  provid- 
ing people  a  choice. 

ASAP:  What  can  we  as  a  society  do  toj 
buffer  ourselves  against  the  types  of  dis- 
ruptions that  could  become  more  conn 
mon  as  we  grow  more  interconnected? 
ARTHUR:  Anytime  you  have  disasters, 
you  very  quickly  arrange  to  bypass  tech-j 
nology.  The  worst  thing  is  to  have  a  sys-j 
tern. where  nothing  happens,  and  then 
suddenly  you  get  a  major  disaster. 
D  AVI  DOW:  From  a  government  point 
of  view,  one  wonderful  policy  thing  would 
be  to  sit  down  and  say,  "Where  are  wej 
highly  interconnection-dependent,  and 
where  is  that  going  to  be  the  cause  on 
major  social  and  economic  problems  in 
the  future?"  And  then  you  say,  "Do  f 
wait  until  I  have  the  crisis,  or  do  I  want 
to  try  and  deal  with  it  ahead  of  time?"  ■ 
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Whatever  the  market  and  whatever  your  profile,  Alcatel  puts  the  success  in  your  access.  Because  with  Alcatel  LMDS, 
you  get  a  total  solution  that's  tailored  to  meet  your  network's  —  and  your  customers'  —  unique  needs.  At  Alcatel,  we  lead 
the  way  in  Broadband  Wireless  Access  technology  with  a  complete  portfolio  of  end-to-end,  fully  integrated  network 
solutions  and  services.  Which  means  you'll  be  able  to  satisfy  everyone  in  the  market.  With  Alcatel,  you  can  deliver 
high-speed  data  services  not  only  to  large,  small  and  medium-sized  companies  but  also  to  SOHOs  and  professional  people. 
In  weeks.  With  Alcatel  LMDS,  rollout  is  fast.  Buildout  is  on  demand.  Already  a  number  of  major  operators  worldwide  have 
opted  for  the  Alcatel  Solution.  Competition  is  neck  and  neck  in  the  golden  mile.  Alcotel  LMDS  speeds  you  into  the  lead. 
Alcatel,  world  leader  in  LMDS. 
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ARCHITECTS  OF  AN  INTERNET  WORLD 


AN  INTRODUCTION 


[Luck] 


HAVE  IT 

Even  in  high  tech,  smarts  and  hard  work 
aren't  always  enough 


orget  risk  analysis  and  black-shoal 
computations.  Put  aside  Moore's  and 
Metcalfe's  Laws.  When  you  get  right 
^ J  down  to  it,  the  key  to  success — and 
disaster — in  the  digital  age  is  blind, 
I  dumb  luck.  Ultimately,  luck  is  the 

nly  explanation  why  great  products,  companies, 
nd  people  fail  while  their  mediocre  counterparts 
ecome  legends. 

By  good  or  bad  "luck"  we  don't  mean  mere  suc- 
;ss  or  failure,  or  fate,  or  even  hard  work.  We  mean 
ure  chance — an  event  outside  of  human  control,  a 
irning  point  that  is  completely  unforeseen,  that 
ays  a  visit  one  dark  and  stormy  night  (or  in  Silicon 
alley,  one  warm  and  sunny  day)  and  changes  your 
fe,  your  business,  and  your  future  forever. 

Good  luck  is  Jeremy  Cicurel  narrowly  missing  a 
eadly  plane  crash  because  of  a  job  interview  at 
le  Internet  ad  agency  DoubleClick.  (Okay,  that's 
reat  luck.)  Luck,  for  Matthew  Szulik,  CEO  of  Red 
[at,  was  the  chance  alignment  of  three  separate 
>rces  that  ultimately  produced  one  of  the  biggest 
'Os  in  history. 

Lady  Luck  has  been  there  from  the  genesis  of 
le  computer  industry  and  continues  to  exert  her 
nmeasurable  influence  every  day.  Yet  that's  sorae- 
ling  we  don't  want  to  hear.  In  fact,  to  get  right 
own  to  it,  we  fear  luck.  To  accept  the  role  of 
lance  in  our  lives  means  we  must  admit  that  our 
ctories  are  not  entirely  our  own,  that  in  some 
ay  we  might  be  undeserving  of  our  success.  Such 
:lf-doubt  is  a  major  motivating  factor  for  many 
:rial  entrepreneurs  ("I'll  prove  luck  had  nothing 
>  do  with  it  by  succeeding  twice").  It's  also  why 
>me  CEOs  we  approached  for  this  special  section 
mnned  the  topic  as  if  it  were  a  virus — including 
le  "luckiest"  CEOs  we  know. 

High  tech,  after  all,  is  a  high-risk,  high-return 
ime  in  which  things  happen  so  fast  that  all  we've 
3t  is  luck  and  a  golden  gut.  Perhaps  only  in  mili- 
iry  battle  is  sheer  luck  more  a  defining  factor  of 
utcome  than  it  is  in  high  tech  entrepreneurship. 
k>  wonder,  when  asked  what  qualities  he  looked 
>r  in  his  marshals,  Napoleon  Bonaparte  reportedly 
lid,  "Only  one  thing:  I  ask  that  they  be  lucky." 
ERIC  W.  PFEIFFER  AND  MICHAEL  S.  MALONE 
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characterize  everyone  I've  ever  known 
in  the  technology  business  as  either  lucky  or 
unlucky — there  aren't  many  in  between. 
This  is  because  the  rewards  of  the  business 
are  so  lottery-like.  If  you  haven't  achieved 
unimaginable  wealth,  then,  obviously,  you 
haven't  been  lucky.  Demonstrable  compe- 


tence, above-average  accomplishments,  long  and  meritorious 
careers,  or  pioneering  innovation  can  easily  seem  like  bad  luck, 
or  at  least  no  luck,  if  you  haven't  also  hit  the  jackpot. 

Because,  in  the  end,  when  you're  talking  about  the  lottery — 
about  the  mood  of  the  market,  about  the  swing  of  the  Zeitgeist, 
about  the  chance  positions  of  the  sun  and  moon — it  doesn't 
really  matter  what  advantages  you  bring  to  the  table.  It  takes 
something  else,  something  incalculable  and  ineffable,  to  cross 
over  to  the  other  side — to  have  your  numbers  come  up. 

"To  be  smart  and  hardworking  is  just  the  ticket  into  the 
casino,"  said  David  Margolese,  one  of  the  founders  of  Cantel, 
Canada's  biggest  wireless  company  (who  now  has  made  a  $1.5 
billion  bet  on  a  satellite  radio  play),  when  I  asked  him  recently 
to  try  to  analyze  the  factors  in  his  success.  "When  you  try  to 
analyze  it,  success  is  just,  well,  luck." 

One  of  the  big  problems,  in  fact,  with  evaluating  business 
plans,  which  are  supposed  to  be  a  road  map  to  success,  is  try- 
ing to  apply  rational  standards  to  distinguish  one  from  the 
other.  The  thing  is  that,  having  applied  the  obvious  and  logical 
standards,  you're  still  left  with  a  frightening  number  of  busi- 
ness plans  that,  by  every  measure,  seem  as  solid  and  as  likely  to 
be  successful  as  the  others.  But  even  with  maximally  competent 
management,  vast,  deep  pockets  of  capital,  consummate  mar- 
ket positioning,  and  amazing  technology  development,  only  a 
few  will  work.  An  unpredictable  few.  In  other  words,  we're  in 
the  land  of  random  theory,  which  is  the  luck  of  the  draw,  by 
any  other  name.  Happenstance,  caprice,  lightning  striking. 

Indeed,  the  technology  business,  by  placing  enormous  value 
on  companies  without  a  performance  history,  companies 
entirely  dependent  on  a  speculative  future,  has  institutional- 
ized this  quality  of  luck. 

Certainly  the  venture  capital  business  model  makes  luck 
part  of  the  algorithm.  You  fund,  say,  six  businesses  because 
each  measures  up  to  the  firm's  standards  of  what  makes  a 
business  a  potential  1,000%  rate-of-returner  (beautiful  scala- 
bility, massive  barriers  to  entry,  long  global  reach,  and  so 
forth).  But  on  the  other  hand,  no  matter  what  a  brilliant  and 
farseeing  VC  you  are,  no  matter  how  many  times  you've  hit 
home  runs  before,  you  know  that  only  one  of  these  six  will 
make  it — except  you  don't  know  which  one.  Just  the  one  that 
has  the  right  amount  of...  luck.  And  such  luck,  such  lottery 
luck,  will  pay  for  the  five  others  without  luck.  But  try  as  you 
might,  even  looking  at  all  that  money  there  on  the  table,  you 
can't  define  what  that  luck  thing  is.  Just  ...stuff  happens. 

You  take  an  average  guy  and  suddenly,  something  trans- 
forms him.  We  the  nonsuccesses,  or  not-yet  successes,  spend  a 
lot  of  time  trying  to  figure  out  what  that  is. 

A  problem  with  Michael  Lewis'  lovely  portrait  of  Jim  Clark 


WHAT'S  LUCK  GOT... 


in  his  book  The  New  New 
Thing  is  that  the  portrait  fails 
to  explain  Clark's  success 
credibly.  At  the  end  of  the 
book,  you're  still  left  wonder- 
ing how  success  happened  to 
this  guy.  Indeed,  you  sort  of 
think,  given  the  oddness  of 
the  guy,  the  unsociali/ed  qual- 
ity, even  the  self-destructive  strain,  that  it  shouldn't  have 
happened.  Clearly,  something  big  upset  the  equation,  the 
logic  of  fate.  What  could  it  have  been?  Other  than  that  Jim 
Clark  was  one  hell  of  a  lucky  son  of  a  bitch. 

There  was  a  time,  I  can  believe,  when  character  and 
personal  determination  could  go  a  long  way  in  explaining 
success.  Horatio  Algerism  (or  even  Willy  Lomanism) 
meant  that  with  hard  work,  a  good  shoe  shine,  and  a 
ready  smile,  most  anyone  could  do  well — be  an  execu- 
tive, have  one  of  the  better  houses  in  the  neighborhood, 
take  a  nice  trip  or  two  every  year.  Certainly,  there  was 
room  (and  still  is)  for  many  people  at  that  upper-middle- 
class  level.  That's  the  American  dream — or  yesterday's 
American  dream.  But  now,  in  an  age  when  the  top  has 
been  winnowed  and  placed  up  on  some  farther,  higher 
pinnacle,  when  being  at  the  top  is  not  a  generalized  expe- 
rience but  sui  generis,  indeed  a  striking  anomaly,  the 
process  of  getting  there  is,  well,  something  other  than 

LUCK  IS  WHAT  YOU  HAVE  (OR  WHAT 
YOU  DON'T  HAVE)  WHEN  YOU  RUN  OUT 
OF  MONEY,  TIME,  AND  BRAINPOWER. 

procedural.  It  demands  uniqueness,  some  odd  occurrence, 
a  random  mutation,  to  set  you  apart — which  is,  surely, 
another  name  for  luck. 

Take  even  innovation,  the  bedrock  of  technological 
accomplishment,  advancement,  and  profits.  On  the  one 
hand,  high  tech  mythology  lends  innovation  a  kind  of 
Marxist  inevitability — i.e.,  the  historical  force  of  a  new 
and  better  idea.  On  the  other  hand,  anyone  who  has  been 
actively  involved  with  technology  development  knows 
that  innovation  is  a  convoluted  process  wherein  the  best 
and  cleanest  and  most  intelligent  approach  is,  as  often  as 
not,  edged  out  by  not  only  a  wilier  competitor  but,  even 
more  significantly,  a  luckier  one. 

Luck  is  what  you  have  (or  what  you  don't  have)  when 
you  run  out  of  money,  time,  and  brainpower. 

While,  for  instance,  there  were  many  signal  moments  in 
the  struggle  between  the  Macintosh  and  Windows  view  of 
life,  my  favorite  moment  was  v/hen  Apple  decided  not  to 
fight  it  out  sale  by  sale  but  to  sue.  This  was  the  famous 
look-and-feel  lawsuit,  in  which  Apple  took  the  position 
that  it  owned  the  desktop  and  the  windows  metaphors. 
But,  as  the  trial  lawyers  say,  you  never  can  predict  what 
will  happen  in  court — whether,  that  is,  you  will  be  unlucky 
or  lucky — and  Apple,  rolling  the  dice,  lost. 


Of  course,  obviously  Micro- 
soft did  not  learn  much  fromj 
that  particular  lesson  about 
courtrooms  and  luck.  It  was 
willing  to  go  to  trial  in  the 
government's  antitrust  law- 
suit instead  of  settling  thej 
matter  because  it  was  arrogant 
enough  to  believe  that  it  was 
not  unlucky  (or  arrogant  enough  to  believe  it  didn't  need| 
luck).  Its  reckless  belief  that  God  was  on  its  side  (perhaps 
another  expression  of  luck)  has  now  left  Microsoft  betting 
that  either  the  high  courts  or  a  new  president  will  offer  it1 
a  way  out  of  its  coming  demise. 

Now,  just  because  luck  is  indefinable  does  not  mean  it 
cannot  be  deconstructed,  and  that  you  cannot  maximize ' 
the  probabilities  that  you  will  be  one  of  its  recipients.  That 
we  make  our  own  luck  is,  of  course,  the  most  famous  i 
thing  ever  said  about  luck.  Much  of  business  is,  in  fact,  a| 
process  of  trying  to  manage  the  luck  variable. 

If  you  stand  in  traffic  long  enough,  according  to  a| 
slightly  depressed  former  business  partner  of  mine, 
sooner  or  later  you'll  get  hit  by  a  car. 

In  some  sense,  that  is  what  much  of  the  community  of! 
the  ambitious — most  especially  in  the  technology  busi- 
ness—  is  doing,  trying  to  position  itself  for  the  good  luck 
we  know  is  out  there.  We  rush  toward  some  virtual  red- 
hot  center  of  the  intersection  of  ideas,  money,  people, 
and  publicity.  This  involves  many  of  the  same  things 
that  seeking  power  and  wealth  have  always  involved- 
knowing  the  same  people  (have  you  had  your  meeting 
with  John  Doerr?),  ideally  going  to  the  same  schools 
(Stanford,  Harvard  Business  School,  MIT),  being  in  geo- 
graphic proximity  to  the  people  you  want  to  know  and! 
who  want  to  know  you  (to  see  and  be  seen). 

The  goal,  of  course,  is  to  be  in  the  right  place  at  the 
right  time.  That  is  the  essence  of  luck:  the  chance  meeting 
of  a  good  idea  and  willing  amount  of  money;  fortuitous 
publicity;  the  happenstance  of  being  in  Schwab's  Drug 
Store  or,  in  this  age,  at  any  conference  designed  to  make 
the  meeting  of  who-you-need-to-meet  a  little  less  ran- 
dom; and,  certainly,  the  fact  that  your  plans  and  desires 
happen  to  converge  with  a  raging  bull  market. 

The  random  collision  of  a  particular  protein  and  its 
life-starting  acid  is  what  we're  waiting  for. 

What  luck  is  about,  what  it  is  an  acknowledgment  of 
and  shorthand  for,  is  that,  even  after  the  most  meticulous 
planning  in  the  world,  there  is  a  frightening  set  of  vari- 
ables that  we  cannot  control.  This  is  some  ironic  justice, 
of  course,  because  what  the  technology  business  is  most 
about  is  control — the  automation  of  the  variable. 

Now,  however,  here  we  are,  having  controlled  all  that 
can  be  controlled.  Patents  in  place.  Management  team 
in  order.  Crackerjack  development  guy  on  the  job.  War 
chest  banked.  PR  firm  hired.  With  all  that,  you're  still  not 
much  without  a  little  bit  of  luck.  ■ 

Michael  Wolff  is  the  media  columnist  for  New  Yorkj 
magazine.  He  is  the  author  of  Burn  Rate,  a  best-seller. 
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WHEN  PROFESSIONALS  m 

the  most  demanding  customer 
sendee  environments  evaluate 
all  the  e-customer  relationship 
management  (eCRAI)  options, 
they  choose  Synchronv — the 
only  solution  that  gives  vou 
a  single  view  of  a  customer  no 
matter  how  they  contact  vou. 

Synchrony  Preferred  by 

-  '  ■  .">■'..' 

customer  service  leaders 

worldwide.  .  '  - 

Call  877-796-2663. 

E  -m  a  i  1  info  @  s}"ii  chr  o  ny .  n  e  t . 

Or  visit  www.synchrony.net. 
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CEOs,   VCs,   AND  OTHERS 
TELL  THEIR  TALES 


G 


etting  CEOs  and  other  tech  titans  to  talk  about  luck  is 
about  as  easy  as  getting  President  Clinton  to  talk 
about  sex.  Often,  in  fact,  the  more  famous  and 


successful  they  are,  the  more  they  believe  their  own  hype  (or  the  more  they 
need  others  to  believe  their  hype).  Futurist  Paul  Saffo  sums  it  up  this  way: 
"The  majority  of  these  big-ego  CEOs — if  you  ask  them  the  question,  'Don't 
you  feel  lucky?' — are  going  to  punch  you  in  the  nose."  Funny  Saffo  should  say 
that.  Bill  Gates,  Michael  Dell,  Scott  McNealy,  John  Chambers,  and  a  host  of 
other  bigwigs  did  just  that — gave  our  reporters  a  "no"  right  to  their  snoots. 
But,  fortunately,  other  leading  thinkers  and  entrepreneurs  were  much  more 
gracious  and  forthright.  Here  are  their  luck  stories. 


SECOND  CHANCE 

"At  the  end  of  the  day,  I  can't  single  out  any  one  person  as 
the  unluckiest. ...But  then  there  are  the  people  who  have  died." 

— Sanjay  Kumar,  president  and  CEO  of  Computer  Associates, 
a  leading  business  software  company 

JEREMY  CICUREL,  director  of  project  management  at  Double- 
Click,  an  Internet  advertising  company: 

"If  it  weren't  for  my  interview  with  Kevin  Ryan,  CEO  of 
DoubleClick,  I  would  not  be  alive  today.  It  was  the  last  week 
of  August  1998,  and  I  was  preparing  to  go  on  vacation  with 
my  fiancee.  At  the  time,  I  was  a  management  consultant  with 
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KPMG,  but  I  had  a  keen  interest  in 
DoubleClick.  I  thought  it  was  an 
incredible  company,  and  I  very  muchj 
wanted  to  work  there. 

"I  had  some  introductions,  but  II 
really  wanted  to  interview  with  Kevin  | 
Ryan.  Unfortunately,  he  was  just  too 
busy  that  week,  but  he  said  he  could  j 
meet  with  me  the  following  Thursday,  , 
September  3.  We  were  planning  to  I 
travel  to  Israel  via  Geneva,  on  Wednes- 
day, September  2.  Still,  it  was  so  impor- 
tant for  me  to  meet  with  Kevin  that  we  I 
changed  our  reservations  to  Thursday 
night  after  the  interview. 

"On  Wednesday,  September  2,  the  I 
Swissair  MD-11  aircraft  we  were  supposed  to  be  on  crashed 
off  the  coast  of  Nova  Scotia.  All  215  passengers  and  14| 
crew  members  perished. 

"I  heard  about  it  the  next  morning  from  a  colleague  who 
said,  'By  the  way,  did  you  hear  about  that  Swissair  plane  that 
crashed?'  and  my  reaction  was,  'What?!  I  am  flying  on  Swissair 
tonight!'  The  funny  thing  is  that,  although  I  knew  I  could  have; 
been  on  that  flight,  I  was  so  busy  that  day  that  it  didn't  really 
hit  me  until  I  got  to  the  airport.  Then  I  realized  what  it  was. 

"My  reaction  was  to  pray,  as  I'm  a  believer,  but  I  think 
anyone  would  have  prayed  after  such  an  experience.  I  feel | 
lucky  to  be  alive,  but  I  think  we  are  all  lucky  to  be  alive." 


[Luck] 


iRNO  PENZIAS,  venture  capitalist  and  1978  Nobel  Prize  witt- 
er in  physics  for  his  work  proving  the  big  bang  theory: 

"I  was  23  and  in  the  army.  It  was  during  the  winter,  early 
a  1956.  I  was  stationed  in  Fort  Devens,  Massachusetts.  I  had 
lorrowed  a  car  and  was  on  a  real  small  country  road,  going 
long  about  30  miles  per  hour,  which  was  the  speed  limit.  It 
eemed  to  be  a  dry  road.  All  of  a  sudden  I  hit  a  patch  of  ice, 
nd  the  car  decided  to  go  sideways.  Another  car  was  coming 
he  other  way  exactly  at  me. 

"I  didn't  have  a  seat  belt  on.  Cars  didn't  come  with  seat 
ielts  then.  I  had  bought  a  set  of  seat  belts  through  mail  order 
nd  installed  them  on  my  1947  Frazer.  But  my  wife  was  driv- 
rig  that  car  on  her  way  to  work.  She  had  to  take  the  same 
oad  as  me  and  was  driving  a  few  minutes  behind  me. 

"Just  as  I  was  about  to  hit  the  oncoming  car,  the  last  thing 
said — and  this  is  not  nice  for  a  religious  person — the  last 
hing  I  said  was,  'Oh,  shit!'  I  was  thrown  from  my  own  car. 
S^hen  I  woke  up  lying  on  the  ice,  my  wife  was  standing  over 
ne.  I  had  a  small  bump  on  my  head,  but  I  was  fine.  At  first  I 
lidn't  realize  I  had  been  in  an  accident.  Then  I  went  into  a 
otal  problem-solving  mode.  I  began  figuring  out  what  was 
vrong  with  the  car  and  how  to  get  to  work.  It  wasn't  until 
ater  that  I  thought  how  lucky  I  was." 

rOUNG  LUCK 

'It's  better  to  be  lucky  early  in  life.  And,  you  know,  that's 
vhere  I've  been  so  fortunate."  — Arthur  Rock,  Silicon  Valley 
noneer  and  venture  capitalist 


TIM  WILSON,  cofounder  of  Solutionlnc,  a  developer  of  soft- 
ware that  helps  people  connect  to  the  Internet,  based  in  Hali- 
fax, Nova  Scotia: 

"Everything  I  learned  about  luck  I  learned  from  my  grandfa- 
ther. In  the  1930s,  in  Newfoundland,  he  was  in  the  lumber 
business.  One  day,  a  couple  of  big  black  limousines  came  up 
the  road,  and  out  stepped  members  of  the  U.S.  National  Secu- 
rity Agency.  They  hauled  my  grandfather  over  to  the  limou- 
sines and  had  him  swear  to  secrecy.  This  was  before  Pearl 
Harbor.  They  said  it  was  just  a  matter  of  time  before  the 
United  States  entered  the  war,  and  when  it  did,  it  was  going  to 
need  to  be  ready.  They  wanted  to  build  the  largest  aircraft 
base  off  of  U.S.  soil  on  my  grandfather's  leased  land.  And 
they  wanted  my  grandfather  to  build  it.  That  turned  out  to  be 
Harmon  Air  Force  Base,  and  aircraft  that  flew  to  and  from 
Europe  landed  there.  It  was  a  great  government  contract  and 
was  one  of  the  key  reasons  why  my  grandfather  was  ulti- 
mately able  to  build  the  largest  construction  company 
in  Newfoundland. 

"I  used  to  spend  a  lot  of  time  with  my  grandfather,  and  he 
would  always  say,  'A  good  businessperson  always  positions 
himself  for  a  lucky  break.'  Well,  in  1988,  I  got  out  of  business 
school  and  went  to  work  in  the  steel  industry  in  sales.  Eventu- 
ally, I  was  looking  around  for  another  job.  I  happened  to  call 
upon  one  of  our  accounts,  Anixter  International,  a  large  com- 
pany based  in  Illinois.  It  happened  that  the  manager  was  also 
from  Newfoundland.  I  could  tell  from  his  accent.  Newfound- 
landers are  a  tight  bunch,  and  we  look  out  for  each  other.  I  told 
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LEVERAGING  LUCK 


him  I  thought  it  would  be  cool  to  work  in  communications, 
and  he  said  they  just  happened  to  be  looking  for  someone,  but 
it  was  too  bad  that  I  didn't  know  anything  about  communica- 
tions. I  told  him  I  was  a  quick  learner,  and  he  hired  me.  That 
was  eight  years  ago,  and  ever  since,  I've  taken  to  communica- 
tions and  networks  like  a  fish  to  water.  As  my  grandfather  said, 
'You  can  position  yourself  for  luck,  but  you  still  have  to  hope 
those  limousines  come  down  the  road.' " 

JIM  CLARK,  founder  of  Netscape: 

"My  luckiest  day  was  when  I  realized  that  education 
was  something  to  look  forward  to  rather  than  to  be  avoided. 
This  occurred  for  me  when  I  first  did  well  in  a  Navy  class- 
room as  a  17-year-old  high  school  dropout — a  lucky  accident 
of  circumstances.  Other  than  that,  Net- 
scape's IPO  [initial  public  offering] 
was  pretty  good." 

BAD  LUCK 
TURNED  GOOD 

"I  have  often  been  unable  to 
define  whether  an  event  is  good  luck 
or  bad  luck  in  the  last  analysis." 

— Paul  Baran,  coinventor  of  packet 
switching,  a  technology  that  made  the 
Internet  possible 

CAROL  BARTZ,  chairperson,  presi- 
dent, and  CEO  of  software  company 
Autodesk: 

"I  had  two  weeks  off  before  starting 
at  Autodesk,  during  which  time 
I  finally  scheduled  all  the  doctor 
appointments  I'd  been  neglecting  over 

the  years.  I  was  diagnosed  with  breast  cancer  on,  literally,  the 
first  day  of  the  job. 

"That  was  the  unluckiest  moment  of  my  career.  At  the  time, 
I  actually  remember  having  these  thoughts:  Quit  and  crawl  in  a 
hole,  or  just  do  it.  And  my  grandmother  never  told  me  that 
part  about  quit  and  crawl  in  a  hole.  So  that  wasn't  an  option.  I 
convinced  my  surgeons  to  wait  a  month,  which  they  normally 
don't  like  to  do.  I  waited  a  month,  got  a  couple  of  management 
people  in  place,  and  told  the  company  I'd  be  back  in  six  weeks. 
I  did  surgery,  chemotherapy,  just  kept  going. 

"That  was  a  pretty  unlucky  thing  to  have  happen,  getting 
cancer.  But  thinking  back  on  it,  there  was  an  element  of  luck, 
too.  Because  I  took  the  job,  I  took  that  time  off,  and  because  I 
had  that  time  off,  I  went  to  the  doctor,  and  because  I  went  to 
the  doctor  at  that  stage,  I  got  treatment  and  I'm  here  to  tell 
about  it.  Taking  the  job  at  Autodesk  probably  saved  my  life." 

TOM  PETERS,  author: 

"The  reason  In  Search  of  Excellence  got  written  was  that  I 
was  in  a  car  accident.  I  was  on  my  way  to  an  event,  and  I  had 
a  house  at  Sea  Ranch  [north  of  San  Francisco],  and  I  was  on 
that  road  that  goes  across  the  Russian  River.  I  got  hit  head 
on.  I  ended  up  at  home  with  a  snapped  Achilles  tendon  and 
so  on,  and  that's  when  I  actually  started  writing  the  book, 
which  I  never  had  any  particular  intention  to  write." 


SCIENTIFIC  SERENDIPITY 

"Ninety  percent  of  anything  that  wound  up  good  for  me 
started  with  some  kind  of  luck."  — Carver  Mead,  a  noted 
scientist  and  founder  of  Foveon,  a  world-class  camera 
manufacturer 

HORST  STORMER,  a  chief  scientist  at  Lucent  Technologies'  Bell 
Labs  and  a  physics  professor  at  Columbia  University,  shared  a 
Nobel  Prize  for  physics  for  discovering  the  fractional  quantum 
Hall  effect,  which  showed  that  electrons,  when  placed  under 
extreme  conditions  inside  a  semiconductor,  can  form  "baby"  elec- 
trons. Stormer's  discovery  created  whole  new  fields  of  research  in 
physics  and  could  lead  to  the  development  of  faster  chips. 

"The  discovery  that  won  us  the  Nobel  Prize  was  pure, 
dumb  luck.  I  think  it  happens  in  science  a 
lot.  You  go  out,  you  dig  in  someplace, 
and  you  find  something  that  you  just 
would  not  have  expected  at  all.  So, 
in  our  case,  that's  what  it  was.  It 
happened  one  October  night  at  the 
MIT  magnet  lab.  It  is  a  loud,  noisy, 
and  hot  place.  We  were  testing  a 
theory  that  dealt  with  electrons  and 
how  they  react  in  high-magnetic,  low- 
temperature  fields.  We  thought  the  elec- 
trons would  crystallize. 

"Dan  Tsui,  my  colleague,  and  I 
were  standing  together,  and  a  blip 
came  up  on  a  recorder.  He  joked, 
'Quarks!'  (You  have  to  have  a  bit  of  a 
physics  background  to  find  that 
funny.)  We  both  really  laughed 
about  it,  but  it  turned  out  that  he 
was  on  to  something.  We  investigated 
the  blip  further,  and  it  showed  that  the  electrons  didn't  crys- 
tallize but  instead  formed  a  special  kind  of  liquid,  a  new  kind 
of  quantum  liquid.  That's  what  ultimately  led  to  the  fractional 
quantum  Hall  effect. 

"Without  Dan  Tsui's  joke,  we  wouldn't  have  paid  attention 
to  the  blip  at  that  moment.  There's  a  piece  of  paper  record- 
ing the  results.  But  you  very  often  miss  a  blip  because  you  say, 
'Oh,  that's  not  a  real  blip.  That  cannot  be  right!'  and  just  go 
on  to  the  next  sample  and  never  look  at  it  again.  I  bet  there 
are  people  out  there  who  sort  of  turn  over  every  night  in  bed 
and  still  think,  'Had  I  only — had  I  only  done  this,  had  I  only 
done  that,  I  would  have  gotten  the  Nobel  Prize.' " 

REALLY  BAD  LUCK 

"  Some  unlucky  things  may  happen,  but  in  the  high  tech  world 

you've  got  to  keep  going... n — Mika  Salmi,  founder  and  CEO 
of  AtomFilms,  an  online  entertainment  company 

JIM  OLSON,  president  and  CEO  of  SkyStream  Networks,  a 
company  that  develops  routers  for  network  broadcasts: 
"In  1995,  I  decided  against  accepting  a  job  as  chief  operating 
officer  with  a  major  wireless  technology  provider.  Frankly,  I 
wasn't  positive  of  what  they  could  do  in  the  long  run,  although 
I  was  sure  of  what  I  could  do  for  them.  I  turned  down  the  offer. 
Their  stock  didn't  do  much  for  about  three  years  and  then 
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LEVERAGING  LUCK 


increased  fivefold  in  one  year.  According  to  my  calculations, 
that  was  a  $190  million  unlucky  moment  in  my  career." 

MARK  CUBAN,  owner  of  the  Dallas  Mavericks  and  the 
cofounder  and  former  CEO  of  Broadcast.com,  an -online 
provider  of  audio  and  video  acquired  by  Yahoo  in  july  1999: 
"The  unluckiest  moment  of  my  career  was  when 
Broadcast.com  had  a  huge  deal  with  Microsoft  for  more  than 
$20  million  in  services  over  a  three-year  period.  It  would  have 
more  than  doubled  our  sales.  We  went  up  to  Microsoft  for 
a  couple  days  and  worked  around  the  clock  to  prepare  docu- 
ments for  signing.  We  left  the  documents  there  and  went  home 
thinking  it  was  going  to  be  a  done  deal.  We  were  supposed  to 
close  the  next  day,  but  when  we  got  home,  basically  we 
found  out  the  Microsoft  VP  in  charge  of  the  deal  quit  the 
company,  leaving  us  high  and  dry.  We  salvaged  a  tiny  bit  of 
the  deal,  but  95%  of  it  crashed  and  burned." 

JIM  OLSON,  president  and  CEO  of  SkyStream  Networks: 
"I  had  traveled  to  Denver  in  1998  for  a  meeting 
that  was  a  marquee  event  for  SkyStream. 
Sealing  the  deal  with  this  customer  would 
really  validate  our  technology.  Well, 
walking  out  the  door  of  the  Adam's 
Mark  Hotel  in  downtown  Den- 
ver, on  my  way  to  this  early- 
morning  meeting,  I  came 
face  to  face  with  a  member 
of  a  SWAT  team.  I  was  ush- 
ered back  into  the  hotel 
and  not  allowed  to  leave 
for  over  an  hour.  This 
major  client  was  waiting 
while  I  was  delayed  by 
a  law  enforcement  crisis 
unfolding  on  the  hotel  grounds. 

"By  the  time  I  got  the  car  out  and  could  leave  for  the  meet- 
ing, I  actually  debated  whether  I  should  just  reschedule  and 
drive  straight  to  the  airport.  But  at  the  last  minute,  I  decided 
to  show  up,  more  than  an  hour  late.  And  it  was  a  good  thing 
I  did.  It  turned  out — and  I  didn't  know  it  at  the  time — that  it 
was  crucial  I  showed  up  for  the  meeting  or  the  customer 
would  not  have  signed  on.  It  really  was  a  case  of  overcoming 
the  bad  luck  that  was  thrown  my  way." 

THE   LUCKY  BREAK 

"Were  those  lucky  breaks?  I'm  a  religious  man,  and  I  think 
God  obviously  had  a  plan  for  a  wayward  boy  to  end  up  a 
graduate  of  Stanford  Graduate  School  of  Business."  — John 
Mumford,  venture  capitalist 

MIKA  SALMI,  founder  and  CEO  of  AtomFilms,  an  online 
entertainment  company: 

"The  unluckiest  time  in  my  career  was  when  I  came  out  of 
undergraduate  school  in  '87.  I  wanted  to  w  ork  in  the  entertain- 
ment business;  it  was  all  I  wanted  to  d  >.  I  was  in  a  band; 
I  was  a  deejay.  I  sent  out  well  over  100  resumes  and  cover  let- 
ters. I  sent  them  to  movie  companies,  record  companies — any- 
one I  could  find.  Nothing.  I  got  zero  response.  I  had  no  connec- 


tions, and  my  letters  went  right  into  the  wastebasket,  I'm  sure. 

"I  went  to  New  York  and  got  a  job  at  a  bank  doing  com- 
puter programming.  Really  exciting  job.  I  was  still  deter- 
mined to  make  it  happen,  but  I  thought,  'This  is  unlucky.' 
So  I  got  a  job  as  a  deejay.  Some  guy  saw  me  and  said, 
'Hey,  what  do  you  do  during  the  day?'  I  said,  'I  work  at  a 
bank.'  He  said,  'What  do  you  do  that  for?'  He  ended  up 
helping  me  get  a  job  for  TVT  Records.  This  was  in  May 
1988.  I  was  doing  computer  programming,  marketing, 
and  sales.  TVT  was  small,  about  16  people.  I  went  out  to  a 
concert  on  Halloween  in  1988,  and  the  opening  band 
was  called  Nine  Inch  Nails.  It  was  their  second  concert  ever, 
and  I  just  thought  they  were  the  best.  I  went  and  talked 
to  the  singer  [Trent  Reznor],  pursued  them,  and  ended 
up  signing  them.  The  head  of  the  company  did  not  like 
the  music  at  all,  and  I  had  to  do  a  whole  analysis.  I  was 
very  passionate  about  it,  and  I  got  it  to  happen.  The  very 
first  band  I  ever  signed — even  tried  to  sign  —  is  still  in 
existence  12  years  later.  Bands  don't  usually  last 
that  long!" 

ALBERT  YU,  senior  vice  president  at  Intel, 
responsible  for  the  development  of  Intel's 
microprocessor  chips: 

I  can  definitely  point  to  a  moment 
when  luck  changed,  or  at  least 
shaped,  my  life.  This  was  in 
1967.  I  had  just  gotten  my 
Ph.D.  from  Stanford  and 
was  starting  to  interview  for 
engineering  jobs.  Remember, 
this  was  more  than  30  years 
ago  and  there  wasn't  much 
activity  in  California.  Most 
of  the  engineering  jobs  were 
on  the  East  Coast.  But  there  was 
one  problem.  My  then-wife  was  working  on  her  degree  at  San 
Jose  State  University.  She  still  had  six  months  to  go,  and  it 
would  have  been  difficult  to  move.  So  we  were  stuck  in  Cali- 
fornia for  at  least  six  months.  I  searched  and  searched,  and 
finally  one  job  came  up.  It  turned  out  to  be  at  Fairchild  Cam- 
era and  Instrument  Corp.  in  Palo  Alto.  The  person  who  inter- 
viewed me  was  an  engineer  by  the  name  of  Andy  Grove.  He 
impressed  me.  He  seemed  inquisitive,  intelligent,  and  I  had  a 
feeling  that  we  could  get  along.  Besides,  I  had  nowhere  else  to 
go.  So  I  got  lucky.  Thirty-three  years  later,  we're  still  together 
at  Intel.  Andy  has  led  Intel  to  becoming  the  world's  largest 
semiconductor  company." 

JEAN-LOUIS  GASSEE,  chairman  and  CEO  of  Be  Inc.,  famous 
for  creating  a  new  operating  system: 

"I  had  read  a  job  offer  in  Le  Monde,  a  Paris  newspaper.  It  was 
1968,  during  the  student  riots.  It  was  a  small  ad  from  Hewlett- 
Packard,  which  was  about  to  introduce  the  desktop  computer. 
The  job  was  for  sales  and  product  marketing  and  required 
knowledge  of  mathematics  and  some  fluency  in  English.  I  had 
no  real  high  tech  business  experience  at  the  time,  but  I  applied 
anyway.  The  ad  instructed  applicants  to  send  in  a  resume,  but 
I  didn't  even  know  what  a  resume  was  at  the  time,  so  instead  I 
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LEVERAGING  LUCK 


wrote  a  letter.  The  only  problem  was  that  there  was  a  postal 
strike  going  on  at  the  same  time  as  the  student  riots,  and  I  was 
not  sure  if  the  letter  would  arrive.  I  begged  my  wife  to  take  the 
letter  to  the  HP  office  for  me.  They  got  the  letter,  and  I  was 
called  in  for  an  interview.  I  made  it  through  the  interview, 
and  they  told  me  that  they'd  be  in  touch  in  a  few  days.  I 
couldn't  wait  that  long!  I  suggested  to  them  that  I  step  outside 
of  the  office  for  about  15  minutes;  they  could  confer  among 
themselves  and  then  give  me  their  decision.  They  were  a  little 
shocked  by  my  aggressiveness  and  instead  told  me  that  they 
would  call  me  by  4  p.m.  that  day.  They  called  me  and 
offered  me  the  job.  I  became  a  one-man  sales 
and  marketing  operation  for  HP  in  France.  I 
still  think  of  HP  as  my  godfather.  Reading 
that  ad  was  the  lucky  break  in  my  busi- 
ness career." 

RIGHT  PLACE  AT  THE 
RIGHT  TIME 

"I  was  a  kind  of  Ping-Pong  ball  in 
life  that  landed  in  the  right  place." 

—  T.  /.  Rodgers,  president  and  CEO 
of  Cypress  Semiconductor 

FRANK  QUATTRONE,  head  of  Credit  Suisse 
First  Boston  Technology  Group  and  one  of  the 
country's  premier  technology  investment  bankers: 
"I'd  say  that  75%  of  my  success  has  been  due  to  luck.  In 
1979,  I  left  a  job  at  Morgan  Stanley  in  New  York  to  go 
to  Stanford's  M.B.A.  program,  where  I  got  an  early  glimpse 
into  Silicon  Valley.  I  was  on  the  ground  floor.  I  had  a  profes- 
sor who  would  bring  in  some  of  the  early  pioneers,  like 
Steve  Jobs,  and  I  attended  school  with  people  like  Scott 
McNealy,  Vinod  Khosla,  and  Steve  Ballmer.  I  was  certainly  at 
the  right  place  at  the  right  time.  When  I  was  done  with  my 
M.B.A. ,  top  management  at  Morgan  Stanley  wanted  me  to  go 
back  to  do  M&As  [mergers  and  acquisitions].  They  kept 


saying,  'Why  do  you  want  to  do  $40  million  IPOs  with  com- 
panies like. Cisco  when  you  can  be  doing  $1  billion  M&A 
deals  like  real  men  in  New  York?'  But  I  kept  saying,  'Trust 
me,  it  is  going  to  be  big.' " 

TOM  PETERS,  author: 

"Obviously,  my  moment  in  the  sun  came  with  my  book  In 
Search  of  Excellence.  It's  a  pretty  good  book,  with  bloody- 
goddamn  unbelievably  frigging  lucky  timing.  We  had  10% 
unemployment  here  in  the  United  States.  Inflation  was  run-| 
ning  14%.  Interest  rates  were  running  20%.  There  was  an 
unprecedented  sense  of  urgency — nay,  panic?— | 
around  business  issues  |and  we  addressed 
that  in  the  book]." 

k      THE  WRONG  PLACE  AT 
Wk     THE  WRONG  TIME 

"Look  at  Alexander  Graham  Bell. 
No  one  will  remember  the  guy 
who  arrived  20  minutes  later  than 
Bell  to  the  patent  office  with  thei 
same  idea.  He's  irrelevant."  — Paul] 
Saffo,  futurist 

JEAN-LOUIS  GASSEE,  CEO  of  Be  Inc.: 
"I  was  not  lucky  when  I  believed  an  article  inl 
a  1979  issue  of  Fortune  magazine.  The  article  said| 
that  Exxon  was  going  to  diversify  into  the  information  sys- 
tems business.  When  a  headhunter  called  me  and  asked  me  to| 
be  CEO  of  Exxon  France  Office  Systems,  I  said  yes.  It| 
turned  out  to  be  a  big  mess.  Exxon  was  quite  different  cul 
turally.  It  was  well  managed,  very  orthodox,  and  had  noi 
business  being  with  the  crazies  of  the  computer  business. 
After  that  I  got  a  job  with  Apple,  and  I  remember  walkingi 
into  a  conference  room  and  seeing  Steve  Jobs  sitting  cross- 
legged  on  a  chair  and  picking  his  toenails.  I  knew  immedi- 
ately that  I  belonged  there." 


Killing  the  Kildall  Myth 


The  granddaddy  of  all  hard-luck  tech  stories  is 
the  one  oft  told  about  Gary  Kildall.  In  the  early 
'80s,  IBM  was  looking  for  an  operating  system  to 
use  with  its  new  line  of  personal  computers.  Big 
Blue's  first  stop  was  on  the  doorstep  of  Digital 
Research,  a  company  founded  by  Kildall  in  1974. 
Unfortunately,  Kildall  missed  the  meeting — so 
one  version  of  the  story  goes — because  he  just 
happened  to  be  out  for  a  joyride  in  his  airplane. 
So  instead,  Big  Blue  paid  a  visit  to  a  young  man 
named  Bill  Gates  who  had  his  own  operating  sys- 
tem to  sell,  and  the  rest  is  history. 

The  Kildall  story  is  the  stuff  of  legend,  and 
yet  it  is  not  about  luck.  Kildall  did  not  just  hap- 
pen to  miss  the  IBM  meeting.  He  knew  IBM  was 
coming  to  call  that  day  and,  in  fact,  eventually 


did  meet  with  Big  Blue.  But  Kildall  decided 
against  selling  his  operating  system.  He  did  not 
believe  the  IBM  PC  would  cause  a  paradigm 
shift  and  then  a  revolution.  Furthermore,  his 
wife,  Dorothy  McEwen,  gave  IBM's  proposed 
contract  to  their  lawyer,  who  found  it  danger- 
ously restrictive.  In  exchange  for  $200,000  cash, 
IBM  wanted  exclusive  title  to  Kildall's  operating 
system.  Kildall  was  convinced  that  his  com- 
pany's intellectual  property  was  worth  millions. 
In  the  end,  he  made  a  calculated  business  deci- 
sion, a  decision  that,  granted,  turned  out  to  be  a 
monumental  mistake. 

While  luck  didn't  play  a  role  on  Kildall's  side 
of  things,  it  was  present  in  IBM's  move  to  go 
after  Gates.  After  all,  IBM  might  not  have  even 


heard  of  Gates  if  Mary  Gates  (Bill's  mom)  had] 
not  sat  on  the  board  of  the  same  Seattle  charity! 
as  a  senior  IBM  executive.  Gates  was  lucky,  butl 
he  was  also  smart  enough  to  take  advantage  ofl 
a  serendipitous  situation.  In  fact,  he  took  three) 
chances  that  Kildall  did  not.  First,  he  was  will-! 
ing  to  enter  into  a  restrictive  relationship  with) 
IBM.  Second,  he  insisted  on — and  got — I 
nonexclusive  agreement  that  allowed  him  to  selP 
one  version  of  his  operating  system  to  IBM 
while  he  continued  development  of  a  second,, 
independent  version  that  belonged  to  his  com-! 
pany,  Microsoft.  Third,  he  priced  his  system! 
software  very  low,  banking  on  making  it  up  in 
volume.  It  was  a  marketer's,  rather  than  a  tech-) 
nician's,  approach,  and  it  worked.  KIP  CROSBY 
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LEVERAGING  LUCK 


KEVIN  RYAN,  CEO  of  DoubleClick,  an  Internet  advertising  company: 
"One  of  my  jobs  before  I  joined  DoubleClick  in  1996  was 
working  at  Euro  Disney  for  the  launch  of  Euro  Disney  Park. 
It  was  much  less  successful  than  people  thought  it  would  be, 
which  made  the  whole  experience  much  less  enjo/able.  I 
couldn't  go  out  to  meet  people  in  Paris  without  having  them 
attack  the  project  and  want  to  debate  me  on  the  subject.  We'd 
go  out  to  dinner  and  my  wife  would  say,  'Oh,  here  we  go,  it's 
going  to  be  an  hour  of  Euro  Disney.  Is  it  destroying  French 
culture,  is  it  the  worst — or  best — thing  that's  ever  happened 
to  mankind?' " 

RIGHT  PEOPLE  AT  THE 
RIGHT  TIME 

"The  main  way  of  getting  lucky  in  the 
Valley  is  the  classic  'run  into  someone' 
story."  — Paul  Saffo,  futurist 

ANDY  STERN,  CEO  of  USinternet- 
working,  an  application  service  pro- 
vider (ASP)  that  hosts  and  rents  soft- 
ware over  the  Internet: 
"My  wife  and  I  collect  European  neo- 
Expressionist  and  minimalist  art.  Several  years 
ago,  we  moved  to  Baltimore  and  got  involved  in  the 
Baltimore  Museum  of  Art.  Well,  I  became  a  trustee  on 
the  executive  committee  at  the  museum.  One  of  my  fellow 
trustees  was  a  partner  at  Grotech  Capital  Group,  the  largest 
venture  investor  in  USinternetworking  [USi].  Well,  as  it  turns 
out,  USi  was  looking  for  someone  to  join  as  chief  financial  offi- 
cer. At  the  time,  I  was  with  USF&G,  and  we  were  merging  with 
another  company.  I  was  available,  and  USi  hired  me." 

LOTTERY  LUCK 

"  I  would  say  that  the  luckiest  companies  in  high  tech  now  are 
the  ones  that  went  public  before  March  15  and  got  their  capital 
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OpenSite  Technologies, 
a  Durham,  N.  Carolina- 
based  maker  of  online 
auction  software, 
files  for  an  initial 
public  offering 


Hambrecht  &  Ouist 
(now  Chase  H&Q), 
a  more  prestigious 
and  experienced 
technology  investment 
bank,  steps  in  to  lead 
the  offering 


OpenSite  refiles  for  IPC, 
this  time  with  Goldman- 
Sachs,  an  even 
more  prestigious 
underwriter 


in  the  bank."  — Geoffrey  A.  Moore,  a  venture  capitalist  and 
author  of  Inside  the  Tornado,  Crossing  the  Chasm,  and  The 
Gorilla  Game 

MATTHEW  J.  SZULIK,  CEO  and  president  of  Red  Hat,  a 
provider  of  open-source  software  and  services: 
"The  luckiest  day  of  my  career  was  August  11  of  1999,  when 
Red  Hat  went  public.  It  was  a  turbulent  time  in  the  market. 
As  we  went  through  the  road  show,  there  were  a  lot  of  people 
who  tried  to  convince  us  we  shouldn't  go  out.  But  our 
^^^^^^^^^^^^^^       success  was  a  coincidence  of  three 

very  good  situations:  one,  the 
coincidence  of  antitrust  dealing 
with  Microsoft  that  helped  to 
elevate  our  public  exposure;  two, 
the  tsunami  that  has  become 
the  Internet;  and  three,  the  fact  j 
that  our  software  was  developed 
for  the  Internet  on  the  Internet 
by  users  of  the  Internet.  The 
coincidence  of  those  three  activi- 
ties propelled  Red  Hat  onto  a 
global  stage.  It  allowed  us  toj 
become  the  first  mover  in  a 
brand-new  category  called  open 
source.  And  it  went  down,  I 
believe,  as  one  of  the  most  suc-j 
cessful  IPOs  of  all  time. 
"As  for  my  unluckiest  [IPO]  moment,  Steve  Schwartz  [of 
Schwartz  Communications]  and  I  worked  together  at  Inter- 
leaf, an  e-commerce  software  developer.  The  company  was! 
preparing  for  its  IPO  in  the  1985-'86  time  frame,  and  it  was  a 
much-ballyhooed  IPO  at  the  time.  Interleaf  was  a  very  rapidly 
growing  company  and  had  all  the  earmarks  of  great  success. 
And  we  had  been  awarded  a  large,  major  contract  to  upgrade 
the  online  communication  between  U.S.  army  bases  world- 
wide. It  was  a  large,  multimillion-dollar 
contract.  The  day  that  we  went  public,  i 
the  stock  had  to  be  rescinded  and  the 
IPO  was  canceled  because  the  contract  | 
was  challenged  by  a  senator  from  Texas 
(the  charges  were  largely  pork  barrel). 
The  Interleaf  IPO  was  rescheduled.  All 
of  the  work  and  all  of  the  attention  paid 
to  that  process,  not  to  mention  the 
attention  paid  to  the  liquidity  on  behalf 
of  the  investors  and  shareholders,  wasi 
put  on  hold.  The  IPO,  which  took  place 
many  months  later,  was  not  met  with 
nearly  the  same  rate  of  enthusiasm  as 
that  IPO  would  have  been.  That  was  an| 
unlucky  moment."  ■ 

REPORTING  BY  MICHAEL  BOLAND.  KIP  CROSBY. 
TIMOTHY  P  DEAL,  PATRICK  DILLON.  OWEN  EDWARDS. 
TODD  FEIST,  RODES  FISHBURNE.  ANDREW  FREIBURG- 
HOUSE.  DONNA  HUNTER.  MICHELLE  JEFFERS.  KARINA  KINIK. 
MICHAEL  S.  MALONE.  TERRY  NAGEL.  SHELLEY  PANNILL, 
ERIC  W.  PFEIFFER.  EMILY  SHILLING.  GENIE  WILLIAMS 


Amid  the  April  2000  Nasdaq 
bloodbath,  OpenSite 
agrees  to  be  purchased  ► 
by  Siebel  Systems 
for  approximately 
$444  million 


SG  Cowen 
withdraws  as 
lead  underwriter, 
citing  NASD  rules 
concerning  investment 
bank  ownership  of 
underwriting  client 


MAY  1999      I     JULY  1999  I 


IPO 

window 
slams  shut 
preventing 
OpenSite 
from  pricing 
its  offering 


Bellevue, 
Washington- 
based  InfoSpace  offers  to  buy 
OpenSite  for  S200  million.  Word 
of  the  deal  leaks  prematurely 
and  the  deal  falls  apart 
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NEW  IBM  ThinkPad  X20 

Mobile  Intel*  Celeron™  processor  500MHz! 
12.1 '  SVGA  TFT  display 
64MB  SDRAM 

10GB'  HDD  •  4MB  graphics  memory 

Mini  PCI  56KS  V90  modem 

Microsoft*  Windows*  98  Second  Edition 

Lotus*  SmartSuite*  Millennium  Edition6 

Li-Ion  4-cell  battery 

Titanium  Composite  cover 

UltraPort™  connector 

ThinkLight  keyboard  light 

31  lbs  travel  weight,  slim  1.1"  profile 


YOU'LL  FORGET 
YOU'RE  CARRYING 


NEW  IBM  ThinkPad  X20 

Mobile  Pentium*  III  processor  600MHz 
featuring  Intel  SpeedStep™  technology 
12.V  XGA  TFT  display 
128MB  SDRAM 

20GB  HDD  •  4MB  graphics  memory 
Mini  PCI  10/100  EtherJet™  adapter  with 
56K  V.90  modem 

Microsoft  Windows  2000 

Lotus  SmartSuite  Millennium  Edition 

Li-Ion  6-cell  battery 

UltraPort  connector 

ThinkLight  keyboard  light 

3.6  lbs.  travel  weight,  1.2"  profile 


$2,199 

*3,0997 

SuccessLease™ 

for  Small  Business  80/MONTH 

SuccessLease 

for  Small  Business  106/MONTH" 

VHZE  YOURS: 

UltraBase  X2  Media  Slice  $274'  or  S10/month« 
4X/4X/20X-10X*  CD-RW  Ultrabay  2000  Drive 
$389'  or  Sl4/month' 
ThinkPad  Dock 
$499'  or  $18/month8 


ThinkPad  Port  Replicator  $149'  or  SS/month" 

ThinkPad  Carrying  Case  with  Portfolio 
$99'  or  S4/month'i 

64MB  100MHz  NP  SDRAM  Memory  Upgrade 
$119'  or  $4/monthe 


GET  YOUR  THINKPAD  DIRECT  FROM  IBM  TODAY! 


Introducing  the  NEW 

IBM  ThinkPad®  X20  notebook. 
About  1"  thin  and  starting  at 
3.1  lbs.  light1  -  it  leaves  room  in 
the  overhead  compartment  for 
a  second  bag. 

You  know  the  routine.  Waiting  in  line  for  the  red-eye, 
the  strap  of  your  overnight  bag  cutting  into  your 
shoulder.  We've  been  there,  and  that's  why  we've 
designed  a  notebook  that's  just  about  1"  thin,  yet 
packed  with  a  huge  hard  drive,  a  new  Compact  Flash 
slot  for  expansion  and  two  USB  ports  for  connectivity. 
It's  the  new  ThinkPad  X20  notebook  from  IBM.  It's 
just  3.1  lbs.  light,  but  it  boasts  a  spacious  12.1"  TFT 
screen  and  a  top-mounted  ThinkLight™  for  easy 
in-flight  use.  And  because  we  all  know  what  can 
happen  in  those  overhead  compartments,  the  new 
ThinkPad  X20  features  Titanium  Composite  in  its  top 
cover  for  lightweight  durability-' 

When  you're  back  at  the  office  -  or  at  your  hotel  - 
snap  into  the  optional  UltraBase™  X2  Media  Slice  to 
give  your  ThinkPad  full  desktop-like  features.  You'll 
have  access  to  Ultrabay™  2000  media  drives,  stereo 
speakers  and  more  ports  for  greater  connectivity.  All 
in  all,  a  new  ThinkPad  X20  notebook  is  the  perfect 
solution  for  a  small  business  that's  going  places.  As 
for  fighting  for  the  armrest...  you're  on  your  own. 


(©business  tools 


itel 


itium® 


DIRECT  TO  YOU 


IBM  recommends  Windows  2000 
Professional  for  business. 


ibm.com/smallbusiness/7411 

1  888  ShoplBM,  advantage  code  7411 

Please  use  advantage  code  7411  for  latest  pricing. 


veight  and  thickness  may  vary  due  to  vendor  components,  manufacturing  process  and  options.  'Titanium  Composite  Carbon  Fiber  Reinforced  Plastic  has  three  times  the  strength  of  ABS  plastic  as  tested  by 
lg  the  high  flex  modulus  test  on  2/28/00.  Available  on  select  models.  'MHz  measures  only  microprocessor  internal  clock  speed.  Other  factors  may  affect  application  performance.  For  Intel  Mobile  Pentium  III 
ars  featuring  SpeedStep  technology,  this  denotes  maximum  performance  mode;  battery  optimization  mode  is  approximately  80%  of  maximum  performance  mode  'GB  means  one  billion  bytes  when  referring 
drive  capacity.  Accessible  capacity  may  vary  'These  modems  are  designed  to  be  capable  of  receiving  data  up  to  56Kbps  from  a  compatible  service  provider,  and  transmitting  data  at  up  to  31.2Kbps  Public 
s  currently  limit  maximum  download  speeds  to  about  53Kbps.  Actual  speeds  depend  on  many  factors  and  are  often  less  than  the  maximum  possible.  sSome  software  may  differ  from  its  retail  version  (if 
i),  and  may  not  include  user  manuals  or  all  program  functionality  For  non-IBM  software,  applicable  third-party  licenses  may  apply.  Warranty,  service  and  support  loi  non-IBM  products,  if  any,  are  provided  by 
lies,  not  IBM  IBM  makes  no  representations  or  warranties  regarding  non-IBM  products.  'Prices  shown  are  prices  available  from  IBM  directly;  reseller  prices  may  vary  for  ThinkPad  X  Series  Part  #2662111). 
,e  Part  #08N1 180,  Ultrabay  2000  Drive  Part  #00N8252,  ThinkPad  Dock  Part  #2631 10U;  and  ThinkPad  X  Series  Part  #26623511,  Port  Replicator  Part  #02K8667,  Carrying  Case  Part  #01M0835.  Memory  Upgrade 
IL0254  IBM  price  does  not  include  tax  or  shipping  and  is  subject  to  change  without  notice.  "SuccessLease  is  offered  and  administered  worldwide  by  third-party  providers  of  business  financing  approved  by 
bal  Financing  Featured  monthly  lease  payments  are  based  on  a  36-month  term  with  prespecified  purchase  option  at  the  end  of  lease,  to  qualified  business  customers  only,  installing  in  the  US  A  documentation 
first  month's  payment  due  at  lease  signing.  Any  taxes  are  additional  Other  lease  terms  and  structures  are  available  Offer  may  be  withdrawn  or  changed  without  notice  Options  must  be  leased  with  system 
:cessLease  is  an  IBM  trademark.  'CD-RW.  DVD-ROM  and  CD-ROM  drives  list  a  variable  read  rate.  CD-RW  write  and  re-write  speeds  vary  and  list  only  the  maximum  possible  Actual  CD-RW.  DVD-ROM  and 
1  speeds  will  vary  and  are  often  less  than  the  maximum  possible  All  products  ship  with  an  operating  system  IBM  reserves  the  right  to  alter/withdraw  offerings  at  any  time,  without  notice.  SuccessLease  and 
Hoduct  names  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation.  Lotus  and  SmartSuite  are  registered  trademarks  of  Lotus  Development  Corporation,  an  IBM  company 
:  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  Celeron  and  SpeedStep  are  trademarks  of  Intel  Corporation.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  Other 
y,  product  and  service  names  may  be  trademarks  or  service  marks  of  others.  ©2000  IBM  Corp  All  rights  reserved. 


You  know  all  that  GIS  data  locked  in  all  those  corporate  silos?  Well,  it's  going 
mobile.  In  fact,  Autodesk"  now  makes  it  possible  to  connect  your  on-site  work- 
ers to  the  location-based  information  they  need — seamlessly  and  securely. 
Autodesk's  vision  of  iDesign  is  helping  organizations  relay  everything  from 
simple  design  data  to  high-precision  asset  management  information.  Looking 
to  share?  See  what  iDesign  can  do  for  you:  www.autodesk.com/unlock. 


autodesk 


p 
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Charms  and  superstitions  are  magically  effective 


Y  ERIC  W.  PFEIFFER 


The  next  time  you  run  into  successful  technologists, 
ask  them  to  empty  their  pockets.  Besides  lint,  you're 
likely  to  find  a  few  lucky  charms.  Why?  Mark 
Cuban,  who  has  one  foot  in  the  tech  world  (he 
cofounded  Broadcast.com)  and  one  in  sports  (he 
owns  the  Dallas  Mavericks)  has  the  best  answer 
re've  found  so  far:  "There  is  so  much  stress  in  business  and 
sorts,"  he  says,  "that  we  all  look  for  things  we  can  use  to  chan- 
el  that  stress  towards."  Sounds  logical,  but  it  misses  one  salient 
oint:  Technologists,  such  as  those  below,  carry  lucky  charms — 
ot  to  mention  a  few  superstitions — because  they  work. 


T  have  this  Indian  fetish  somebody  bought  for  me 
on  an  Indian  reservation  seven  years  ago.  It's  a 


k  bear  cut  out  of  a  stone.  It's  polished.  It's  got  a 
funny  little  jagged  arrow  like  a  stock  market 
arrow  going  up  and  down.  The  person  who 
gave  it  to  me  said,  'Keep  it  and  it  will  bring  you 
good  luck.'  I've  carried  it  ever  since.  I  can't  ever 
remember  leaving  home  without  it.  If  I  forgot  it, 
d  probably  go  get  it.  I  don't  know  if  this  fetish  is  bringing 
le  good  luck,  but  if  I  got  rid  of  it  and  I  got  bad  luck,  that 
fould  be  really  stupid." 

— Al  Sbugart,  former  CEO  of  Seagate  and  now  head 
of  Shugart  International,  a  venture  capital  firm 

I'm  superstitious  as  hell.  I  completely  believe  the  world  is 
totally  confusing  place,  and  anything  that  will  give 
ou  a  little  bit  of  confidence  is  worth  its  weight  in 
old.  I  completely  believe  one  should  be  a  car 
ler  of  lucky  charms,  and  not  step  on  the  cracks 
1  the  pavement,  and  so  on.  I  carry  a  wooden 
ick  ball  that  the  Tarahumara  Indians  use  in 
le  state  of  Chihuahua  [Mexico].  Along  with 
iat,  I  carry  an  Australian  cricket  ball.  If  any 
ling  happens  to  those  two  things,  I  would  die.  I 
iou\d  literally  die.  I  think  anybody  who  doesn't  believe 
1  talismans  is  an  idiot." 

— Tom  Peters,  acclaimed  business  author 

I  emigrated  from  Sri  Lanka  when  I  was  a  teenager.  My  fam- 
y  and  I  moved  when  I  was  14  years  old.  We  were  a  very 
oor  family  when  we  left,  and  we  were  not  allowed  to  take 
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much  money  with  us — we  literally  left  with  like  $80  a  per- 
son. I  still  keep  what's  effectively  the  Sri  Lankan  equivalent  of 
a  $20  bill.  That's  my  lucky  charm;  it's  one  of  the  bills  I  left 
with.  That  was  my  end  to  poverty." 

— Sanjay  Kumar,  CEO  of  Computer  Associates 

"I  never  gamble.  It's  funny.  If  there's  a  convention  in  Las 
Vegas  with  a  bunch  of  guys  who  are  playing  blackjack,  I'm 
very  reluctant  to  do  it.  I  feel  that  you  have  only  so  much  luck, 
and  I  don't  want  to  use  it  up  in  a  game  of  cards." 

— Philippe  Kahn,  founder  of  Borland  International  and 
cofounder  of  LightSurf  an  infrastructure  supplier 

"I  have  absolutely  no  superstitions,  except  one.  That  is  when- 
ever I  see  a  penny,  I  pick  it  up." 

— Richard  Vague,  cofounder  of  First  USA, 
the  largest  Visa  credit  card  issuer  in  the  world 

"I  don't  step  on  cracks  in  the  sidewalk.  Thirteen — I  don't  get 
anywhere  near  the  number  13.  I  have  a  lucky  pen  I've  had 
ince  I  joined  Red  Hat.  And  I  have  a  religious  medal  that 
I  always  carry  with  me — it's  a  medal  of  Pope  John 
Paul  II.  I've  had  it  since  the  day  he  was  elected  pope. 
It  was  given  to  me  by  an  old  Polish  guy  in  downtown 
Chicago  that  ran  a  newspaper  stand — boy,  22  years 
ago — I  carry  it  with  me  everywhere  I  go." 
—  Matthew  J.  Szulik,  CEO  and  president  of  Red  Hat 

"My  mother  told  me  to  always  leave  the  house  for  an  impor- 
tant event  right  foot  first." 

— Mike  Byers,  CEO  of  Incentive  Systems, 
a  software  and  consulting  company 

ADDITIONAL  REPORTING  BY  MICHELLE  JEFFERS.  TODD  FEIST.  KARINA  KINIK, 
SHELLEY  PANNILL,  AND  DONNA  HUNTER 
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s  easy  to  take  the  lead  in  the  IT  business  when  you  start  with  all  the  advantages. 


With  an  advanced  telecommunications  infrastructure  and  the  highest  concentration  of  professional  and  technical  workers  in  the 
country,  Maryland  is  building  momentum  for  high-tech  business.  Here  you'll  find  sites  wired  with  digital  technology  applications 

and  enhanced  fiber  optics  networks,  right  down  the  road  from  dozens  of  federal  R&D  laboratories.  That's  why  our      |  m  _  _  _ 

region  is  home  to  the  nation's  greatest  number  of  technology  firms  outside  of  Silicon  Valley.  Then  again,  maybe  it's  \/i  A  UVT  A  1VT|  "1 
the  Chesapeake  Bay  seafood  they're  coming  forN0r  our  major  league  sports.  Or  even  the  chance  to  play  on  one  of  j  1Y-1/\J~V  I  Luxl^iM^J 
our  200  area  golf  courses.  bUSineSS@WOrk 

To  find  out  more,  call  1  -888-CHOOSE-MD  or  visit  us  at  www.choosernaryJand.org  |  Parris  N.  Glendening,  Governor  |  Kathleen  Kennedy  Townsend,  Lieutenant  Governor 
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LUCK  ZONE 


]n  an  aifcfaft  carrier, 
)ad  luck  can  mean 
leatb  and  destructio 


BY  ROBERT  POOL 

ost  companies  don't  worry  too  much  about 
luck.  If  their  luck  is  good,  so  much  the  better;  if  it's 
bad,  they  hope  it's  not  too  bad.  Either  way,  they  fig- 
ure there  is  not  too  much  they  can  do  about  it. 

Some  organizations,  though,  cannot  afford  to  be  so  non- 
chalant. These  organizations  manage  complex,  high-risk  tech- 
nologies that  must  be  kept  within  a  narrow  operating  range. 
For  them,  a  bit  of  bad  luck  threatens  far  more  than  a  dip  in 
the  quarterly  profits.  Operations  may  be  disrupted  and  major 
equipment  destroyed,  and  people,  perhaps  many  people,  may 
die.  These  organizations  have  responded  by  finding  ways  to 
remove  luck  almost  completely  from  their  environment,  con- 
trolling events  to  a  degree  that  seems  impossible  to  anyone 
familiar  with  the  normal,  messy  world  of  business.  Just  how 
they  do  it  is  an  intriguing  tale  and  one  that  holds  lessons  for 
anyone,  particularly  those  in  high  tech,  who  must  deal  with 
the  unexpected. 

If  ever  there  were  an  engraved  invitation  to  bad  luck,  it 
must  have  been  sent  out  from  the  flight  deck  of  a  nuclear- 
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THE  ZERO  LUCK  ZONE 


powered  aircraft  carrier.  On  the  USS  Dwight  D. 
Eisenhower  or  any  of  the  seven  other  Nimitz-class 
carriers  in  the  U.S.  Navy,  a  potentially  disastrous 
mishap  could  arrive  in  so  many  different  ways  that 
the  ship's  3,200  sailors  and  2,480  airmen  could 
start  counting  when  they  set  out  on  a  cruise  and 
still  be  working  on  the  tally  six  months  later  when 
they  got  back  to  port. 

The  launching  of  the  carrier's  aircraft  is  as  good 
a  place  as  any  to  start.  Even  though  the  deck  is 
longer  than  three  football  fields,  none  of  the 
planes — F-14  Tomcat  fighters,  F/A-18  Hornet  strike 
fighters,  S-3B  Viking  antisubmarine  aircraft,  and 
three  or  four  other  types  —  has  enough  space  to 
reach  takeoff  speed  under  its  own  power,  so  each 
must  be  flung  into  the  air  by  one  of  the  carrier's  four 
steam-powered  catapults.  The  aircraft  is  held  in 
place  as  its  pilot  applies  full  thrust,  then  the  catapult 
is  released  and  the  plane  is  accelerated  up  to  180 
miles  per  hour  in  just  over  two  seconds.  Less  than  a 
minute  later,  the  next  catapult  in  line  slingshots  its 
own  load  off  the  deck,  then  the  next  and  the  next, 
so  that  a  group  of  20  planes  is  airborne  in  less  than 
a  quarter  hour.  In  readying  each  aircraft  for  its 
launch,  the  catapult  chief  petty  officer  must  calcu- 
late and  set  the  steam  pressure,  taking  into  account 
the  weight  of  the  plane  and  the  wind  speed,  while 
the  crewmen  must  check  that  there  are  no  fuel  leaks 
or  other  problems.  The  procedure  is  so  finely  bal- 
anced that  only  a  tiny  bit  of  bad  luck — a  sudden 
wind  shift,  a  last-minute  mechanical  breakdown, 
a  miscommunication  between  pilot  and  catapult 
crew — could  leave  a  nearly  $40  million  plane  at  the 
bottom  of  the  ocean,  and  perhaps  its  pilot,  too. 

Launching  a  plane  (not  to  mention  recovery, 
which  is  even  trickier)  often  takes  place  on  a  deck 


FUN  WHEN  PLANES  LAND  EVERY  60  SECONDS  ON  A  CARRIER,  THERE  IS  NO  TIME 
FOR  MESSAGES  TO  TRAVEL  UP  THE  CHAIN  OF  COMMAND. 


SAFETY  SWITCH  NUCLEAR  POWER  PLANTS  SHOULD  BE  VULNER- 
ABLE TO  RANDOM  MISHAPS,  BUT  THEY  GENERALLY  AREN'T. 

that  is  wet,  slicked  with  oil  in  places,  and  rocking 
back  and  forth  to  the  rhythm  of  the  waves.  To  fur- 
ther complicate  matters,  a  number  of  other  ship- 
board operations  are  being  carried  out  at  the  same 
time,  including  maintenance,  fueling  and  arming 
the  planes,  moving  the  planes  around  a  crowded 
deck,  and  parking  them.  A  problem  in  one  area 
can  ripple  outward,  affecting  every  area  of  the 
deck.  To  run  things,  the  navy  depends  upon  a  crew 
whose  average  age  is  generally  no  more 
than  20,  and  whose  senior  officers  tend 
to  spend  about  two  and  a  half  years  on 
the  carrier  and  then  move  on.  Yet  some- 
how Murphy's  Law  seems  to  have  been 
repealed.  Despite  the  many  ways  that 
things  could  go  wrong,  flight  deck  oper- 
ations are  generally  smooth  and  acci- 
dents are  quite  rare. 

Some  years  ago  this  startling  fact 
caught  the  attention  of  Todd  La  Porte,  a 
University  of  California  at  Berkeley  poli- 
tical scientist  who  specializes  in  large 
technological  organizations.  Traditional 
organizational  theory  predicted  that  any 
system  as  complex  and  tightly  intercon- 
nected as  the  flight  deck  of  a  carrier 
would  be  vulnerable  to  seemingly  minor 
events  combining  in  unexpected  ways  to 
produce  accidents — in  other  words,  to 
the  occasional  stroke  of  bad  luck.  Since  it 
wasn't,  at  least  not  nearly  to  the  degree 
that  it  should  have  been,  La  Porte  set  out 
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to  discover  why.  And  what  he  found  was 
that  the  carrier's  organizational  structure 
was  unlike  anything  that  organizational 
scientists  had  seen  before. 

On  the  surface,  a  nuclear  carrier  is 
run  in  exactly  the  rigid,  hierarchical  way 
that  one  would  expect.  The  captain 
passes  orders  to  commanders,  who  direct 
lieutenants,  who  boss  ensigns,  and  so  on 
down  to  the  lowest  ranking  seamen,  and 
obedience  is  expected  to  be  quick  and 
enthusiastic.  For  each  job  on  the  ship, 
thick  manuals  of  standard  operating 
procedures  spell  out  exactly  what  is 
expected  from  the  crew. 

But  in  times  of  high  demand,  such  as 
the  launching  and  recovery  of  planes, 
this  traditional  hierarchy  dissolves,  and 
in  its  place  appears  a  loosely  organized 
structure  in  which  officers  and  sailors 
collaborate  more  as  colleagues,  dis- 
cussing and  negotiating  about  the  best  procedures 
and  generally  following  the  lead  of  whoever 
has  the  most  experience  and  expertise  in  a  par- 
ticular situation.  Often  it  is  the  chief  petty 
officers  who  direct  much  of  the  action,  with 
ensigns,  lieutenants,  and  even  commanders  follow- 
ing their  lead.  In  this  mode,  there  is  no  sense  of 
"not  my  job"  or  "not  my  responsibility."  A  crew 
member  who  notices  an  unusual  reading  on  a 
gauge  or  who  spots  a  potential  problem  with 
a  plane  is  expected  to  respond  quickly  or  else  to 
tell  someone  who  will.  If  the  circumstances  war- 
rant it,  each  member  of  the  crew  has  the  power — 
and  the  obligation  —  to  shut  down  flight  opera- 
tions immediately. 

One  of  the  key  features  of  this  alternate  struc- 
ture, La  Porte  says,  is  the  constant  communication 


IN  TIMES  OF  HIGH  STRESS,  TRADITIONAL  HIERARCHY  AT  A  NUCLEAR  POWER 
PLANT  DISSOLVES,  AND  IN  ITS  PLACE  APPEARS  A  LOOSELY  ORGANIZED  STRUCTURE. 


ON  THE  FLY  LIKE  WORKERS  ON  AN  AIRCRAFT  CARRIER,  AIR 
TRAFFIC  CONTROLLERS  MUST  ADAPT  TO  UNFORESEEN  EVENTS. 

that  takes  place.  The  60  seconds  between  the 
landing  of  one  plane  and  the  next  offers  no  time 
to  send  messages  up  the  chain  of  command  and 
wait  for  orders  to  come  back  down.  Instead,  crew 
members  are  continually  talking  to  one  other, 
announcing  what  they  have  done  and  what  they 
will  be  doing  next. 

For  emergencies,  such  as  a  fire  on  the  flight 
deck,  the  carrier  switches  into  yet  another  gear. 
The  response  is  carefully  scripted,  and  the  crew  has 
been  drilled  to  .the  point  that  each  member  knows 
his  part  by  heart  and  can  react  immediately  with- 
out direction. 

This  ability  to  morph  from  one  structure  to 
another  was  not  predicted  by  any  of  the  standard 
organizational  theories,  and  so  La  Porte 
decided  to  examine  other  organizations 
facing  the  same  sorts  of  pressures  as  those 
on  a  flight  deck.  He  identified  several — air 
traffic  controllers,  the  managers  of  large 
power  distribution  grids,  and  the  opera- 
tors of  nuclear  power  plants — and  when 
he  examined  their  organizational  struc- 
tures, he  found  striking  similarities  to 
what  he  had  seen  on  the  carriers. 

Interestingly,  enough.  La  Porte  found 
that  often  in  such  organizations,  the  offi- 
cers or  managers  are  not  conscious  of 
having  created  any  innovative  organiza- 
tional structure.  Instead,  the  structures 
seem  to  have  evolved  naturally  under 
the  pressure  of  trying  to  avoid  the  con- 
sequences of  slipups  and  unforeseen 
events.  But  conscious  or  not,  these  struc- 
tures turn  out  to  be  exquisitely  adapted 
to  controlling  unforeseen  circumstances. 
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Located  at  Worth  Avenue  and  Hibiscus,  in  the  heart  of  Palm  Beach's 
prestigious  shopping  district.  Gasiunasen  Gallery  features  works  of  art 
by  Modern  and  Contemporarj  Masters.  For  26  years,  art  dealer  Ari 
Gasiunasen  has  been  satisfying  art  enthusiasts'  particular  needs,  finding  the 
perfect  match,  thus  creating  the  ultimate  union  in  taste,  appreciation  and 
format. 

Outside  of  the  gallery  venue.  Ari  Gasiunasen  has  a  strong  art  advisory  dh  i- 
sion  educating  new  art  collectors  in  the  value  of  buying  an  -  whether  it  at 
auction  in  Geneva  or  from  a  private  estate  in  Philadelphia.  For  the  astute 
connoisseur,  services  range  from  upgrading  collections  to  researching  and 
authenticating  works  of  art.  All  services  have  competitive  rates,  allow  ing 
buyers  to  acquire  what  they  love  at  the  correct  price. 

The  Gasiunasen  Gallery  itself  boasts  a  w  ide  range  of  international  artists, 
such  as  Picasso.  Magritte.  Chagall.  Giacometti.  Flanagan.  Dubuffet. 
Moore.  Matisse,  and  Van  Dongen.  as  well  as  American  Masters  such  as 
Hopper.  Glackens.  Aveiy.  Louis.  Hofmann.  Frankenthaler.  Calder.  Warhol, 
and  Marsh.  Having  hosted  one-man  shows  of  works  by  Jim  Dine.  George 
Segal.  Louise  Nevelson.  Karel  Appel.  Fernando  Botero  and  Robert 
Mapplethorpe.  Gasiunasen  Gallery  has  become  a  showcase  of  the  best  and 
brightest  artists,  and  has  taken  its  place  as  a  premier  focus  for  outstanding 
art  forms,  such  as  paintings,  w  orks  on  paper,  sculpture  and  statuary. 

415  Hibiscus  Avenue,  at  Worth  Avenue 
Palm  Beach.  Florida  33480 
Tel:  561.820.8920  Fax:  561.820.8918 


With  its  hierarchical,  rules-bound 
side,  the  organization  maintains  guard 
against  any  of  the  known  things  that 
might  go  wrong.  Years  of  experience 
with  the  system  have  produced  a  collec- 
tion of  best  practices,  defined  by  thick 
manuals  of  standard  operating  proce- 
dures, whose  purpose  is  to  extend  the 
organization's  control  over  as  many 
eventualities  as  possible  and  so  to 
shrink  the  arena  in  which  luck  can 
play  a  role.  The  top-down  command 
structure  enforces  the  discipline  neces- 
sary to  keep  the  rules  respected  and  bad 
luck  at  bay. 

Still,  it  is  impossible  to  control  every- 
thing. When  the  pace  and  complexity  of 
operations  increases  or  when  an  organ- 
ization encounters  a  situation  it  has  no 
previous  experience  with,  it  creates 
openings  through  which  bad  luck  can 
squeeze.  In  such  dynamic  situations,  it 
is  not  enough  simply  to  follow  rules 
and  obey  orders.  The  best  strategy  is  to 
loosen  the  command  lines  and  let  people 
work  together  across  the  system  to  antic- 
ipate and  avoid  problems,  so  that  the 
events  that  cannot  be  controlled  in 
advance  by  following  the  rules  are  effec- 
tively dealt  with  on  the  fly.  And  if  some 
unpredictable  event  still  manages  to 
cause  a  problem,  the  organization  can 
fall  back  on  its  practiced  emergency 
responses.  It  is  this  combination  of 
approaches  that  eliminates  luck  from  the 
equation,  or  at  least  relegates  it  to  bit- 
player  status. 

At  first  glance,  it  might  seem  that 
these  antiluck  operations  have  little 
application  to  businesses  that  operate  in 
less  extreme  settings.  Aircraft  carriers 
expend  tremendous  effort  trying  to  keep 
their  operating  environments  under 
rigid  control,  while  the  goal  for  most 
businesses  is  to  be  flexible  and  respon- 
sive to  change.  But  the  two  are  not  as 
far  apart  as  they  seem. 

Around  the  time  that  La  Porte  was 
studying  operations  on  a  carrier  in  the 
late  1980s,  Kathleen  Eisenhardt  of  Stan- 
ford University  was  asking  which  organi- 
zational characteristics  help  companies 
make  effective  decisions  in  rapidly 
changing  business  environments.  Focus- 
ing on  a  number  of  computer  makers 
that  were  successful  in  that  fast-moving 
industry,  she  found  that  they  shared 
several  key  characteristics.  Surprisingly, 
they  were  the  same  characteristics  that 
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"i  the  quantum  world, 
here  ain't  no  luck 


BOILS 


i  FRED  ALAN  WOLF 


Ever  wonder  how  lucky  or 
unlucky  you  are?  Or  do  you 
think  that  whatever  success  or 
failure  you've  had  had  nothing 
to  do  with  luck?  Well,  if  the 
quantum  world  has  anything 
'  do  with  it,  there  is  a  way  to  beat  Lady 
ick  at  her  own  game.  All  you  need  to  do 
look  at  the  world  vigilantly  and  carefully. 
Quantum  physics  is  the  theory  of  the 
:havior  of  matter  and  energy,  particularly 
the  level  of  atoms  and  subatomic  parti- 
es. It  is  nearly  impossible  to  imagine  the 
range  behavior  of  matter  at  this  level.  An 
ectron  in  an  atom,  for  example,  performs 
trick  much  like  the  crew  on  Star  Trek 
hen  it  "beams"  from  one  energy  level  to  another  without 
)ing  in  between.  But  if  we  aren't  watching  it  jump,  we  have 
>  control  as  to  when  it  will  happen. 

But  suppose  we  do  watch?  Well,  if  current  experiments  in 
lantum  physics  are  relevant  to  our  everyday  experiences,  we 
ill  actually  be  able  to  alter  the  matter — and  thereby  the 
apshoot  of  life.  But  there  is  a  catch  to  all  this:  To  do  it,  you 
:ed  to  begin  to  see  things  quantum  mechanically. 

Take  the  old  proverb,  "A  watched  pot  never  boils."  Now 
lagine  a  tiny,  quantum-size  "pot  of  water"  being  heated  on 
really  tiny  stove.  We  all  know  pots  of  water  boil,  given  a 
w  minutes  or  so.  You  would  certainly  think  the  watched 
lantum  pot  would  also  boil.  It  turns  out,  however,  that  if 
)u  vigilantly  watch  the  pot,  it  will  never  boil.  In  fact,  all  vig- 
mtly  watched  "quantum  pots"  never  boil,  even  if  they  are 
:ated  forever.  The  only  requirement  for  this  to  happen  is 
at  observers  must  have  the  intent  to  see  the  object  in  its  ini- 
il  state.  This  intent  is  determined  by  the  frequency  of  their 
Dservations.  The  observers  must  look  repeatedly  in  very 
tort  time  intervals  to  find  the  object  in  the  same  state.  Sup- 
)se  physicists  don't  watch  vigilantly,  or  suppose  they  do,  but 
ith  the  intent  of  seeing  the  quantum  pot  boil  naturally.  Then 


what?  If  the  physicists  look  intermittently,  expecting  it  to  boil 
eventually,  the  pot  will  follow  its  natural  course  and  will  boil. 
Infrequent  observations  have  little  effect  on  the  result.  Or  if  the 
physicists  wish,  they  may  vigilantly  observe  the  object  along  its 
natural  evolution  and  will  observe  the  same  result.  In  other 
words,  a  watched  pot  boils  if  you  intend  it  to. 

Finally,  there  is  another  bizarre  aspect  to  all  this.  What  if 
you  want  the  watched  pot  to  do  something  weird?  If  your 
intent  to  observe  that  occurrence  is  vigilant  enough,  the  object 
actually  will  follow  the  strange  path.  Hence  a  watched  pot 
boils  on  a  cake  of  ice,  if  you  intend  it  to. 

Here  I  need  to  point  out  that  "intent"  and  "intentions"  are 
not  the  same  thing.  By  "intent,"  I  am  referring  to  a  person's 
active  observation.  To  make  what  you  desire  come  true  you 
need  to  pursue  your  vision  vigorously,  not  passively  dream 
about  it  and  hope  it  will  come  true.  If  this  "watched-pot"  the- 
ory turns  out  to  be  correct  at  the  human  level,  then  our 
desires  and  accompanying  actions  are  what  actually  govern 
our  daily  lives.  Luck  has  nothing  to  do  with  it.  ■ 

Fred  Alan  Wolf  is  the  National  Book  Award-winning  nuthor 
of  Taking  the  Quantum  Leap. 
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HERE    IS    NO    SUBSTITUTE  FOR 

being  in  the  right  place  at  the  right 
time.  Many  of  Silicon  Valley's 
so-called  entrepreneurial  geniuses 
tend  to  forget  this.  I  am  continu- 
ally amazed  by  the  self-perpetuat- 
ing myths  that  Highway  101  is  afloat  with 
geniuses,  makers  of  insanely  great  technology; 
that  the  area  is  dense  with  great  entrepreneurs, 
great  technologists,  and  gifted  visionaries. 

The  story  of  Siebel  Systems  is  quite  differ- 
ent. We  got  lucky.  We  found  ourselves  in  the 
right  place  at  the  right  time.  In  1993,  when 
we  started  Siebel  Systems,  existing  information 
technology  had  already  revolutionized  the 
way  businesses  were  operating  back-office 
functions  such  as  accounting,  manufacturing, 
and  human  resources.  Yet  the  processes  of 
establishing  and  maintaining  customer  rela- 
tionships had  not  really  adopted  this  technol- 
ogy. We  saw  a  tremendous  opportunity. 

At  the  time,  400  vendors  were  grappling 
for  market  share  in  the  emerging  sales  force 
automation  space,  but  none  offered  much 
beyond  electronic  contact  managers.  We 
thought  that  if  we  could  build  robust  software 
systems  that  enabled  large  organizations  to 
apply  information  technology  and  communi- 
cation technology  to  establish  and  manage 
customer  relationships  across  the  range  of 
interactive  channels — field  sales,  telesales,  tele- 
marketing, the  Web,  resellers,  and  customer 
service — we  might  create  a  viable  business. 

The  timing  was  right  because  of  the  emer- 
gence of  enabling  technology.  Replication 
technology,  high-performance  relational  data- 
bases, Windows,  32-bit  processing,  object- 
oriented  programming,  multimedia  capabilities, 


high-bandwidth  communications  —  all  of 
these  were  just  becoming  broadly  available  in 
the  mid-1990s.  For  the  first  time,  we  had  the 
technological  capacity  to  solve  the  complex 
problems  facing  customers  for  even  the  largest 
global  enterprises,  and  we  had  it  at  a  time  when 
the  market  potential  was  virtually  unlimited. 

When  we  started,  we  aimed  at  becoming 
the  global  leader  in  sales  force  automation 
software.  Over  the  years,  we  expanded  into 
marketing  and  customer  service  applications. 
Today  we  are  maintaining  a  leadership  posi- 
tion in  all  segments  of  the  global  e-business 
applications  market.  But  we  don't  do  hard- 
ware, databases,  or  ERP.  We  aim  to  be  the 
best  at  a  very  closely  defined  solution  set. 

This  brings  us  to  Siebel's  fundamental  law 
of  business  management:  When  you  find  your- 
self in  the  right  place  at  the  right  time,  don't 
foul  up  the  opportunity.  Maintain  focus.  Cre- 
ate real  products,  real  profits,  and  real  value. 
And  adhere  to  the  following  rules  religiously. 

Make  certain  that  customers  are  satisfied. 
This  has  been  the  call  to  action  at  Siebel 
Systems  since  the  beginning  in  1993,  when 
everybody  on  the  management  team  worked  to 
involve  our  first  customers — they  were  really 
product  development  partners — in  the  research 
and  development  of  our  initial  release.  This 
focus  on  satisfaction  has  meant  that  we  have 
always  played  a  market  share  game,  not  a  vol- 
ume game.  We  wanted  to  own  at  least  50%  of 
every  market  we  entered,  and  to  secure  that, 
we  turned  down  new  customers  until  we  were 
absolutely  certain  that  our  initial  customers 
were  going  to  be  successful.  But  it  ensured  that 
every  customer  would  become  a  reference  for 
the  next  customer.  This  paradoxical  strategy 
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worked;  today  we  own  two-thirds  of  every  market  we're 
in,  and  half  of  our  revenues  derive  from  repeat  business. 

Measure  customer  satisfaction.  Twice  a  year  we  hire 
an  independent  auditor  to  survey  our  customers,  and  we 
find  that  on  average,  after  installing  our  products,  our 
customers  achieve  a  15%  revenue  increase,  a  21% 
increase  in  their  own  customers'  satisfaction,  a  20% 
increase  in  productivity,  and  a  10-month  ROI. 

Hire  people  who  are  better  than  you  are  at  what  they 
do.  We  sought  people  who  we  knew  personally  were 
unusually  experienced  and  unusually  reliable — Type  A 
personalities  with  consistent  track  records  of  over- 
achievement.  Once  you've  achieved  this  level  of  poten- 
tial, give  people  the  opportunity  to  perform  at  a  level 
commensurate  with  their  talents.  It's  expecting  too  little, 
not  too  much,  that  demotivates  employees. 

Inspire  teamwork.  Instead  of  developing  internal 
competition  and  fostering  a  Darwinian  atmosphere, 
insist  on  a  companywide  focus  on  customer  satisfaction. 
Teamwork  is  the  natural  outcome  of  everyone  being 
focused  on  the  same  agenda.  If  you've  hired  people  of 
exceptional  talent  and  if  you've  clearly  outlined  your 
mission,  this  happens  as  a  matter  of  course. 

Be  decisive.  When  you're  setting  the  agenda,  make 
clean  decisions.  By  "clean"  I  mean  fast  and  firm.  At 

Make  no  mistake,  we  have 
flipped  a  coin  every  day  for 
the  past  seven  years,  and 
it  has  come  up  heads. 

Siebel  Systems  we  never  defer  a  decision  from  one  meet- 
ing to  the  next.  Whatever  is  on  the  agenda  gets  discussed 
thoroughly,  all  opinions  are  aired,  and  the  senior  person 
present  makes  the  decision  before  the  meeting  adjourns. 

"Clean"  also  means  supported.  Good  or  bad,  popular 
or  unpopular,  once  a  decision  is  made,  the  entire  strength 
of  the  company  musters  behind  it,  and  we  do  our  best  to 
get  it  implemented  within  90  days.  Until  that  point,  there's 
no  second-guessing  and  no  grumbling.  At  the  90-day 
mark,  we  reset  the  agenda,  and  sometimes  we  discover 
that  a  decision  has  been  wrong — we're  not  infallible. 
But  we've  found  that  if  you  commit  forcefully  and  unan- 
imously to  even  a  mediocre  decision,  in  the  long  run 
you're  going  to  accomplish  more  than  if  you  postpone  it. 

Make  a  profit.  It's  not  hard.  Figure  out  for  any  given 
quarter  how  much  revenue  you  are  going  to  have.  Then 
spend  less.  We  did  that  from  the  beginning,  when  we 
financed  our  company  with  $50,000  and  brought  our 
product  to  market  having  spent  a  total  of  $1.8  million. 
Even  now,  with  an  annual  revenue  run  exceeding  $1.2 
billion  and  a  growth  rate  of  120%,  we  insist  on  frugal- 
ity. In  a  largely  employee-owned  company,  this  isn't  a 
hard  message  to  get  across. 

One  other  point  about  profit:  Think  "secondary 
effects."  Job  1  in  any  world-class  company  ought  to  be 


keeping  customers  happy  and  successful.  Everything  else 
is  conditional  upon  doing  that  well,  and  therefore  every- 
thing else  should  be  considered  secondary.  This  includes 
market  cap,  revenue,  and  stock  price — all  of  the  financial 
stuff  that  the  digital  economy  lives  for.  My  point  isn't  that 
the  financials  are  unimportant.  It's  that,  if  you  do  job  1 
well,  they  will  follow,  naturally,  as  secondary  effects. 

Show  respect  for  the  process.  Instill  professionalism 
as  a  core  value.  This  encompasses  a  whole  range  of  atti- 
tudes and  behaviors,  from  showing  up  for  appointments 
on  time  to  practicing  civility  in  negotiations  to  the  seem- 
ingly "cosmetic"  items  of  office  attire.  We  see  traditional 
business  attire  as  an  outward  sign  of  the  professional 
respect  that  we  extend  to,  and  expect  from,  everyone  we 
deal  with.  Professionalism  instills  confidence,  and  we 
think  that  if  you  were  about  to  make  a  multimillion- 
dollar  business  partnering  decision,  you'd  probably  pre- 
fer to  make  it  with  someone  dressed  professionally. 

We've  been  extraordinarily  successful  over  the  pastl 
seven  years,  but  these  are  still  the  early  days.  Good  timing| 
and  the  growth  economy  have  worked  in  our  favor.  But  it  I 
is  our  ability  to  stay  firm  to  our  principles  and  values  thatll 
will  continue  to  determine  our  success.  We  want  to  be  the|l 
kind  of  company  where  the  people  who  were  here  in  the|i 
early  days — employees,  partners,  and  customers  alike — i 
can  look  back  with  pride  and  say,  "I  helped  build  that."  | 

I'm  convinced  that  if  we  can  continue  to  make  that! 
work,  pretty  much  everything  else  will  take  care  of  itself. 
Still,  it  would  be  difficult  to  find  a  company  that  has  ben- 
efited from  the  energy  of  the  New  Economy  more  thani 
Siebel  Systems.  As  we  enter  the  new  millennium,  Siebel | 
Systems  has  become  the  world's  leading  provider  of 
e-business  application  software.  We  are  the  fastest- 
growing  technology  company  in  the  United  States,  the 
fastest-growing  global  software  company  in  history.  Wei 
operate  today  as  a  company  employing  more  than  6,000i 
professionals  in  30  countries.  We  have  achieved  the  high- 
est levels  of  customer  satisfaction  in  the  information; 
technology  industry.  We  are  perceived  globally  as  a  great 
place  to  work.  We  are  a  $1.5  billion  enterprise  growing, 
at  greater  than  a  100%  compound  annual  growth  rate. 

Is  this  about  luck?  You  bet  it  is.  Perhaps,  at  times,  we 
made  our  luck.  But  make  no  mistake,  we  have  flipped  a 
coin  every  day  for  the  past  seven  years,  and  it  has  come  up 
heads.  Statistically  impossible  but  true.  I  believe  that  our 
focus  on  sound  core  values — work  ethic,  customer  satis- 
faction, and  professionalism — has  contributed  to  a  luck- 
rich  environment,  but  it  remains  good  luck  nevertheless. 

We  are  living  in  the  midst  of  the  greatest  economic 
expansion  in  history.  The  energy  fueling  this  expansion  is 
nothing  less  than  an  economic  revolution  into  a  post- 
industrial  society.  This  is  a  very  special  moment  in  his- 
tory. We  are  very  privileged  to  be  able  to  participate.  ■ 

Thomas  M.  Siebel  is  chairman  and  CEO  of  Siebel  Systems 
and  coauthor  of  Cyber  Rules,  a  business  best-seller.  He 
is  currently  writing  a  book  based  on  the  management 
insights  described  above.  Forbes  ASAP  Editor  Michael  S. 
Malone  is  a  founding  shareholder  of  Siebel  Systems. 
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Canon  Technology  Update: 


Canon's  iR3250  fuses  ha 
to  turn  a  one-way  paper  trail  intc 


Since  Canon  is  a  world  leader  in  technology  which  fuses 
individuals  into  smoothly  functioning  workgroups,  it  is  only 
fitting  that  Canon  should  lead  workgroups  into  the  next 
generation  of  office  productivity  which  fuses  the  reality  of 
paper  with  the  ubiquity  of  digital  networks.  Making  one  as 
to  deal  with  as  the  other. 
So  Canon's  new  iR3250  is  not  only  a  digital  copier/printer; 
i  technological  breakthrough  heralding  a  new  gener- 
i  business  communications.  Empowering  workgroups 


J 

■ 

m 

The  Remote  UI  turns  any  personal  computer 
into  an  iR3250  commaiid-and-control  center 


to  deploy  all  forms  of  information  with  unprecedentet 
speed  and  convenience,  while  making  seamless  workgrouf 
collaboration  a  reality. 

Your  central  communications  hub. 

Like  never  before,  the  iR3250  is  a  central  hub  for  tha 
communication  and  management  of  information  in  the 

office.  Enabling  you  tfl 
send  any  kind  ot 
document — paper  oi 
electronic,  color  01 
monochrome — to  multii 
pie  destinations:  e-mailj 
Internet  fax,  databases 
file  servers,  mailbox 
or  Super  G3  fax  (with 
an  optional  fax  board); 
In  popular  file  formats 
such  as  TIFF,  MTIFF,  PDF,  and  JPEG.  All  in  one  simple 
operation.  All  at  the  same  time. 

And  to  what  can  you  attribute  it  all?  To  one  of  the  latest 
breakthroughs  in  Canon's  long  history  of  digital  imaging 
innovation:  Universal  Send™  technology. 

Integration  without  confusion. 

The  iR3250's  Universal  Send  technology  accommodates 
most  major  scanning  formats,  in  both  color  and  monochrome, 
without  fear  or  favor.  Helping  to  integrate  not  only  work- 
groups, but  also  the  varied  media  with  which  they  work. 

This  makes  the  iR3250 
a  screaming  network 
scanner-and-then-some 
for  the  entire  workgroup. 
With  full-color  and  black- 
and-white  scanning  at  an 
unprecedented  40  ppm  (200 
dpi)  or  24  ppm  (600  dpi). 

The  "and-then-SOme"?    A  color  LCD  touch-panel  intuitively 

The  convenience  of  walk-  mm  ,hrou^  ™yfi»**°»- 
up  copying  and  network  printing  at  a  fast  32  ppm,  plus — 
what  was  not  even  a  remote  possibility  until  now — Remote 
UI,  which  lets  you  control  the  iR3250  from  anywhere  on  the 
network.  Giving  users  instant  access  to  job  status,  device 
settings,  media  options,  and  more.  From  a  personal 
computer,  you  can  also  stop,  start,  or  reprint  jobs,  or  view 
and  send  images  stored  in  mailboxes. 
Simply.  Amazingly. 
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lies  with  electronic  documents, 
lti-lane  information  superhighway. 


Fax  E-Mai 


iR3250  enables  network  users  to  deploy  all  forms  of  information, 
tout  restriction,  to  unlimited  destinations. 

iat  will  "paper  pushers"  do  now? 

5ress  iR3250  touch-sensitive  panels  instead, 
iver  since  we  raised  the  bar  from  analog  monochromatic 
liers  to  digital  color  copiers  to  networked  copiers/printers, 
have  worked  toward  one  purpose:  to  help  you  achieve 
)recedented  efficiency  in  document  workflow, 
n  the  process,  we  have  not  only  made  Canon  the  world's 
der  in  digital  imaging  technology.  We  have  also  made 
customers  the  world's  leaders  in  workgroup  efficiency. 
3ushing  paper  documents  to  the  next  level.  Integrating 
m  with  electronic  documents  to  deliver  the  advantages  of 
h.  And  giving  you  something  you've  never  had  before, 
rhe  power  of 
ion. 


3250  offers  capabilities  never  before  provided  by  a  single  device.  In 
fully  integrated  package,  it  gives  you  a  digital  copier/printer,  full- 
color  network  scanner,  color  touch-screen  user  interface,  network 
interface,  and  optional  Super  G3  fax  capability. 


Canon 


Canon  online  ai  www.canon.com 


It's  pretty  amazing  what  you'll  find  when  you  never  stop  looking.  At  Canon,  it's  led  to  thousands  of  new  ideas. 
Ideas  that  make  life  easier  for  all  of  us  -  and  made  Canon  one  of  the  top  innovators  and  patent  holders  of  the  last  century. 
For  a  closer  look  at  what  we're  doing,  visit  us  at  www.usa.canon.com 
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[ Luck J 


GETTING  CHANC 

TO  DANCE 


Six  ways  to 
improve 
your  luck 


Y  MICHELLE  JEFFERS 


Luck,  by  its  very  definition  (at 
least  by  our  definition,  see  page 
67)  is  an  event  completely  out- 
side your  control.  But  that  doesn't 
mean  you  can't  position  your- 
lf  for  it.  Here's  how: 

Get  thee  to  the  Valley,  or  some  other 
jpropriate  tech  center.  Why?  In  Silicon 
alley  alone,  there  are  more  than  6,300 
chnology  companies — that  translates  into 
lot  of  chances  to  meet  the  right  people, 
rhe  main  way  of  getting  lucky  in  the  Val- 
y  is  the  classic  'run  into  someone'  story," 
lys  Paul  Saffo,  founder  of  the  Institute  for 
Le  Future.  "Look  at  [Steve]  Jobs  and  [Steve] 
fozniak  meeting  at  the  Homebrew  Com- 
ater  Club.  Stories  like  that  are  a  dime  a 
nzen  here." 

Work,  work,  work.  In  the  words  of  the 
imitable  Chuck  Berry,  "The  harder  you 
ork,  the  luckier  you  get."  People  who 
ug  away  long  enough  and  hard  enough 
their  vision  tend  to  get  lucky.  "Being  pro- 
:tive  and  being  lucky  go  hand  in  hand," 
iys  Eric  Brewer,  cofounder  of  Inktomi,  a 
ghly  successful  Internet  software  and  ser- 
ces  company.  "Going  for  it  is  the  only  way  you're  going  to 
icounter  luck." 

Battle  the  bad  luck.  Good  luck  often  appears  only  after 
)u've  weathered  a  storm  of  bad  luck.  And  don't  think  you  can 
cape  bad  luck.  It  doesn't  just  happen — it's  the  law.  The  real 
jestion  is  how  to  deal  with  it,  and  a  little  perspective  never 
art.  Take  the  case  of  Philippe  Kahn,  founder  and  former  CEO 
f  Borland  International  who,  in  a  highly  publicized  event,  was 
■ed  in  1995  from  the  company  he  worked  so  hard  to  build, 
ahn  says  he  always  sees  bad  luck  as  an  opportunity  (since 


being  fired  from  Borland,  he  has  started  several  successful  new 
businesses,  including  Starfish  Software).  Kahn  attributes  his 
perspective  to  his  mother,  who  survived  Auschwitz.  "It  was  the 
toughest  thing  in  her  life.  But  it  was  also,  you  know,  one  of  the 
most  enlightening  things.  In  a  strange,  paradoxical  way,  she 
could  turn  around  and  look  at  this  and  see  a  positive  experi- 
ence in  it.  So  if  she  could  do  that  with  something  like  the  Holo- 
caust, which  it's  hard  to  see  anything  positive  in,  I  should  be 
able  to  see  it  with  being  fired  by  the  Borland  board." 

Get  and  stay  positive.  Being  a  positive  person  helps  ^112 
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Our  Multi-Function  Center  Models 
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[Luck] 


it  nrvENTCD«T 

J.  C.  R.  LICKLIDER,  THE  ABSENTMINDED  REVOLUTIONARY 


<  M.  MITCHELL  WALDROP 

|  alk  about  luck:  If  an  obscure  agency  inside 
the  Pentagon  hadn't  happened  to  hire  an 
equally  obscure  psychologist  named  J.  C.  R. 
Licklider  back  in  the  fall  of  1962,  we  wouldn't 
be  living  through  an  Internet  revolution  now — 
because  the  Internet  would  not  exist.  And  if 
ick,  as  he  was  known,  had  followed  his  initial  instinct  to 
irn  down  the  job  at  ARPA  (the  Advanced  Research  Projects 
gency),  we  might  have  missed  out  on  a  pretty  big  chunk 
■  the  personal  computer  revolution,  too.  Except  that  Lick 
d  accept  the  job,  and  that  made  all  the  difference.  Indeed, 
.ys  Jack  Ruina,  director  of  ARPA  at  the  time,  hiring  Lick- 
ier  was  arguably  the  most  significant  single  thing  he  ever 
d  there. 

He  just  wishes  he  could  remember  how  it  happened. 

At  the  time,  Ruina  says,  bringing  Lick  on  board  just  didn't 
em  like  a  big  deal.  ARPA  had  been  created  only  five  years 
irlier,  in  the  aftermath  of  Sputnik,  when  the  Department  of 
efense  higher-ups  decided  they  needed  a  civilian  research 
;ency  that  could  make  sure  the  country  never  got  hit  with  a 
chnological  surprise  like  Sputnik  again.  And  in  practice, 
ys  Ruina,  now  an  MIT  emeritus  professor,  this  meant  that 
ost  of  the  agency's  money  went  into  high-profile  develop- 
ent  projects  like  nuclear  test  detection  and  ballistic  missile 
:fense.  Still,  there  was  a  little  left  over  for  a  smaller  program 
searching  command  and  control,  the  ancient  art  of  making 
mely  decisions  and  then  getting  those  decisions  imple- 
ented  by  forces  in  the  field.  This  was  becoming  an  increas- 
gly  critical  matter  in  the  nuclear  age  (when  an  error  in 
ie  command  structure  could  cost  millions  of  lives)  and 
as  obviously  going  to  involve  computers  in  some  way — 
though  no  one  was  quite  sure  how.  Ruina's  mission  was 
i  hire  someone  who  could  figure  that  out  and  then  manage 
e  program. 

Unfortunately,  says  Ruina,  this  is  where  his  recollection 
;ts  hazy:  He  cannot  for  the  life  of  him  remember  how  Lick's 
ime  came  up  for  the  job.  After  all,  Lick  was  not  the  likeliest 
:  candidates.  Even  today,  he  isn't  anybody's  picture  of  an 


LAID-BACK  LICK  j.  C.  R.  LICKLIDER  IN  1979,  ABOUT  15  YEARS  AFTER  HIS  GROUND- 
BREAKING WORK  AT  THE  ADVANCED  RESEARCH  PROJECTS  AGENCY  (ARPA) 

Internet  revolutionary.  He  was  a  tall,  fatherly,  absentminded 
professor  type,  given  to  outrageous  puns  and  self-deprecating 
jokes  that  he  delivered  with  excruciatingly  bad  timing.  Nor 
was  he  an  entrepreneur.  He  never  started  a  company,  or 
wrote  a  killer-app  software  package,  or  did  anything  in  his 
garage  except  park  his  car.  He  wasn't  even  a  technologist, 
strictly  speaking. 

But,  as  Ruina  would  learn  in  that  first  interview,  Lick  did 
have  some  qualifications  for  the  job.  Any  research  into  com- 
mand and  control  would  require  someone  who  understood  the 
human  psyche,  and  for  two  decades  Lick  was  an  experimental 
psychologist  at  Harvard  University  and  MIT,  where  he  had 
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J.  C.  R.  LICKLIDER 


explored  the  auditory  cortex  of  the  brain.  Lick  also  knew 
computers.  In  the  1950s  at  MIT,  he  helped  develop  a  com- 
puter-based air  defense  system  using  the  world's  first  real-time 
computer,  which  would  respond  instantly  to  a  user's  command 
(as  opposed  to  inserting  punch  cards  and  waiting  hours  for 
printouts).  In  the  late  1950s,  when  he  was  a  vice  president  of 
Bolt  Beranek  and  Newman  (BBN),  then  an  acoustics  consult- 
ing firm  in  Cambridge,  Massachusetts,  Lick  carried  out  pio- 
neering experiments  with  educational  software  using  a  state- 
of-the-art  computer  built  by  a  little  startup  company  called 
Digital  Equipment  Corp.  Through  this  and  other  work,  Lick 
came  to  understand  that  computers  could  become  a  source  of 
empowerment,  excitement,  and  even  joy. 

In  a  1960  article,  "Man-Computer  Symbiosis,"  he  even 
laid  out  a  technological  road  map  for  how  to  get  there,  and 
in  the  process  envisioned  such  things  as  personal  worksta- 
tions, graphical  displays,  and  online  information  utilities,  not 
unlike  today's  America  Online.  In  the  future,  he  wrote,  we 
could  well  see  "a  network  of  such  centers,  connected  to  one 
another  by  wide-band  communication  lines  and  to  individual 
users  by  leased-wire  services."  Today,  we'd  call  that  the  Inter- 

Lick  was  tail,  fatherly, 

and  given  to  outrageous  puns 

delivered  with  bad  timing. 

net.  Lick  was  virtually  alone  in  this  vision:  The  typical  1960s 
view  of  computers  was  big,  ponderous  mainframes  sitting  off 
in  a  back  room  digesting  punch  cards,  serving  some  large 
institution  (them)  instead  of  the  people  (us). 

At  that  first  interview,  Director  Ruina  listened  to  Lick 
spin  his  dreams  of  man-computer  symbiosis  so  persuasively 
that  Ruina  knew  he  had  the  right  man  for  the  job.  "I  went 
for  it  right  away,"  says  Ruina.  Almost  completely  by  acci- 
dent, Ruina  had  stumbled  upon  a  visionary:  a  man  who 
could  take  this  amorphous  idea  of  command-and-control 
research  and  put  it  into  the  larger  context  of  human  destiny. 

Lick  would  have  $10  million  a  year  to  give  away  pretty 
much  as  he  saw  fit,  with  no  peer  review  and  no  second- 
guessing  from  the  higher-ups.  So  long  as  he  was  advancing 
command  and  control,  broadly  defined,  he  could  set  the  pro- 
gram's agenda,  and  he  could  choose  which  projects  to  fund. 
In  effect,  Lick  was  being  offered  $10  million  a  year  to  pursue 
his  vision  of  human-computer  symbiosis. 

In  October  1962  he  hit  the  ground  running,  and  in  his 
two  short  years  at  ARPA,  1962  to  1964,  he  sought  out  the 
scattered  groups  of  researchers  who  shared  his  dream,  nur- 
tured their  work  with  ARPA  cash,  and  tried  to  forge  them 
into  a  self-sustaining  community  that  could  carry  on  after  he 
was  gone.  In  the  process,  he  set  in  motion  the  forces  that 
would  give  rise  to  modern  computing  and  the  Internet. 

Personal  Computing  Lick  encouraged  a  project  at  MIT 
called  Project  MAC,  the  world's  first  large-scale  experiment 
onal  computing.  The  project  managers  couldn't  hope 
;ive  anyone  a  stand-alone  personal  computer,  of  course, 


not  with  the  cheapest  machines  still  costing  hundreds  on 
thousands  qf  dollars.  But  they  could  scatter  dozens  of  remote 
terminals  around  the  campus  and  in  people's  homes.  Andj 
then  through  the  technology  of  "time-sharing,"  they  could 
tell  their  big,  central  machine  to  dole  out  little  slices  of  pro- 
cessing time  very,  very  rapidly,  so  that  each  user  would  feel 
as  if  it  were  responding  to  him  or  her  as  an  individual,  in  realj 
time.  (Think  of  a  kindergarten  teacher  coping  with  dozens  oa 
insistent  5-year-olds  at  once.) 

By  the  mid-1960s,  Project  MAC  had  not  only  introduced 
hundreds  of  people  to  the  joys  of  interactive  computing  bud 
had  evolved  into  the  world's  first  online  community,  com- 
plete with  online  bulletin  boards,  email,  a  "freeware"! 
exchange  —  and  hackers.  Project  MAC  gave  rise  to  essentially 
all  the  social  phenomena  that  would  later  be  found  in  Internet-! 
era  communities  such  as  AOL  and  Yahoo.  Along  the  way,l 
Project  MAC's  remote  terminals  planted  the  notion  of  a 
"home  information  center"  —  an  idea  that  would  floats 
around  in  the  technology  community's  collective  conscious- 
ness until  the  1970s,  when  it  would  inspire  a  generation  of 
young  hobbyists  with  names  like  Jobs  and  Wozniak  to  mar- 
ket something  called  a  "microcomputer."  And  it  all  began, 
ironically  enough,  with  a  MAC. 

Windows,  the  Mouse,  and  All  That  No  sooner  had  Licla 
arrived  at  the  Pentagon  than  he  was  approached  by  a  soft-j 
spoken,  rather  lonely  guy  whose  ideas  on  "augmenting  thej 
human  intellect"  proved  to  be  identical  to  Lick's  notion  on 
symbiosis.  Douglas  Engelbart  had  been  a  voice  in  the  wilder-| 
ness  until  then;  his  own  bosses  at  Stanford  Research  Institute! 
(now  called  SRI  International),  a  consulting  firm  in  whan 
would  soon  become  Silicon  Valley,  thought  he  was  an 
absolute  flake.  But  once  Lick  had  given  him  his  first  real! 
funding  and  vigorously  defended  him  to  his  higher-ups,, 
Engelbart  went  on  to  invent  the  mouse,  onscreen  windows,| 
hypertext,  full-screen  word  processing,  and  a  host  ofi 
other  innovations. 

The  Internet  Lick  actually  spent  most  of  his  first  six  months 
at  ARPA  on  airplanes,  constantly  seeking  out  isolated  research 
groups.  On  April  25,  1963,  in  a  memo  he  jokingly  addressed 
to  "the  members  and  affiliates  of  the  Intergalactic  Computer 
Network" — that  is,  to  his  ARPA  research  community — hejl 
outlined  a  key  part  of  his  strategy:  Connect  all  their  individ- 
ual computers  and  time-sharing  systems  into  a  single  com| 
puter  network  spanning  the  continent.  True,  networking 
technology  was  too  primitive  to  attempt  such  a  thing — yet. 
But  Lick's  mind  was  already  racing  ahead.  He  was  soon  talk- 
ing about  the  IntergalaGtic  Network  as  an  electronic  com- 
mons open  to  all:  "the  main  and  essential  medium  of  infor- 
mational interaction  for  governments,  institutions, 
corporations,  and  individuals."  It  would  also  support  elec- 
tronic banking,  e-commerce,  and  digital  libraries.  By  the  late 
1960s,  such  visions  had  inspired  Lick's  handpicked  successors 
at  ARPA  to  implement  his  Intergalactic  Network,  now  knowr 
as  the  Arpanet.  (The  actual  contract  to  build  the  Arpanet 
went  to  BBN,  appropriately  enough;  the  little  computei 
research  group  where  Lick  had  been  a  vice  president  hac 
matured  and  prospered  wonderfully.)  By  the  1970s,  moreover 
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iRPA  had  begun  to  expand  the  Arpanet 
ven  further,  into  a  network  of  net- 
/orks  known  today  as  the  Internet. 

[erox  PARC  and  the  ARPA  Community 

.ick's  priorities  at  ARPA  raised  quite 
few  hackles  among  mainstream  engi- 
eers.  But  Lick  had  already  begun  to 
ndermine  their  opposition  by  pouring 
lost  of  his  research  money  into  universi- 
es.  His  successors  continued  that  policy, 
i  effect,  Lick  and  his  successors  sub- 
erted  the  profession  from  within.  The 
^sult  was  that  Lick's  vision  of  human- 
omputer  symbiosis  was  soon  being  car- 
led  into  the  mainstream  industry  by  a 
mole  generation  of  computer  science 
raduates — especially  those  from  top- 
anked  schools  such  as  MIT,  Carnegie 
4ellon  University,  Stanford  University, 
!C  Berkeley,  and  the  University  of  Utah, 
mich  were  also  the  top  ARPA  sites. 

This  was  the  generation  that  would 
uild  the  Arpanet,  the  generation  that 
fould  gather  at  PARC,  Xerox  Corp.'s 
:gendary  Palo  Alto  Research  Center, 
mere  they  would  put  the  ARPA  "sym- 
iosis"  vision — Lick's  vision — into  the 
5rm  we're  still  using  today.  And  finally, 
f  course,  this  was  the  generation — 
igether  with  the  students  they  taught — 
iat  would  engineer  the  personal  com- 
uter  revolution  of  the  1980s  and  the 
etworking  revolution  of  the  1990s, 
ven  now,  people  who  have  never  heard 
f  human-computer  symbiosis  or  J. 
|  R.  Licklider  still  fervently  believe 
1  his  dream  because  it  is  in  the  very  air 
ley  breathe. 

So  why  haven't  many  of  them  heard 
f  J.  C.  R.  Licklider? 

Several  reasons.  Lick  wasn't  the  kind 
f  guy  journalists  like  to  write  about, 
le  wasn't  a  mediagenic  guru  with  a 
ift  for  gab.  To  those  who  have  come  of 
ge  in  the  PC/Internet  era,  in  fact,  Lick 
:nds  to  sound  like  just  another  suit,  a 
ureaucrat  from  somewhere  back  in 
rehistory. 

Another  reason  is  that  Lick  wasn't 
ven  very  successful  as  a  bureaucrat, 
ot  after  he  left  ARPA  for  IBM  in  1964. 
wo  years  in  Big  Blue's  research  labs 
snt  him  back  to  MIT,  screaming  in 
xasperation.  The  computer  giant's 
orporate  culture  was  still  grounded  in 
lainframes  and  batch  processing;  no 
fay  was  Lick  going  to  convert  the 
ompany  to  symbiosis  in  this  lifetime. 


His  subsequent  stint  as  director  of  Proj- 
ect MAC,  from  1968  to  1970,  was 
enough  to  strain  many  an  old  friend- 
ship there;  Lick's  loathing  for  paper- 
work made  him  a  disastrously  bad 
manager.  And  a  second  tour  at  ARPA, 
from  1974  to  1975,  was  even  worse.  In 
the  post-Vietnam  environment,  Lick's 
once  freewheeling  computer  research 
program  had  become  mired  in  endless 
federal  procurement  regulations  and 
demands  for  immediate  military  "rele- 
vance." A  colleague  who  watched  him 
there  compared  it  to  a  Christian  being 
fed  to  the  lions. 

Just  at  the  time  when  Lick  should 
have  been  in  the  limelight — when  the 
microcomputers  hit  it  big  in  the  early 
1980s  —  he  was  already  pushing  70. 
His  hands  had  a  noticeable  tremor,  a 
condition  that  eventually  would  be 
diagnosed  as  Parkinson's  disease.  He 
was  also  developing  prostate  cancer, 
and  his  allergies  had  long  since  crossed 
the  line  into  asthma;  he  never  went 
anywhere  without  an  inhaler.  Indeed,  it 
was  the  asthma  that  finally  caught  up 


with  him:  An  attack  left  his  brain  with- 
out oxygen  for  too  many  critical  min- 
utes, and  Lick  died  without  regaining 
consciousness  on  June  26,  1990. 

But  mainly,  we  haven't  heard  of  Lick 
because  he  refused  to  toot  his  own  horn; 
not  only  did  he  consider  it  to  be  poor 
behavior  but  he  was  one  of  those  rare 
beings  who  genuinely  didn't  care  who  got 
the  credit,  so  long  as  the  goal  was  accom- 
plished. And  so  it  was  left  for  his  friends, 
students,  and  disciples  to  remember. 

"I  think  Lick's  being  at  that  place  at 
that  time  is  a  testament  to  the  tenuous- 
ness  of  it  all,"  says  Robert  W.  Taylor, 
one  of  Lick's  successors  at  ARPA  and  the 
man  who  organized  the  computer  group 
at  Xerox  PARC.  "Most  of  the  significant 
advances  in  computer  technology  were 
simply  extrapolations  of  Lick's  vision. 
He  was  really  the  father  of  it  all."  ■ 

M.  Mitchell  Waldrop  is  the  author  of 
Complexity  (1992).  He  is  at  work  on  a 
new  book  about  the  history  of  com- 
puters, to  be  published  by  Viking  in 
early  2001. 
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39:  VULCANIZATION  — 
RUBBER  GETS  RUBBERY 

larles  Goodyear  was  so  enam- 
ed  of  natural  rubber's  flexibility 
id  insulating  properties  that  he 
orked  for  five  years  trying  to  combine  rubber  with  other 
lemicals  to  prevent  it  from  being  soft  and  fluid  in  hot 
sather  and  stiff  and  brittle  in  cold  weather.  One  winter  night 
1839,  Goodyear  was  combining  rubber  with  sulfur  and 
cidentally  spilled  some  of  the  mixture  onto  a  work  stove, 
le  two  substances  melted  together  into  a  new  compound 
at  would  keep  its  flexibility  at  almost  any  temperature, 
oodyear's  process  came  to  be  called  "vulcanization,"  and 
day  almost  every  use  of  rubber  depends  on  it — especially  if 
e  rubber  product,  like  a  tire,  has  to  perform  reliably  and  pre- 
ctably  when  subjected  to  a  wide  range  of  temperatures. 

82:  LIGHTBULB— EDISON'S  MAGIC  TOUCH 

hen  inventor  Thomas  Alva  Edison  and  his  research  team  were 
orking  on  the  incandescent  lightbulb,  they  tried  hundreds 
materials  for  filaments  before  settling  on  bamboo,  which 
tained  much  of  its  strength  when  carbonized.  Even  so,  the 
libs  often  failed  in  shipment  or  lasted  only  a  few  hours  in  ser- 
:e.  Worse  yet,  it  seemed  that  the  longer  production  continued, 
e  worse  the  bulbs  performed.  In  July  1882,  Edison's  lamp  fae- 
ry in  East  Newark,  New  Jersey,  turned  out  nothing  but  defec- 
'e  bulbs  for  weeks  on  end.  The  plant  superintendent  begged 
r  help,  and  Edison  left  his  New  York  laboratory  to  pay  a  per- 
sonal visit  to  the  factory.  "You  were 
here  Thursday,"  the  superintendent 
wrote  later.  "There  was  no  change 
made  in  [the]  lamps,  yet  they  were  the 
best  we  have  made  for  several  weeks. ... 
Your  luck  is  almost  a  proverb  ...your 
mere  presence  can  change  the  run 
of  lamps."  On  the  strength  of  the 
improvement  in  production,  Edison 
was  able  to  secure  desperately  needed 
additional  financing. 

12:  AMPLIFIER— A  DIVINE  SIGNAL 

st  before  World  War  I,  long-distance  radio  became  a  reality, 
it  its  use  posed  formidable  problems.  The  most  important: 
adio  signals,  when  sent  over  long  distances,  weakened  so 
uch  that  they  could  no  longer  be  heard.  In  1912  much  of  the 
search  was  being  done  on  receiver  sensitivity,  that  is,  a 
ceiver's  ability  to  pick  up  a  radio  signal  and  reproduce 
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it  clearly.  In  that  year,  Lee  de 
Forest  —  the  world's  premier 
radio  experimenter — was  trying 
to  make  his  receiver  vacuum  tube, 
called  the  Audion,  more  sensitive. 
When  he  modified  the  tube's  inter- 
nal arrangement  and  powered  the 
tube  up  again,  he  discovered  to 
his  surprise  that  rather  than  creat- 
ing a  better  receiver  he  had  built  the  exact  opposite:  a  long- 
dreamed-of  audio  amplifier.  The  new  amplifying  Audion  not 
only  broke  the  deadlock  in  radio  reception  but  became 
one  of  de  Forest's  most  lucrative  products  when  it  was  sold 
to  Western  Electric  as  a  repeater  (in-line  booster)  for 
telephone  traffic. 

1945:  MICROWAVE— MELTS  IN  YOUR  POCKET 

Raytheon,  a  major  military  contractor,  was  one  of  the  earliest 
producers  of  magnetrons  (pulse  generators  used  in  radar)  in 
the  United  States.  One  of  its  more  inquisitive  engineers,  Percy 
L.  Spencer,  was  walking  through  a  room  where  a  magnetron 
was  being  tested  and  noticed  that  a  chocolate  bar  in  his  pocket 
began  to  melt.  Intrigued,  he  pointed 
the  magnetron  at  some  popcorn  ker- 
nels, which  promptly  popped,  and  at  a 
raw  egg  in  its  shell,  which  cooked  so 
quickly  that  it  exploded.  The  potential 
for  a  product  was  obvious,  and  Ray- 
theon produced  its  first  commercial 
microwave  oven,  the  Radarange,  only 
two  years  later,  in  1947. 

1949:  LITHIUM— THE  WRONG  MOLECULE 

An  Australian  psychiatrist  named  John  Cade  was  searching 
for  possible  causes  of  manic  depression.  Convinced  that  the 
cause  might  be  a  hormone,  he  hit  upon  the  idea  of  collecting 
urine  from  patients  with  bipolar  disorder,  then  injecting  it 
into  guinea  pigs.  When  the  guinea  pigs  promptly  had  seizures, 
Cade  became  interested  in  the  possible  influence  of  one 
chemical  component,  called  a  urate.  The  most  common  salt, 
sodium  urate,  was  too  insoluble  for  easy  use  in  the  experi- 
ment. Cade  tried  lithium  urate  instead  and  noticed  that  his 
guinea  pigs  became  lethargic  rather  than  manic.  Wondering 
whether  the  lithium  or  the  urate  was  exerting  the  effect,  he 
tried  lithium  carbonate  and  obtained  much  the  same  result. 
After  more  experiments,  he  determined  that  lithium  carbon- 
ate could  suppress  the  sometimes  violent  mood  swings  ►  112 
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Peking  stocks  by  skill, 
not  chance 


BY  EDWARD  CLENDANIEL 

Dne  of  the  most  difficult  tasks  an 
investor  faces  is  evaluating  whether 
a  successful  strategy  is  the  result 
of  intelligence  or  mere  chance. 
Even  veteran  Wall  Street  analysts  can  find  it  dif- 
ult  to  distinguish  luck  from  skill.  Nor  are  they 
imune  from  using  unorthodox  approaches  in 
iking  their  choices.  Lise  Buyer,  a  leading  Internet  stock  analyst 
fore  she  became  a  venture  capitalist,  knew  an  analyst  who  rode 
£  subway  to  work  every  day.  New  York  being  New  York,  this 
alyst  avoided  the  eyes  of  his  fellow  riders,  staring  at  their  shoes 
stead.  He  soon  noticed  that  the  great  majority  of  people  with 
:an,  new  running  shoes  wore  Nikes.  The  people  with  dirty  run- 
ig  shoes  wore  Reeboks.  On  that  basis  he  advocated  Nike,  as  it 
rned  out,  with  positive  results. 
Shrewd?  Or  just  lucky? 

Perhaps  it  was,  indeed,  pure  luck.  Bear  in  mind  that  Wall 
reet  icon  J.  P.  Morgan  employed  astrologer  Evangeline 
lams  and  was  so  convinced  of  her  powers  that  he  once  said, 
t's  easy  to  become  a  millionaire,  but  to  become  a  billionaire, 
u  need  an  astrologer."  In  the  1970s,  Princeton  University's 
irton  Malkiel  theorized  that  the  market  was  so  efficient  that 
blindfolded  chimpanzee  throwing  darts  at  the  Wall  Street 
urnal  could  do  as  well  as  the  smartest  experts  (see  sidebar). 

Maybe  this  helps  explain  why  a  reported  5,000  people  sub- 
"ibe  to  Henry  Weingarten's  New  York-based  newsletter,  Invest- 
*  by  the  Stars.  Or  why  Tim  Whitehead  of  Left  Bank  Economics 
t  compelled  to  track  and  write  about  the  impact  of  such  odd 
vestment  strategies  as  basing  choices  on  the  whims  of  the 
:ather  or  who  wins  the  Super  Bowl  or  the  Oscars. 

But  what  if  you,  the  investor,  aren't  interested  in  employing 
:h  unorthodox  investing  methods?  What  if,  instead,  you're  more 
mfortable  using  a  strategy  of  skill  as  opposed  to  luck?  Then: 

Do  your  homework.  "There's  going  to  be  an  element  of  luck 
th  any  investment.  But  for  individual  investors,  the  smartest 
ategy  is  to  invest  in  something  you  know,"  says  Buyer. 

Avoid  over  confidence.  "There's  nothing  like  a  bull  market 
make  everyone  think  they're  a  genius,"  says  Robert  Strauss, 


professor  of  economics  at  Carnegie  Mellon  University.  Over- 
confidence  often  breeds  a  sense  of  infallibility,  resulting  in 
poor  decisions. 

Don't  overtrade.  Resist  the  urge  to  always  be  active. 
Research  done  by  Terrance  Odean,  a  specialist  in  behavioral 
finance  at  the  University  of  California  at  Davis,  and  fellow 
professor  Brad  Barber  shows  that  the  20%  of  investors  who 
traded  most  actively  earned  an  average  net  annual  return 
5.5%  lower  than  that  of  the 


least  active  investors. 

Know  when  to  hold  'em, 
know  when  to  fold  'em. 
Research  shows  that  investors 
too  often  ignore  this  simple 
commonsense  principle,  hav- 
ing a  tendency  to  hold  losers 
too  long  and  get  rid  of  winners 
too  soon.  "No  one  ever  went 
broke  getting  rid  of  a  loser," 
says  Buyer. 

Be  conservative  with  your 
money.  "My  serious  advice  to 
people  is  that  they  should 
take  most  of  the  money  they 
have  to  invest  and  buy  a  low- 
risk  mutual  fund  such  as  an 
index  fund,"  says  Odean.  "If 
you  really  enjoy  trading,  take 
a  small  amount  and  have  fun. 
You'll  have  90%  of  the  thrill 
with  10%  of  the  risk."  ■ 


GO  APE 

What  better  way  to  test  the  forces 
of  chance  in  the  market  than  to  pit 
investment  professionals  against  a 
dart-throwing,  blindfolded  monkey? 
Why  a  dart-throwing,  blindfolded 
monkey?  It's  the  epitome  of  stock- 
picking  luck,  at  least  according  to 
a  Princeton  professor  named  Burton 
Maikiel. 

In  1988  the  Wall  Street  Journal 
took  Malkiel's  idea  to  heart  and 
ever  since  has  held  a  contest  com- 
paring pros'  stock  picks  to  those  of 
staff  members  throwing  darts  at  a 
list  of  stock  symbols.  (The  Journal 
decided  that  using  an  actual  mon- 
key was  too  dangerous,  if  not  for 
the  pros'  egos,  then  for  the  safety 
of  its  staff.)  Malkiel  put  it  best 
when  he  said,  "Financial  analysts 
in  pinstriped  suits  don't  ►  i /2 
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CHANCE  TO  DANCE 


THE  FUTURE 


■4  103  to  get  through  the  bad  luck  and  create  lucky  opportuni- 
ties, says  Joyce  Newman,  president  of  the  Newman  Group,  a 
New  York-based  management  firm,  and  a  speaking  consultant 
who  helps  entrepreneurs  make  successful  presentations  to 
investors  and  shareholders.  Take  IBM  founder  Thomas  Watson 
Sr.  During  the  great  recession  of  1908,  Watson  was  a  piano 
salesman  selling  to  farmers  in  western  New  York.  "That  surely 
required  a  Zig  Ziglar-like  belief  in  a  happy  tomorrow,"  says 
Tom  Peters,  coauthor  of  In  Search  of  Excellence,  who  studied 
IBM  for  his  book. 

Arno  Penzias,  technology  consultant  for  Lucent  Technologies 
and  also  a  venture  capitalist,  says  the  more  optimistic  you  are, 
the  more  people  trust  you  and  the  more  you  get  promoted. 
Besides,  "You  wake  up  in  the  morning  less  tense,"  he  says. 

Do  What  You  Love.  The  luckiest  people  are  those  who 
have  figured  out  what  motivates  them  —  what  they  have  a 
passion  for,  says  Andy  Chan,  CEO  of  eProNet,  an  online 
recruiting  and  career  management  company.  "Look  at  Steve 
Jobs.  He's  lucky,  but  it's  been  more  than  just  luck.  He  has  so 
much  passion  for  what's  important  to  him." 

Do  Core,  Not  Context.  Geoffrey  Moore,  managing  direc- 
tor of  the  Chasm  Group  and  author  of  Crossing  the  Chasm, 
suggests  concentrating  on  your  core,  not  context.  "Core,"  he 
says,  "is  the  work  you  do  that  differentiates  you  and  makes 
you  valuable  to  your  customers.  Context  is  all  the  other  work 
you  have  to  do  to  be  a  responsible  business.  I  suggest  that 
luck  is  a  function  of  the  percentage  of  core  that  you're  doing. 
In  other  words,  the  more  core  you're  doing,  the  more  oppor- 
tunities you  have  to  get  lucky."  ■ 
ADDITIONAL  REPORTING  BY  TIMOTHY  DEAL, 
ANDY  FREIBURGHOUSE,  TERRY  NAGEL, 
SHELLEY  PANNILL,  GENIE  WILLIAMS 

GUY  KAWASAKI'S  KARMIC  CODE 

Apple's  old  evangelist  and  CEO  of  Garage.com  offers  a  few  beatitudes 

[  Ignore  people's  current  status  in  life.  Some  people  only  take  care 
of  people  who  are  already  successful  and  ignore  anyone  at  a  level 
beneath  them.  That's  narrow-minded  thinking  because  you  never  know 
when  the  little  people  will  get  lucky. 

2  Help  people  whose  help  you  don't  need.  Don't  just  do  things  because 
you  think  you'll  get  something  out  of  it.  Kawasaki  himself  helped 
AOL's  Steve  Case,  even  though  Apple,  where  Kawasaki  worked  until 
1987,  was  no  longer  interested  in  doing  a  deal  with  AOL.  Still,  Case 
repaid  him  by  giving  him  2,000  shares  of  AOL  stock  in  1990. 

3  Focus  on  the  little  and  analog  things.  Send  handwritten  thank-you 
notes.  Buy  baby  gifts.  Those  simple  acts  of  kindness  are  repaid  by 
the  bucketfuls. 

4  Never  think  of  the  world  as  a  zero-sum  game.  Don't  think  that  some- 
one else's  good  luck  will  take  luck  away  from  you.  There  is  infinite 
good  luck  in  the  world. 

5  Pay  back  society.  Whether  it's  tithing  at  church  or  contributing  to 
charity,  someone  is  keeping  score  up  there.  When  you  pay  back, 

omes  back  to  you. 


A  /09  of  manic  depression;  it  remains  the  most  widely  pre- 
scribed medication  for  the  disorder  today. 

1951:  PLASTICS—A  HIGH-OCTANE  IDEA 

By  the  early  1950s,  it  was  obvious  that  family  cars  traveling 
faster  and  farther  would  require  higher-octane  gasoline.  High- 
octane  aviation  gasoline  had  been  produced  during  the  war 
but  not  at  a  price  that  the  retail  consumer  would  pay.  The 
race  was  on  for  a  potent  product  at  an  affordable  price.  In 
June  1951,  J.  Paul  Hogan  and  Robert  L.  Banks,  two  research 
chemists  at  Phillips  Petroleum,  were  trying  to  catalyze  high- 
octane  gasoline  from  hydrocarbon  gases  when  their  lab; 
equipment  became  clogged  with  a  cloudy  solid.  By  pure  hap- 
penstance, the  two  had  created  crystalline  polypropylene, 
which,  together  with  its  cousin  polyethylene,  forms  the  basis 
of  today's  plastics  industry. 

1981:  WEARABLE  COMPUTER— FEET  CHEAT 

This  isn't  exactly  another  example  of  chance  leading  to  a  sci-l 
entific  breakthrough,  but  it  is  chance  leading  to  what  has  now 
become  one  of  the  hottest  trends  in  tech:  the  wearable! 
computer.  In  1981  Thomas  Bass,  a  front  man  for  the  oddly 
named  Eudaemonic  Enterprises,  walked  into  a  Las  Vegas 
casino  confident  he  would  beat  the  house  at  roulette.  His 
secret?  A  computer  built  into  his  shoes.  Bass'  artfully  con-] 
cealed  "assistant"  constantly  recomputed  the  relative  positions 
of  the  roulette  ball  and  the  numbered  cups  on  the  roulettei 
wheel,  offering  a  better  and  better  guess  as  to  the  ball's  final 
position.  Thanks  to  the  cryptic  vibrations  that  Bass'  computerl 
passed  to  his  feet  while  he  flipped  the  toe  switches,  he  was  able 
to  beat  the  house  by  a  considerable  margin,  and  wearablej 
computers  took  a  significant  step  forward.  ■ 

GO  APE 

■4  111  like  being  compared  to  bare-ass  monkeys." 

In  the  Journal's  contest,  four  pros  are  asked  to  pick  a  single  stock. 
Then  staff  members,  personifying  the  blindfolded  monkey,  throw  darts  to) 
pick  four  others.  After  six  months,  the  returns  are  compared.  In  the  123( 
contests  held  so  far  under  the  current  rules,  the  pros  have  won  76  (62% 
and  the  "blindfolded  monkey"  has  won  47  (38%).  Some  would  con-) 
sider  this  a  victory  for  the  pros,  but,  in  fact,  they  have  only  achieved  a 
12%  margin  above  the  50%  winning  average  that  should  be  expected 
chance  alone — certainly  not  enough  of  a  margin  to  justify  their  feesj 
some  would  argue.  What's  more,  the  pros'  picks  just  barely  beat  the  Dow 
Jones  Industrial  Average  (DJIA). 

When  looking  at  the  average  returns,  the  pros'  picks  seemed  a 
little  more  impressive:  11.6%  vs.  4.9%  for  the  monkey  and  6.6%  for  the 
DJIA  The  pros  and  their  supporters  argue  that  this  is  proof  that  they 
have  beaten  the  forces  of  chance.  However,  their  opponents  have  three 
main  retorts: 

Dividends  are  not  included  in  the  scoring.  Knowing  this,  pros  can  avoic 
stocks  with  higher  yields  and  lower  price  appreciation.  The  monkeys  can't 

The  four  pros  tend  to  be  the  cream  of  the  crop  and  do  not  accurately 
reflect  the  universe  of  investment  professionals. 

When  the  pros  pick  a  stock,  Journal  readers  react  and  often  buy  the 
stock,  driving  up  the  return.  The  pros  are  even  given  the  chance  to  pitch 
their  stock  choices  in  a  column  accompanying  their  picks.  Monkeys,  a; 
you  know,  can't  write  columns.  MICHAEL  BOLANC 


FIVE  CRAP  PI 

Ihoveling  dog  doo  and  other  really  bad  stuff 


Y  JOE  QUEENAN 

■      MB  HILE  THE  MEDIA  TEND 

I  to  depict  Internet  com- 
panies as  glamorous, 
quirky,  exciting,  cutting- 
edge,  and  progressive, 
is  is  frequently  a  mirage.  Indeed,  one  of 
e  Internet's  foremost  contributions  to 
ir  civilization  is  the  development  of  a 
st  forum  brimming  with  potential  for 
rsonal  disgrace.  In  some  instances,  the 
ternet  has  merely  spawned  online 
rsions  of  the  soul-destroying  jobs  that 
ive  always  made  life  miserable  for  the 
reat  Unwashed:  customer  service,  low-level  tech  support, 
der  fulfillment.  But  in  other  cases,  the  Internet  has  christened 
tirely  new  genres  of  hideous  jobs  that  never  would  have  come 
to  existence  had  the  information  revolution  not  taken  place. 
Our  purpose  here  is  to  discuss  a  random  sampling  of  high 
:h  jobs  that  most  people  would  chop  off  their  right  arm  to 
oid.  Not  all  of  these  jobs  are  badly  paid,  and  not  all  of  them 
e  inherently  disgusting  or  idiotic.  Nor  are  these  necessarily 
e  worst  jobs  imaginable  (online  stripper  in  a  warehouse  in 
ubuque  obeying  depraved  commands  typed  in  by  randy  per- 
rts  from  oil  derricks  off  the  coast  of  Bahrain  would  be  right 
the  top  of  that  list),  but  they  are  all  jobs  that  you  probably 
auldn't  wish  on  your  worst  enemy.  Unless  your  worst  enemy 
is  the  person  who  hired  you  to  do  one  of  these  jobs. 

,CKER  for  dogdoo.com — What  kind  of  person  packs  dog 
crement  for  an  online  retailer  specializing  in  shipping  bagged 
nine  waste  to  unsuspecting  victims  as  a  practical  joke?  How 
d  this  person's  career  reach  such  an  unfortunate  impasse? 
id  where  does  he  or  she  go  from  here?  CatKaka.com?  Bird- 
ird.com?  The  United  States  House  of  Representatives?  Sure, 
5  probably  pretty  humiliating  to  have  to  go  home  at  night 
id  admit  to  your  kids  that  you  are  the  chief  executive  officer 
an  outfit  like  DogDoo.com.  But  think  about  those  who  have 
timate  physical  contact  with  the  revolting  product  being 


purveyed  by  the  company.  The  original  promise  of  the  Internet 
was  that  it  would  ennoble  and  empower  the  workforce,  ele- 
vating ordinary  laborers  to  unimaginable  new  heights  of  dignity 
and  sophistication.  Ha,  ha,  ha. 

PORN  SIFTER  FOR  FILTERING  COMPANY — To  do  this  job  really 
well,  you  have  to  be  an  otherwise  intelligent,  morally  upstand- 
ing individual  who  is  blessed  with  the  ability  to  think  like  a 
lecher  and  a  moron.  First,  you  have  to  track  down  new  adult 
sites  and  block  them  out  so  kids  or  library  patrons  or  goof-off 
employees  can't  get  to  them.  Then  you  have  to  find  porno- 
graphic sites  that  innocent  people  might  inadvertently  unearth  if 
they  simply  type  the  wrong  letters  into  the  URL  command  bar. 
In  addition  to  having  to  stare  at  the  same  garish  images  for  sev- 
eral hours  a  day,  you  also  have  to  gaze  at  things  that  literally 
might  turn  your  stomach.  Brian  Milburn,  president  of  Cybersit- 
ter,  says  that  one  of  the  worst  things  about  this  job  is  stumbling 
upon  sites  featuring  photos  of  severed  body  parts.  Gross.  "The 
Internet  is  a  big  toilet,"  Milburn  says.  "If  we  had  kids  at  home, 
I  wouldn't  let  them  use  it." 

PR  ACCOUNT  EXECUTIVE  FOR  A  DOT-COM  STARTUP — Here's 
the  perfect  job  for  people  who  want  the  worst  of  all  worlds.  For 
starters,  everyone  hates  flacks.  Journalists  hate  them  because 
they  think  they're  incompetent  whores.  Businesspeople  hate 
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them  because  they  think  they're  incompetent  whores.  And  flacks 
hate  themselves  because  deep  down  inside  they  suspect  that  they 
might  be  incompetent  whores.  But  what's  particularly  bad  about 
doing  publicity  for  Internet  startups  is  that  everyone  in  the  media 
has  already  heard  every  story  with  every  angle  about  every  prod- 
uct and  every  service  a  thousand  times  and  never  wants  to  hear 
from  another  PR  firm  as  long  as  they  live.  But  flacks  can't  explain 
this  problem  to  their  nitwit  23-year-old  CEO  clients  because  the 
CEOs  have  all  persuaded  themselves  that  their  generic  success 
story  is  the  stuff  of  legend.  Flacks  get  personally  abused  by 
clients,  insulted  by  journalists,  stiffed  out  of  their  fees  by  cus- 
tomers, ridiculed  by  colleagues,  and  humiliated  by  their  superi- 
ors. One  flack  for  a  major  software  company  says  her  boss  got  so 
upset  that  he  ordered  her  to  attend  charm 
school.  Another  had  to  go  shopping  for 
underwear  for  a  skivvy-less  journalist. 
How  uncouth.  All  in  all,  being  a  dot-com 
flack  is  exactly  like  being  a  whore,  except 
the  hours  are  worse. 

CHAT  ROOM  MONITOR — This  is  a  job 
that  only  a  saint  could  love,  and  only  a 
really  dumb  saint.  Being  a  chat  room 
monitor  is  like  being  a  referee  in  a  bas- 
ketball game  pitting  inmates  from  the 
local  prison  against  inmates  from  the 
local  insane  asylum.  Ostensibly,  your 
job  is  to  ensure  that  a  civilized  level  of 
discourse  prevails  in  an  environment 
dominated  by  perverts,  sociopaths, 
lunatics,  and  teenage  boys.  It's  like 
trying  to  referee  a  polite  nuclear  war. 
Policemen  always  complain  they  see 
humanity  at  its  worst  every  single  day  of  their  lives,  but  chat 
room  monitors  have  to  read  humanity  at  its  worst  every  day 
of  their  lives,  and  many  of  the  species  can't  spell.  This  is  a  per- 
fect example  of  a  job  that  did  not  exist  before  the  Net;  the 
closest  thing  to  a  chat  room  monitor  back  in  the  good  old  days 
was  being  a  prison  guard  at  Alcatraz.  At  least  those  guys  got 
to  use  their  guns. 

online  lackey  —  In  the  Old  Economy,  people  with  more 
money  than  class  tried  to  act  like  their  gardeners  and  maids 
and  servants  were  at  least  partially  humanoid  and  therefore 
deserving  of  a  measure  of  respect.  Boy,  are  those  days  over. 
MyLackey.com  is  a  Seattle  concern  that  specializes  in  furnish- 
ing online  menials  to  customers  who  sound  suspiciously  like 
yuppie  scum.  Initially,  the  idea  was  for  "field  lackeys"  to  pick 
up  laundry,  drop  off  videos,  clean  the  house.  But  John  Shee- 
han,  chief  operating  officer  of  MyLackey.com,  says  that  field 
lackeys  also  have  been  asked  to  pick  up  a  bikini  top  for  a 
woman  who  left  half  of  her  bathing  suit  at  a  department  store, 
paste  photos  into  scrapbooks  for  the  Seattle  police  chief,  and 
serve  as  witnesses  at  a  wedding.  One  irony-minded  local  Inter- 
net startup  gives  out  field  lackeys  as  "employee  bonuses  or  Fri- 
day treats."  Makes  sense:  The  former  CEO  once  told  Salon  that 
field  lackeys  will  even  come  over  and  clean  up  the  dog  diar- 
i  in  your  apartment.  (The  ability  of  the  Internet  to  position 
excrement  at  the  center  of  so  many  lucrative  commer- 


my lackey.com 

 --»»******  '-i  


cial  transactions  is  one  of  the  most  astonishing  developments 
of  the  new  millennium.)  MyLackey.com  has  been  able  to 
find  employees  willing  to  perform  such  demeaning  tasks 
because  it  pays  $14  an  hour,  because  it  awards  stock  options, 
and  because  being  a  lackey  is  so  uplifting.  Sheehan  says  that 
when  he  sees  his  lackeys  tooling  around  town  in  their  colorful 
MyLackey.com  uniforms,  he  invariably  asks  how  things  are 
going  and  they  "always  have  a  funny  story  to  tell."  This  is 
another  good  reason  not  to  move  to  Seattle. 

The  preceding  is  by  no  means  a  complete  list  of  all  the  horrible 
jobs  to  be  found  in  the  high  tech  world.  At  one  popular  Web 
site,  disgruntled  workers  regularly  log  in  and  talk  about  how 

much  they  hate  working  as 
order  fillers  and  bike  messen- 
gers for  firms  like  Kozmo.com. 
They  say  the  work  is  boring, 
the  customers  are  jerks,  man- 
agement is  stupid,  the  hours 
stink.  These  are  legitimate 
complaints,  but  utterly  generic,  j 
Bellyaching  such  as  this  seemsi 
a  mite  petulant  considering; 
how  much  worse  things  could 
be.  After  all,  entry-level  posi- 
tions in  America  have  alwaysj 
been  intellectually  asphyxiat- 
ing and  poorly  paid;  the  whole| 
point  of  the  system  is  to  make| 
people  hate  their  current  jobsn 
so  much  that  they'll  develop 
marketable  skills  and  get  bet-l 
ter  ones.  Eventually,  if  all  goesi 
well,  they'll  start  their  own  businesses  where  they  make  life 
miserable  for  their  malingering  twentysomething  employees. 
And  so  the  cycle  continues. 

Nevertheless,  there  is  a  qualitative  distinction  between 
jobs  that  are  mindless  and  jobs  that  are  humiliating.  Young 
people  newly  entering  the  workforce  may  resent  having  to 
deliver  porn  videos  to  Seattle-based  masters  of  the  universe 
who  are  too  lazy  or  self-important  to  pick  them  up  them- 
selves. But  there's  a  big  difference  between  letting  someone 
call  you  a  delivery  boy  and  letting  someone  call  you  a  lackeyj 
Why  not  Myjerk.com  or  MySlave.com  or  MyBootlicker.comij 
The  use  of  the  term  lackey  —  coupled  with  the  official 
MyLackey.com  uniform — implies  a  tacit  contempt  that  the 
customer  feels  for  the  laborer,  a  contempt  that  in  bygone 
times  might  have  led  to  a  few  teeth  getting  knocked  loose. 
What  is  most  appalling  about  jobs  like  these  is  that  the 
employees  voluntarily  accept  the  abuse  heaped  upon  them  by 
their  employers  and  customers,  that  the  employees  willingly 
agree  to  be  treated  like  stooges,  clowns,  poltroons,  and  jack- 
asses. We  have  not  seen  this  before  in  America. 

Sure  hope  they  got  a  lot  of  stock  options. 
ADDITIONAL  REPORTING  BY  ANDREW  FREIBURGHOUSE  AND  KARINA  KINIH 

Joe  Queenan  is  a  contributing  editor  at  GQ  and  Movieline 
He  is  the  author  of  My  Goodness:  A  Cynic's  Short-Livec 
Search  for  Sainthood  and  Confessions  of  a  Cineplex  Heckler. 


WORKED  OVER  EMPLOYEES  OF  MYLACKEY.COM  ARE  CALLED 
JUST  THAT— LACKEYS,  I.E.,  "SERVILE  FOLLOWERS." 
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Businesses 
Halted  at 
International 
E-Borders 

IGlobalPlace  offers 
foreign  domain  solutions  to 
companies  looking  toward 
international  expansion. 

TOKYO — Several  U.S.  companies 
tempting  to  make  their  entre  into 
Dkyo  via  the  Web  late  last  week  were 
alted  at  the  border  for  failure  to  regis- 
:r  .jp  domain  names,  according  to 
turces.* 

"Those  sites  didn't  have  a  local 
•esence,  which  is  required  in  our 
)untry,"  said  one  official  who  declined 
»  be  named.  "You'd  think  if  they  want- 
1  to  conduct  international  business, 
ley'd  be  familiar  with  the  world's 
business  laws,  or  have  used 
pobalPlace." 

I  Executives  from  IGlobalPlace  have 
sen  brought  in  to  diffuse  the  situation 


Frustrated  executive  attempts  to  cross  e-border  through  underground  tunnel. 


aid  businesses  in  their  overseas 
me  expansion. 
"IGlobalPlace  sorts  through  all  the 
ernationa!  red  tape,  making  your 
npany's  Web  transition  into  foreign 
xkets  simple,  quick  and  painless," 
IGlobalPlace  representative  Marc 
tenhoff.  "We  help  you  to  pass  the  e- 
ders,  secure  your  domain,  and  get 
/n  to  business."  The  U.S.  companies 
ied  entry  into  Tokyo  will  be  released 
.wing     the     negotiations  with 
ibalPlace  executives. 

is  an  advertisement.  The  above  story  is  fiction,  but 


Fortune  500  Companies  Look  to  IGlobalPlace 
for  International  E-Business 

LOS  ANGELES  -  High-ranking  executives  from  thousands  of  e-business- 
es   across    the    nation    are    speaking   highly   of   a    very  special 
Story  continued  at  www.lGlobalPlace.com  or  1-866-322-7100 


IGlobalPlace 

Opening  E-Borders™ 


SM 


the  issues  addressed  are  very  real.  We  just  thought  this  was  a  cool  way  of  communicating  it. 


THE  MARKET'S 
REGARDLESS, 


UP.  THE  MARKET'S  DOW 
WE'RE  STILL  #1   IN  SE 


FINANCINGS 


$  Chartered  ^"»<*W> 

»diK.<niL<io-  tutjikiutd     Common  Slocft 
May  2000                Load  Manager 

PAIRCHILO 

January  2000             Lead  Manager 

_____  $852,322,000 

■^^^•B  *  m^^^^^^      Common  Stock 
January  2000             Lead  Manager 

Intersil  5607200  000 

^                  Common  Stock 
Septer^be'  2000          Lead  Manage' 

. ■  $575,000,000 
* " 'S 1 1        Initial  Public 
Offering 

credence  *M'175;M0 

ivtTiu*  curkuiiation    Common  Stock 
February  2000             Lead  Manager 

.  $287,500,000 
^HR/r'VDR^Qc;  Convertible 

<-Ifnroo     Subordinated  Notes 

June  2000               Lead  Marager 

February  2000             Lead  Manager 

August  2000              Lead  Manager 

$284,050,000 

$283,360,000 

DUPUNT  PlIOTOHV>SS.  INC. 

Common  Stock 
July  2000                Lead  Manager 

$283,000,000 

J™i  $257,600,000 
Ji^M                 Common  Slock  j 
March  2000             Lead  Manager  J 

i  ~ti  JF^Ltk            Common  Slock 
March  2000             lead  Manager 

^Bfc/r-VDRSClc.  Convertible 

"^WF  OTKHK^     Subordinated  Notes 

January  2000            Lead  Manager 

 ==  $254,700,000 

  Offering 

June  2000               Lead  Manager 

$162,500,000 

J  t^i           ln't'al  Pub|'c 

W  i  M  Offering 
May  2000              Lead  Manager 

$120,491,000 

Mm=j>oc,wj               Common  Slock 
Marcn  2000             1  ead  Manager 

$100,000,000 

ft-PohT  Photomasks.  Inc  convertible 

Subordinated  Notes 
July  2000              Lead  Marager  | 

■       M  M  J  €105,175,000 
■JBjjB_MLJBa»       Init.al  Public 

B£3  $89,097,000 

R  ■_                  InitiaJ  Public 

$87,400,000 

Initial  Public 

Offering 

May  2000              Lead  Manager 

Mm  ikwmm  Offering 

April  2000             Lead  Manager  | 

ccS!£w«  Olenng 
May  2000              Lead  Manager 

MERGERS  &  AC< 

CkUISITIONS 

^tk.   $4,500,000,000 

MMv    Agreement  to  merge  with 
Applied  Micro 
Pendng  Circuits 

$1,700,000,000 

,  ....               Merged  DiviCom 
with 

May  2000  Harmonic 

$1,600,000,000 

CUuVia                        Agreement  to  be 

Siuo»-  Valley  GROt.P   .  _  *=ft'™<J  °y  t 
 ASM  Lithography 

Pend  ng                 Holding  N.V. 

$1,052,346,000 

ttlll  Som-offof 
Semiconductor 
May  2000  Business 

  $1,005,924,000 

IS^III— »h= 

""",l,*"t                  Spin  off  from 
June  2000  SGI 

$990,000,000 

^ —  Acquired 

.......    T-  Maker 

March  2000  Communications 

__  _  _  $890,000,000 

F3\\AC_  -  am* 

1    ■  *  ■  Acquired 
March  2000  AANetcom 

$415,000,000 

P [VI C.  °"~ "  Acquired 

Extreme  Packet 
April  2000  Devices 

»      .           *  $315,000,000 
V  1  1  3  id  Acquired 

August  2000        Excess  Bandwidth 

"S\  $213,750,000 

PHILSA®) 

May  2000  Conexant 

F?"  $130,000,000 

^                 Agreement  to  acquire  ' 
tnmiMMi.iK      Cadabra  Design 
Pending  Automation 

FAIRCHILD  . 

SEvi^n.MDjCTcn"  qj 

May  2000  Optoelectronics 

CREDIT 
SUISSE 


FIRST 
BOSTON 


Technology  Group 


NDUCTOR  BANKING. 


www.tech.csfb.com 


#  ASAAL 


June  2000 


$2,632,350,000 

Secondary  Offering  of  69,000,000 
Ordinary  Shares  of 
ASM  Lithography  Holding  N.V.  offered  by 
Koninklijke  Philips  Electronics  N.V. 

Sole  Global  Coordinator 


We're  not  about  to  let  a  little  market  volatility  stop  us  from  being  #1  in  semiconductor  banking*.  On  the 
contrary,  we've  just  completed  some  of  the  most  important  deals  in  history.  Like  executing  ASM 
Lithography's  $2.6  billion  follow-on  —  the  world's  largest  registered  technology  secondary  offering  ever 
done.  The  fact  is,  since  1999,  the  Credit  Suisse  First  Boston  Technology  Group  has  raised  more  capital 
and  advised  on  more  mergers  and  acquisitions  for  semiconductor  and  communications  IC  companies 
than  any  other  investment  bank.  In  other  words,  not  only  do  we  understand  what  you  do.  It's  our  specialty. 
CREDIT  SUISSE  FIRST  BOSTON  TECHNOLOGY  GROUP. 


EMPOWERING  CHANGE. 


Tom  PEAC1  i  IGUR1  D  hi  ii  had  i  NOUGH  ol  extortion 
.mil  refused  to  pay  anothi  i  i"  nny  to  the  blai  I  mailer. 
Mm  blackmailer,  furiosi  that  the  wi  ll  had  mid  dry, 
carried  oui  Ins  threats  in  one  month  he  cosi  Peace 
S  lo,Doo  in  business,  by  Peai  e's  estimate,  and,  .1.'.  this  is 
written,  there 's  mm  end  in  sight 

Clearly,  the  blackmailei  had  something  extremely  damag 
mi',  mm  Peace  1  Compromising  photographs?  Evidence  ol  ille 

C,.il  .u  U  vil  y  r'  All  old  drug  bust?  Noiir  of  the  .ihove.  I  r  y  neg.i 

Hvc  li  edbai  I  mi  Peai  e's  eBay  listing, 

II 1 1  '.iiiiiid',  1. 11  fetched,  you'n  probably  not  one  of  the  16 
11  ul  1 1<  hi  people  who  do  business  regularly  on  eBay,  where  appro* 
mi  itely  $14  million  1 1 1. nice',  hands  every  day  .mil  is  million 
new  listings  are  posted  eat  l>  month.  EBay  is  often  gushingly 
desi  1  ibed  by  tans,  many  ol 

whom   .1  1  e  sel  I  Ji  m  i  i  bed 

addicts,  as  the  ultimate  frii 
1  ionless  ma  rkel  pla<  e,  Pol 
lowing  in  eBay's  wake,  au<  tion 
■.in  1  ol  .ill  .oil',  have  prolifei 
ated  Enthusiasts  considet 
them  the  Web's  killet  applit  -i 

lion,  one  that  breaks  down 

geographii  ,  logistical,  .mil 

infoi  ni.ilion.il  h. 11 1  ici  s  lo  1  lie 

pomi  where  buying  and  sell 
ing  be<  ome  ai  is  ol  e<  onomi< 

I  'in  11  v.  Well,  that 's  one  w.iv  I  >l 

li  11  iking  ai  ii .  I  Cere's  anothet 
1  bay  and  its  like  are  1  free 
loi  .ill  loi  con  artists,  sleaze 
kills,  shady  operators,  and 
outt  ight  thieves. 

Why  shouldn't  it  be?  As  is 
true  oi  mu<  h  ol  1  he  Web,  1  he 
characteristics  1  lt.it  make 
aui  tion  sites  so  appealing 
anonymit  v,  speed,  low  1  »vt  1 
head,  a<  <  ess  to  millions  ol 
pi '  iple,  la<  k  of  1  tutside  regu 
lation,  .in  ability  to  intera<  1 

from  .1  great  distance  are  the  verj  same  characteristics  that 
ma* '  1  ip  offs  so  easy. 

To  be  fair,  most  people  who  usi  eBaj  and  similat  sue-,  feel 
thej  have  had  positive  experiences,  and  those  satisfied  users 
in,  1 1  nil  me  that's  parti)  because  scam  activity  is  clearly  m>i 
1  In  rule.  When  n  >  1  niies  to  quantifying  thi  rate  ol  fraud,  eBaj 
hkes  in  throw  around  -i  figure  ol  about  IS  out  ol  1  million 
transactions.  But  the  catch  is  that  ilns  numbet  refers  to  the 
rate  ol  "confirmed  fraud,"  meaning  instances  in  which  eBay 
investigated  .1  complaint  and  ended  up  siding  with  ih>  com 
plainant.  1  hus,  that  minusculi  figure  may  s.i \  more  about 
eBay's  unwillingness  01  inability  to  nail  scammers  despiti 
the  company's  claim  that  it  operates  a  200-persori  fraud 
team  than  ii  does  about  the  safet)  ol  its  trading  environ 
ment.  The  Federal  tirade  Commission  logged  10,^00  h.iml 
complaints  last  yeai  from  users  ol  online  consume]  auctions, 
and  since  eBay  so  powerfully  dominates  the  fledgling  indus 
hn,  .1  great  many  presumably  pertain  i<>  that  sue.  That  figure 
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SNIPERS,  8HILL8,  AND  SCAMMERS  ARE 
WORKING  THE  ONLINE  AUCTION 


GAME  — COULD  THEY  BE 


WORKING  YOU  OVER? 


is  probably  absurdly  low,  ,is  well.  Would  you  call  the  FTC  if 
Kobogoo  W  111  huh, in. 1  sent  yon  ;i  defective  clock?  (Be  my 

gut  st:  The  complaint  hot  hue  is  877  FT<  I II  I  P.) 

( )ne  reason  most  eBay  users  seem  content  despite  the  possi- 
hihty  of  fraud  m.iy  he  that  many  have  absolutely  no  idea 
they've  heeii  swindled.  "The  average  person  who  uses  eBay  is 

just  completely  ignorant,"  says  one  frequent  seller  (who,  like 
many  <>i  the  people  interviewed  for  this  article,  requests! 
anonymity  because  <>!  Ins  dependence  on  eBay  for  Ins  lively 
hood)  Part  ol  the  problem  is  that  eBay  is  growing  so  rapidly 
thai  a  high  percentage  oi  its  users  are  newbies  ill  prepared  to 

defend  themselves  agi  a  the  unfamiliai  tactics  ol  ih<-  online 

unscrupulous.  "Novice  Buyers  are  the  biggest  victims,"  says 
Kodrigo  Sales,  (  BO  ol  AuctionWatch,  an  online  service  that 

helps  buyers  and  sellers  man- 
age their  auction  transac- 
tions. I  Infort unately,  some 
eBay  users  are  unconcerned 
about  scams  because  they've 
simply  adopted  many  of  the 
sleazy  tactics  themselves. 
Almost  every  one  ol  more 

t  han  a  dozen  experienc  e| 

buyers  and  sellers  I've  spoken 

to  admitted  to  sometimes  using 
at  least  one  blatantly  uneth- 
ical tactic,  and  several  con- 
lessed  to  ,u  tivity  that  could 
conceivably  be  prosecuted  q 
felony  baud  in  most  states. 

An  educated  consumer  is  .1 
safe  ( onsumer.  In  that  spirit, 

here  is  I orhrs  ASAP's  com- 
plete guide  to  the  dark  side  0] 

online  auc  Hon  t  fading. 


BY  DAVID  H.  FREED  MAN 
ILLUSTRATIONS  BY  MICHAEL  MORGENSTERN 


SHILL  BIDDING 

Mull  bidding  involves  a  seller 

directly  or  indirectly  placing 

a  bid  on  his  or  her  own  item 
in  onler  to  encourage  legtti 
in. He  bidders  tO  bid  higher.  II  there  are  no  bidders  On  an  item, 

loi  example,  a  shdl  bid  or  two  1. 111  attract  others,  sulci-  bidi 
deis  often  feel  there  is  safety  in  numbers.  Or  it  there  is  only 

"in  bidder,  shill  bids  give  him  or  her  someone  to  bid  against, 

driving  the  price  up.  Sometimes  bidding  simply  si. ills,  and  a 

lew  well  tuned  shill  bids  will  help  rekindle  bidders'  enthusi- 
asm. Shilling,  w  hi<  h  is  against  eBaj 's  rules  and  in  some  use*, 
is  illegal,  1. in  be  particularly  devious  and  effective  when  dona 
in  the  final  minutes  ol  .in  auction,  at  which  point  bidders  ma) 

be  lipped  into  .i  bidding  frenzy.  It  the  seller,  01  .1  confederate] 
finds  that  Ins  01  her  own  bid  is  ending  up  on  top,  undej 
eBay's  rules  he  01  she  can  simply  retraci  the  bid.  Even  it  tin 

slull  bid  ends  up  winning  the  auction,  the  seller  can  email  the 
seiond  highest  bidder  afterward  saying  that  the  winning  bid 

dei  turned  out  to  be  a  deadbeat,  and  the  item  is  available  at 
that  sci  1  mil  highest  bid  pi  i<  e, 

Some  sellers  set  up  fairly  elaborate  shilling  schemes.  Main 

enlist  friends  "i  relatives  as  shills.  and  often  entire  communities 
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of  sellers — a  group  of  antique 
dealers  who  know  one  an- 
other, for  example — will  help 
each  other  out.  "If  things  are 
going  slow,  I  know  10  differ- 
ent guys  I  can  call  to  shoot  in 
a  bid,  and  I  return  the  favor," 
says  an  eBay  seller  who  makes 
an  average  profit  of  more  than 
$2,000  a  month  on  the  site. 
(EBay  may  not  be  very  effec- 
tive in  ferreting  out  cheaters, 
but  it  has  proved  fierce  when 
it  comes  to  dealing  with 
those  whose  trangressions 
are  exposed.) 

Other  sellers  simply  create 
multiple  eBay  identities,  so 
that  one  seller  can  simulate  a 
crowd  of  eager  bidders  simply 
by  opening  up  and  bidding 
from  several  eBay  windows, 
each  logged  on  under  a  differ- 
ent identity.  In  a  rare  case  of 
prosecution  for  online  shilling, 
a  woman  in  Twinsburg,  Ohio, 
was  charged  earlier  this  year 

with  maintaining  at  least  36  eBay  identities  for  shilling  pur- 
poses. Sellers  without  multiple  identities  can  borrow  eBay  IDs 
and  passwords  from  friends  to  pull  the  same  trick. 

By  many  accounts,  shilling  is  rife  in  the  online  auction  world, 
and  there  probably  isn't  much  eBay  or  others  can  do  about  it. 
Unlike  a  live  auction,  bidders  and  officials  can't  see  the  faces 
behind  the  bids.  EBay  claims  its  computers  are  programmed  to 
ferret  out  patterns  of  shilling — it  won't  provide  details,  but  pre- 
sumably the  software  could  look  for  bidders  who  always  seem  to 
bid  on  the  same  seller's  merchandise  without  ever  winning,  or 
who  frequently  retract  high  bids.  Still,  eBay  spokesperson  Kevin 
Pursglove  concedes  the  programs  haven't  solved  the  problem. 
"At  1,200  bids  per  minute,"  he  says,  "it's  quite  a  chore." 

It's  possible  that  eBay  doesn't  see  all  shilling  as  a  terrible 
thing,  on  the  theory  that  shill  bidding  early  in  an  auction  can 
be  regarded  as  harmless  "pump  priming."  Shilling  used  to  be 
within  eBay's  rules,  in  fact,  and  even  today,  according  to  Purs- 
glove, such  low-key  shilling  is  unlikely  to  inspire  any  official 
action.  Unless,  apparently,  the  pump  priming  works  a  little 
too  well:  Last  May,  a  California  lawyer  with  at  least  five  eBay 
identities  was  booted  off  the  site  for  entering  a  $4,500  bid  on 
the  second  of  10  days  of  bidding  on  a  painting  rumored  to  be 
by  well-known  California  artist  Richard  Diebenkorn,  kicking 
off  a  bidding  frenzy  that  saw  the  price  climb  to  $135,805. 
EBay  later  voided  the  sale. 

EBay  advises  users  to  rely  on  its  "proxy"  bidding  system  to, 
among  other  things,  avoid  overpaying  for  items.  In  this  system, 
you  enter  the  maximum  price  you're  willing  to  pay  for  an  item, 
at  which  point  the  system  will  enter  your  bid  as  being  just  over 
the  current  high  bid,  and  it  will  continue  to  bump  your  bid  up 
just  above  any  higher  bids  until  your  maximum  bid  is  reached. 
Sellers  who  use  shill  bidding  love  it  when  legitimate  buyers  enlist 


proxy  bidding  in  this  wj 
because  it  enables  the  seller 
very  quickly  bring  a  bidder 
his  or  her  maximum  via  sh 
bids.  The  seller  simply  kee 
entering  shill  bids  until  the  sy 
tern  stops  coming  back  wi 
higher  bids,  at  which  point  tl 
seller  just  retracts  his  or  h 
last  bid.  EBay  essentially  sa> 
"So  what?"  to  this  scenari 
On  its  site,  it  suggests  that 
buyer  who  uses  proxy  biddii 
need  not  be  concerned  abo 
paying  too  much,  because  tl 
maximum  bid  entered  into  tl 
proxy  system  is  supposed  to  i 
a  price  that  the  buyer  is  willii 
to  pay.  So  where's  the  harm? 

Of  course,  that  misses  tl 
whole  point.  A  major  attra 
tion  of  the  auction  process  (f 
the  bidder)  is  the  opportuni 
to  buy  for  less  than  your  ma 
imum  —  otherwise  everyoi 
would  just  immediately  pc 
their  best  bid,  and  the  highe 
would  take  it.  At  eBay,  as  at  any  auction,  you're  supposed  to 
able  to  buy  an  item  by  topping  the  second-highest  legitimate  bi 
If  you  end  up  paying  more  than  that  because  you  had  to  top 
shill  bid — even  if  you  still  end  up  at  or  below  your  maximum- 
you've  been  defrauded. 

FEEDBACK 

EBay  and  its  defenders  never  tire  of  pointing  to  the  site's  fee 
back  system,  which  allows  buyers  and  sellers  to  rate  eat 
other  publicly,  as  the  ultimate  safeguard  against  pervasi 
fraud.  If  a  seller  rips  someone  off,  then  the  victim  can  say  so 
black  and  white,  and  other  buyers  will  stay  away.  At  lea 
that's  how  the  system  is  supposed  to  work.  In  actuality,  ti 
feedback  system  is  massively  corrupt  and  ends  up  abettii 
some  of  the  most  predatory  behavior  that  takes  place  on  eBs 

The  biggest  problem  with  feedback  is  retaliation:  If  yc 
have  a  legitimate  reason  to  single  out  someone  for  negati 
feedback,  that  person  can  easily  turn  around  and  trash  yo 
reputation  with  no  justification.  There's  usually  no  way  f 
someone  reading  a  negative  blurb  to  determine  whether 
not  it  bears  any  relation  to  reality.  EBay  won't  help  you  out 
you've  been  dinged  by  undeserved,  retaliatory  feedback, 
provides  the  opportunity  to  add  a  response  to  feedback,  b 
everyone  hit  by  negative  feedback,  bogus  or  not,  offers  ; 
indignant  denial. 

EBay's  position?  "If  I  were  defrauded,  I'd  want  to  alert  n 
fellow  eBay  users,"  says  Pursglove.  That's  disingenuous, 
buyer  zapped  by  retaliatory  feedback  after  providing  negati 
comments  on  a  sleazy  seller  has  a  real  problem.  One  of  t. 
few  protections  eBay  places  in  users'  hands  is  the  ability  f 
sellers  to  cancel  bids  from  buyers  with  whom  they'd  pref 
not  to  do  business.  Many  sellers  adopt  a  policy  of  routine 
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anceling  bids  from  buyers  with  negative  feedback,  and  some 
ven  openly  say  so  in  their  item  listings.  In  other  words,  if  you 
xpose  a  fraudulent  seller  via  feedback,  you  may  be  locking 
ourself  out  of  a  large  number  of  auctions.  No  wonder  most 
uyers  hesitate  to  blow  the  whistle,  even  when  it's  clear 
ley're  dealing  with  a  crook.  This  is  why  so  many  scammers 
perate  with  near  impunity  on  eBay. 

Even  worse,  some  of  the  biggest  scam  artists  manage  to 
mass  some  of  the  best  feedback  because  the  system  is  simple 
)  manipulate.  Want  some  nice  feedback  without  having  to 
ctually  go  through  the  trouble  of  giving  a  buyer  a  good 
xperience?  Just  sell  something  nonexistent  to  a  friend  (you'll 
o  it  for  him  in  return),  or  to  one  of  your  other  identities.  Do 
lis  sort  of  feedback  "padding"  or  "surfing"  20  or  so  times, 
nd  you've  got  a  sterling  reputation.  Or  then  there's  feedback 
trolling,"  where  you  can  cheaply  build  legitimate  feedback 
y  selling  a  few  dozen  inexpensive  items  in  an  obliging  man- 
er.  Now  you've  got  a  golden  identity  that  can  be  used  for  a 
ig  score.  It's  a  classic  element  in  any  con  game. 

Persistently  unscrupulous  sellers  eventually  run  into  buyers 
rho  are  so  honest  (or  whose  impulse  control  and  need  for 
^ngeance  are  so  high)  that  they  leave  bad  feedback  in  spite 
f  the  near  certainty  of  retaliation.  Does  that  close  the  sellers 
own?  Hardly.  True,  eBay  will  at  least  temporarily  boot  you 
ff  if  your  negative  feedbacks  total  four  more  than  your  posi- 
ve  feedbacks.  But  sleazy  sellers  rarely  let  things  go  that  far. 
s  soon  as  the  eBay  identity  under  which  they  do  business 
as  one  or  two  negative  feedback  blurbs,  they  simply  set  up 
lop  under  one  of  the  many  other  identities  they  most  likely 
laintain.  No  need  to  close  the  old  identity  down;  it  can  still 
e  useful  for  shill  bidding  and  feedback  padding. 

One  practical  note:  Since  many  bidders  won't  touch  sell- 
:s  with  negative  or  little  feedback,  you  can  sometimes  get 
etter  deals  from  these  sellers'  auctions.  I'm  listening  to  a 
ulgarian  radio  station  right  now  on  a  brand-spanking-new 
lortwave  radio  I  recently  bought  for  less  than  half  the 
;tail  price  from  a  feedback-free  seller  who  couldn't  have 
een  easier  to  deal  with. 

EBay  established  a  new  rule  some  months  ago  requiring 
illers  to  provide  a  credit  card  number  to  cut  down  on  this 


sort  of  identity  shell  game,  but  by  that  time  many  experienced 
sellers  had  already  established  dozens  of  identities.  In  July,  in 
another  rare  case  of  eBay  pressing  charges  against  one  of  its 
members,  a  Chicago  man  accused  of  harassing  other  members 
was  claimed  by  eBay  to  be  operating  more  than  50  identities. 
Besides,  fake  or  borrowed  credit  card  numbers  aren't  all  that 
hard  to  get  hold  of. 

Auction  sites  could  easily  dig  a  little  deeper  into  their  sellers' 
real  identities,  but  in  keeping  with  the  spirit  of  the  Internet,  they 
bristle  at  the  notion  of  the  company  learning  too  much  about 
members.  That  attitude  has  hamstrung  efforts  to  detect  and 
crack  down  on  even  blatant  fraud,  notes  Delores  Gardner  of 
the  Federal  Trade  Commission.  "Nobody  wants  Big  Brother," 
she  says.  "They  want  to  use  the  least-intrusive  means  possible." 

NONDELIVERY 

The  worst  scam  that  a  seller  can  run  on  a  buyer  is  also  the 
simplest:  Take  the  buyer's  payment  and  don't  send  anything 
in  return.  More  than  80%  of  the  online-auction  complaints 
the  FTC  receives  fall  into  this  category. 

A  seller  who  pulls  such  a  blatant  rip-off  can't  expect  to  get 
away  with  it  for  long,  at  least  under  one  identity.  So  multiple 
identities  are  mandatory.  Equally  important,  the  scam  artists 
who  do  it  right  go  for  big  kills:  Typically,  they'll  troll  for  good 
feedback  for  one  or  more  of  their  identities,  then  offer  a  num- 
ber of  expensive  items  in  a  fairly  short  period  of  time.  To 
improve  their  take,  they  may  also  contact  several  of  the  non- 
winning  bidders  to  claim  that  they  have  another,  identical 
item  available,  or  that  the  high  bidder  got  cold  feet.  Then 
they  simply  stall  the  increasingly  impatient  buyers.  Under 
federal  law,  sellers  have  30  days  to  deliver  the  goods.  In  30 
days,  a  crook  can  collect  from  dozens,  even  hundreds,  of  sellers 
before  disappearing  from  the  system. 

Even  after  30  days,  who's  going  to  try  to  hunt  them  down? 
Try  telling  your  local  police  or  your  state  attorney  general's 
office  that  you  lost  $293 — the  average  online  auction  loss 
reported  to  the  National  Consumer's  League  —  to  Cloud- 
man6.  Kind  of  makes  you  forget  for  a  minute  that  this  whole 
breaking  down  of  geographical  barriers  and  physical  infra- 
structure was  supposed  to  be  a  good  thing,  doesn't  it?  Expen- 
sive storefronts,  back  rooms  filled  with 
inventory,  employees  —  maybe  these 
aren't  just  useless  overhead  but  rather 
are  indicators  of  a  commitment  to  legit- 
imate business. 

Some  sellers  go  for  a  lower-key  vari- 
ation on  this  theme  by  sending  out  an 
item  that's  in  worse  condition  or  is  other- 
wise less  valuable  than  what  was 
described  in  the  listing.  A  particularly 

hjK  egregious  example  of  this  came  to  light 
^  J/Km  recently  in  a  San  Diego  courtroom,  where 
eBay  is  being  sued  for  ignoring  repeated 
warnings  that  a  ring  of  sellers  was  ped- 
dling phony  sports  memorabilia,  ulti- 
mately cheating  buyers  out  of  $10  mil- 
lion. (It  may  be  indicative  of  the  general 
state  of  affairs  in  online  auctions  that 
eBay  claims  it  didn't  take  the  warnings 
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seriously  because  it  often  receives  bogus  tips  about  supposedly 
fraudulent  behavior  from  sellers  who  are  simply  trying  to  get  a 
rival  seller  into  trouble.  In  other  words,  the  site  apparently 
faces  not  only  ordinary  fraud  but  fraudulent  fraud.) 

Buyers  aren't  completely  without  defense  on  eBay.  Escrow 
services,  such  as  I-Escrow.com,  hold  buyer  payments  until  the 
buyer  acknowledges  that  the  item  has  been  received  and  is  as 
advertised.  Scam  sellers  won't  agree  to  use  an  escrow  ser- 
vice, of  course,  but  many  legitimate  sellers  won't  either  because 
of  the  costs — which  can  be  as  high  as  4%  of  the  sales 
price — and  the  time  delays  involved,  not  to  mention  being 


put  at  the  mercy  of  the  buyer's  opinion.  So  insisting  on  escrow 
will  cut  you  out  of  many  good  auctions. 

Many  people  are  convinced  they'll  be  protected  if  they  pay  by 
credit  card.  Actually,  though,  many  credit  card  companies  put 
you  through  bureaucratic  hell  before  agreeing  to  refund  your 
money  on  a  bad  purchase,  and  some  won't  even  talk  to  you  if 
your  deal  was  with  a  private  seller.  Besides,  as  with  escrow,  legit- 
imate as  well  as  crooked  buyers  may  not  accept  credit  cards. 

EBay  says  it  will  reimburse  burned  buyers  on  items  up  to 
$200,  minus  a  $25  deductible.  I  couldn't  think  of  a  legitimate 
way  to  test  this  claim,  but  in  any  case  sellers  can  circumvent 
even  the  small  chance  of  being  investigated  simply  by  arrang- 
ing to  close  the  deal  privately,  outside  of  the  auction,  using 
the  trick  of  contacting  the  second-highest  bidder  to  offer  the 
item.  When  the  deal  is  conducted  in  this  fashion,  eBay  won't 
have  anything  to  do  with  it. 


BID  SNIPING 

It's  not  just  sellers  who  play  games  with  the  system  at  eBay. 
Buyers  can  subvert  the  auction  process  and  shortchange  sell- 
ers by  waiting  until  the  final  moments  of  an  auction  to  shoot 
in  a  bid,  a  process  known  as  bid  sniping.  EBay's  position  on 
sniping  is  that  it's  all  part  of  the  fun  of  online  auctions;  if 
you've  got  your  maximum  bid  into  the  proxy  system,  the 
company  argues,  then  the  only  way  you'll  lose  the  auction 
item  is  if  the  last-second  bidding  goes  higher  than  your  maxi- 
mum, in  which  case  you  would  have  lost  anyway,  right? 
Wrong.  Most  experienced  buyers  on  eBay  don't  like  entering 
their  maximum  bids  into  the  proxy  sys- 
tem. For  one  thing,  it  sets  you  up  for 
being  quickly  shilled  to  your  maximum. 
For  another,  it  robs  you  of  the  opportu- 
nity to  monitor  other  bidders'  activity 
and  alter  your  bidding  strategy  accord- 
ingly. Serious  bidders  are  no  more  inter- 
ested in  having  a  computer  dole  out  their 
bids  than  serious  poker  players  would  be 
in  entering  their  maximum  bet  into  a 
computer  and  having  the  computer  play 
out  the  hand.  But  when  snipers  enter 
the  picture,  bidding  strategies  go  out  the 
window  because  you  won't  have  an 
opportunity  to  top  the  sniper's  last- 
moment  bid.  The  obvious  response  is  to 
become  a  sniper  yourself.  There  are 
even  software  programs  and  Web  sites 
that  automate  the  sniping  process,  so 
you  can  be  at  the  movies  while  your  last- 
moment  bid  is  being  submitted.  That's 
why  so  many  eBay  auctions  involve  low 
bidding  throughout,  then  a  flurry  of 
high  bids  in  the  final  instant. 

A  more  devious  version  of  bid  sniping 
is  known  as  bid  shielding.  Here's  how  it 
works:  A  person  puts  in  a  fairly  low  bid 
on  an  item  early  in  an  auction,  immedi- 
ately after  which  a  confederate  (or  the 
same  person  operating  through  a  sec- 
ond identity)  puts  in  a  bid  so  high 
that  it's  unlikely  to  be  topped.  Then,  in 
the  final  moments  of  the  auction,  the  confederate  retracts  his  orl 
her  high  bid,  reestablishing  the  first  person's  low  bid  as  the  high  I 
bid.  If  it  is  timed  correctly,  no  other  bidders  will  have  thel 
opportunity  to  get  in  a  bid  before  the  close  of  the  auction,  leav-i 
ing  the  low  bid  as  winner. 

FEEDBACK  EXTORTION 

When  you  win  an  auction,  you  haven't  just  agreed  to  buy  anil 
item;  you've  won  the  ability  to  break  the  seller's  reputation  or 
eBay  via  negative  feedback,  warranted  or  not. 

Some  buyers  take  advantage  of  that  power,  essentially 
blackmailing  the  seller  into  renegotiating  the  deal  to  thei 
buyer's  satisfaction.  The  buyer,  of  course,  knows  that  if  the 
seller  holds  firm  and  the  buyer  carries  out  his  or  her  threat,  hei 
or  she  will  be  trashed  in  retaliation.  But  negative  feedback  tendsi 
to  be  much  more  damning  for  sellers  than  buyers,  so  mutually* 
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assured  destruction  isn't  a  viable  deterrent.  That's  why  legiti- 
mate sellers  who  do  a  lot  of  business  on  eBay  are  often  quick 
to  cave  in  to  feedback  extortionists,  typically  refunding 
some  of  the  payment  or  sending  additional  product. 

That's  what  happened  to  Tom  Peace,  who  handles  eBay 
used  car  sales  for  the  Peter  Fuller  chain  of  car  dealerships  in 
New  England.  Peace  sells  an  average  of  about  60  cars  a  month 
on  eBay  and  claims  his  listings  are  obsessively  honest  about 
the  cars'  flaws.  For  a  good  reason:  He  lives  in  such  fear  of  neg- 
ative feedback,  he  says,  that  he  will  do  almost  anything  to 
keep  a  customer  from  reacting  badly,  even  if  it  means  taking  a 


loss  on  a  sale.  "Peter  Fuller's  reputation  is  more  important 
than  making  money  on  every  car,"  he  says.  That's  why  when  a 
car  dealer  in  Ohio  complained  that  a  car  he  bought  from 
Peace  lacked  an  owner's  manual,  Peace  sent  him  one,  even 
though  it  hadn't  been  promised  in  the  listing.  When  the  buyer 
later  complained  that  there  were  no  remotes  for  the  alarm  sys- 
tem— a  system  that  had  been  deactivated  and  hadn't  been 
mentioned  in  the  listing — Peace  dug  up  three  and  shipped 
them  off,  no  charge.  When  the  buyer  said  the  spare  tire  was 
missing  and  he  wanted  $300  to  replace  it,  Peace  sent  him  a 
check,  even  though  Peace  had  personally  noted  the  spare  tire 
before  the  car  was  picked  up.  When  the  same  buyer  said  he 
found  a  scratch  that  Peace  was  sure  hadn't  been  on  the  car, 
and  wanted  another  $200  back,  Peace  begged  him  to  give  the 
car  back  for  a  full  refund.  The  man  refused,  holding  out  for 
the  money,  and  threatened  to  blast  Peace  with  negative  feed- 
back. Peace  didn't  pay,  and  the  man  let  loose,  even  sending 


copies  of  the  bad  feedback  to  some  of  Peace's  other  online  cus- 
tomers. "I've  sent  eBay  copies  of  his  threatening  notes,  but 
they  won't  do  anything,"  says  Peace.  "And  there's  no  way  in 
hell  you  can  get  a  human  being  on  the  phone  at  the  company." 

BAD  PAYMENT 

Buyers  have  some  straightforward  options  for  shafting  sellers: 
sending  them  bad  checks  or  phony  money  orders.  Most  sellers 
know  enough  to  let  paper  clear  before  shipping  off  the  mer- 
chandise. But  some  sellers,  especially  those  eager  to  get  that 
positive  feedback  from  a  very  friendly  sounding  buyer,  will 
jump  the  gun.  From  the  crooked  buyer's  point  of  view,  it  prob- 
ably won't  hurt  to  try.  Sellers  who  wait  before  shipping  usually 
won't  bother  to  take  any  action  against  the  buyer,  figuring  they'll 
just  sell  to  the  next-highest  bidder  or  relist  the  item  rather  than 
risking  retaliatory  feedback.  Sellers  who  find  themselves  burned 
after  shipping  the  item  might  go  after  the  buyer,  but  if  the  buyer 
is  smart  about  it,  he  or  she  will  be  hard  to  track  down. 

A  slightly  more  subtle  ploy  is  to  pay  by  credit  card,  receive 
the  item,  and  then  call  the  credit  card  company  complaining 
that  the  item  never  arrived.  Some  credit  card  companies  will 
place  the  burden  of  proof  of  delivery  on  the  seller,  and  if  the 
seller  is  paranoid  about  feedback  and  isn't  being  dinged  for 
too  large  an  amount  of  money,  he  or  she  may  just  write  the 
whole  thing  off. 

The  most  underhanded  version  of  this  category  of  ploy 
involves  switching  merchandise  on  the  seller.  Says  Auction- 
Watch's  Sales:  "A  guy  breaks  the  screen  on  his  PalmPilot,  buys 
a  new  one  at  auction,  and  then  when  he  gets  it  he  returns  the 
damaged  one  and  tells  the  seller  it  arrived  in  that  condition." 
Even  escrow  may  not  be  able  to  protect  sellers  from  this  trick. 

Buyers  who  pull  these  sorts  of  scams  can  switch  identities 
at  will.  EBay  doesn't  require  any  sort  of  ID  whatsoever  from 
buyers  unless  they  place  a  bid  of  more  than  $15,000. 

Are  the  vast  selection  and  plentiful  bargains  onl 
eBay  worth  having  to  face  all  this  sneaky  behavior?  That's  ai 
personal  decision.  For  myself,  I  figure  that  if  I  can  average  a 
30%  discount  on  the  items  that  I  successfully  buy  from  eBay, 
which  isn't  difficult,  then  if  I'm  only  scammed  less  than  one 
out  of  four  times,  I'm  probably  still  ahead  of  the  game. 

In  any  case,  the  online  auction  situation  isn't  likely  to  get 
much  better  in  the  foreseeable  future.  Why  should  eBay  change 
its  rules  to  cut  down  on  fraud,  as  it  so  easily  could?  The  com- 
pany and  other  online  auction  sites  thrive  on  the  perception 
that  they  are  big,  friendly,  virtual  flea  markets,  so  a  crackdown 
would  almost  certainly  do  more  harm  than  good  to  that  image. 
Don't  count  on  regulators  to  clean  up  online  auctions,  either. 
They've  got  bigger  fish  to  fry.  According  to  a  Louis  Harris  sur- 
vey commissioned  by  the  National  Consumers  League,  92%  of 
U.S.  adults  say  they've  been  hit  by  scam  telephone  offers,  ai 
racket  that  bilks  Americans  out  of  $40  billion  a  year.  EBay  is 
barely  a  blip  on  the  fraud  radar  screen  in  comparison. 

So,  as  eBay  exhorts  users,  trade  on!  Or,  if  you  can't  stom- 
ach the  thought  of  occasionally  getting  bamboozled,  consider 
this  advice:  Shop  at  the  mall.  If  you  get  ripped  off  there,  at 
least  you  know  how  to  find  the  culprit.  ■ 

Forbes  ASAP  editor  Michael  S.  Malone  holds  shares  in  eBay. 
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^^■TheTechnopreneurial  Leader 

Singapore 


i  founder  of  modern  Singapore,  iee  Kuan  Yew, 
:ame  Prime  Minister  at  age  35,  and  in  November 
30,  he  assumed  the  post  of  Senior  Minister, 
his  exclusive  interview,  he  shares  his  thoughts 
j  insights  on  Singapore  and  the  region. 


Q:  Can  you  provide  a  scorecard  of  Singapore's  progress 
with  its  Technopreneurship  program? 

Mr.  Lee:  To  achieve  what  we  have  set  out  to  do  will  take 
10  to  20  years.  The  easy  part  is  the  physical  infrastructure. 
We  already  have  broadband  access  in  99%  of  households. 
But  education  will  take  one  generation,  even  though  this 
began  some  years  ago.  Those  individuals  below  30  years  of 
age  have  no  trouble  with  the  Internet,  and  those  between  30 
and  50  are  not  doing  too  badly  either.  The  problem  is  with 
the  people  in  the  higher  age  groups,  but  we  hope  this  will 
change  as  children  teach  their  parents.  This  type  of  support 
will  help  the  program  take  off. 

Q:  Why  is  changing  the  mind-set  of  the  people  of  Singa- 
pore such  a  big  challenge? 

Mr.  Lee:  You  can  change  the  laws,  encourage  more  people 
to  invest  in  startups,  be  prepared  to  lose  and  try  again,  but 
you  need  society  to  be  supportive.  If  you  fail,  it  doesn't  mean 
you  are  a  failure  —  you  just  try  again.  That  is  the  basis  for 
eventual  success.  This  society  has  been  successfully  play- 
ing it  safe,  climbing  the  ladder  of  progress  in  a  more  careful 
manner  and  avoiding  some  of  the  traps  associated  with 
change  and  development.  But  eventually  you  have  to  take 
risks  to  move  forward.  The  initial  response  has  been  good, 
and  that's  the  important  thing. 

Q:  Is  Singapore  also  pushing  biotechnology? 

Mr.  Lee:  Yes,  we  are  going  into  infocomm  and  the  life  sci- 
ences. We  have  trained  many  scientists  in  biotech,  creat- 
ing the  Institute  of  Molecular  and  Cell  Biology  about  15 
years  ago.  We  have  about  200  top  researchers  —  a  solid 


By  Michael  Bociurkiw 
base  of  talented,  skilled  people 
from  all  over  the  world  —  cur- 
rently working  there,  and  our 
doctors  have  been  collaborating 
with  them.  Plus,  these  research- 
ers are  already  in  touch  with 
large  U.S.  drug  companies  to 
test  the  various  effects  of  certain  drugs  on  different  ethnic 
Asian  groups.  Biotech  requires  huge  investments,  so  we 
can't  do  it  alone.  We've  got  to  do  it  in  conjunction  with 
major  pharmaceutical  companies. 

Q:  Because  of  what's  happening  in  Indonesia,  what  would 
you  say  to  foreign  investors  to  encourage  them  to  do 
business  in  Singapore? 

Mr.  Lee:  There  are  two  types  of  investments.  First,  there  are 
investments  designed  for  services  and  end  products  for  the 
region,  and  these  have  paused  while  investors  wait  to  see  how 
events  turn  out  in  this  area.  Secondly,  there  are  investments 
for  products  and  services  only  partially  for  the  region,  but 
mainly  for  the  industrial  countries.  These  have  continued. 
Since  the  financial  crisis  in  1997,  our  trade  with  Northeast 
Asia,  in  comparison  to  Southeast  Asia,  has  increased.  And 
that's  just  the  private  sector  responding  to  market  signals. 
This  demonstrates  how,  without  any  conscious  planning,  we 
have  diversified.  I  do  not  see  the  region  continuing  to  go  down. 
The  infrastructure  is  in  place;  the  lessons  have  been  painful- 
ly learned.  The  difficulty  in  Indonesia  is  to  restore  order  and 
coherence  in  public  policy.  No  one  can  be  sure  when  it  will 
actually  turn  around.  I  think  it  will  happen  in  the  course  of  the 
next  few  years,  maybe  within  a  year  or  two. 

Q:  One  journalist  described  Singapore  as  "a  nice  house  in  a 
rough  neighborhood."  Can  you  explain  that  analogy? 

Mr.  Lee:  We  can't  prevent  the  neighborhood  from  going 
wrong  from  time  to  time.  We  can  only  prevent  ourselves  from 
going  wrong.  We  try  to  help  them  pick  themselves  up,  but 
they  have  to  get  a  grip  on  their  own  problems.  ■ 
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It  has  been  a  little  over  two  years  since  Singapore 
announced  a  revolutionary  suite  of  policies  to 
jettison  the  Southeast  Asian  city-state  into  the  New 
Economy.  Known  more  for  its  straitjacket  policies 
than  entrepreneurial  flair,  Singapore  wanted  to 
shake  up  its  public  and  private  sectors  to  create  a 
more  fertile  environment  for  technopreneurship, 
risk-taking  and  creativity. 


This  is  not  to  say  Singapore  previ- 
ously suffered  from  a  lack  of  innovation. 
For  example,  the  Port  of  Singapore  — 
operated  by  the  world's  largest  trans- 
shipment hub  operator,  PSA  Corporation 
Ltd.  (PSA)  —  after  examining  the  intri- 
cacies of  container  shipping,  managed 
to  transform  the  port  into  the  most  effi- 
cient one  in  the  region.  And  a  new  egov- 
ernment  system  already  has  about  300 
public  services  online. 

Mobile  phone  penetration  is  almost 
at  60%,  and  Internet  dial-up  penetration 
is  at  almost  55%.  Broadband  access 
reaches  99%  of  Singapore  homes  —  a 
figure  that  far  exceeds  the  U.S.  and 
other  developed  nations. 

Also  encouraging  is  the  fact  that 
1999  saw  more  than  500  technopre- 
neurial companies  formed  in  Singapore 
—  almost  six  times  more  than  in  1996. 

Says  Teo  Ming  Kian,  chairman  of  the 
National  Science  and  Technology  Board 
(NSTB),  the  lead  agency  in  Singapore's 
New  Economy  drive:  "Our  strategy  was 


not  something  created  out  of  a  crisis. 
We  do  try  to  anticipate  things.  We 
needed  to  think  about  what  we  could  do 
to  continue  to  provide  value  to  invest- 
ors; otherwise,  at  some  point  in  time, 
we  would  become  uncompetitive." 

In  the  early  days,  the  NSTB  figured 
that  because  of  the  low  percentage  of 
research  scientists  and  other  knowledge 
workers  in  Singapore,  it  needed  to  quick- 
ly build  up  a  capability  for  knowledge 
generation.  Investments  were  made  in 
the  areas  of  science  and  technology.  In 
less  than  10  years,  the  number  of 
research  scientists  and  engineers  rose 
from  less  than  28  per  10,000  workers 
to  about  70,  close  to  the  75  that  most 
developed  economies  have.  Now,  there 
is  a  strong  base  of  science  and  tech- 
nology covering  diverse  areas. 

Building  on  that  foundation.  Singa- 
pore launched  Technopreneurship  21 
(T21),  a  comprehensive  set  of  plans  to 
develop  a  conducive  environment  for 
the  creation  of  intellectual-property-cen- 


tric, high-growth  companies  tar- 
geted at  global  markets.  Singa- 
pore is  already  stable,  safe  and 
cosmopolitan.  The  enhanced  pro- 
enterprise  environment  resulting 
from  T21  would  make  Singapore 
a  compelling  hub  for  foreign 
technopreneurs  to  set  up  com- 
panies. T21  involves  changing 
education,  upgrading  facilities, 
revamping  regulations  and  mak- 
ing venture  financing  available. 

With  its  many  multinational  compa- 
nies and  successful  economy,  Singa- 
pore does  not  see  many  failures.  In  the 
New  Economy,  innovation,  enterprise 
and  risk-taking  are  key.  Therefore, 
another  major  initiative  of  the  blueprint 
is  to  change  the  mind-set  of  Singa- 
poreans so  they  do  not  to  see  failure 
as  a  disgrace,  but  rather  as  a  learning 
experience  to  launch  another  attempt. 
The  Phoenix  Award,  Singapore's  first 
"award  for  failing,"  was  launched  in  May 
to  recognize  technopreneurs  who 
braved  setbacks  to  make  a  spectacu- 
lar comeback.  These  efforts  hopefully 
will  encourage  people  to  be  more  cre- 
ative and  open  to  taking  the  risks  nec- 
essary for  growth  and  development. 

.  Michael  Popow,  portfolio  manager  of 
a  global  technology  fund  at  New  York- 
based  Bessemer  Trust  (a  firm  with 
US$27  billion  under  management), 
recently  returned  from  a  trip  through 
Asia,  including  Singapore.  He  was 
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impressed  with  the  steps  Singapore 
has  taken  to  upgrade  its  position  in  the 
New  Economy. 

"Singapore  is  moving  to  adopt  many 
of  the  best  attributes  that  have  made 
Silicon  Valley  the  creative  capital  of  the 
world,  a  place  where  the  best  ideas  win, 
regardless  of  the  rank  of  the  individual 
proposing  it.  I  experienced  this  firsthand 
as  an  engineer  and  later  as  an  investor, 
and  Singapore  is  moving  in  this  direc- 
tion, assimilating  the  best  from  the  East 
and  the  West,"  notes  Popow,  an  ex-Sili- 
con Valley  engineer. 

Naturally,  the  task  of  revamping  the 
attitudes  of  millions  of  people  is  a  sig- 
nificant challenge.  As  part  of  a  sweep- 
ing package,  bankruptcy  laws  have 
been  revised  to  encourage  those  who 
have  failed  to  try  again,  and  investors 
who  incur  capital  loss  from  startup  fail- 
ures can  deduct  the  loss  from  their  per- 
sonal income  tax. 

While  Singapore  leaders  have  no  illu- 
sions that  through  such  policy  initia- 
tives as  T21  they  can  fully  clone  the 
miracles  and  environment  of  Silicon 
Valley,  they  do  believe  some  techno- 
preneurial  success  stories  can  spring 
forth  in  Singapore.  To  this  end,  they 
have  taken  such  steps  as  building  vir- 
tual bridges  with  the  Valley:  Many  Sin- 
gapore high-tech  firms  have  a  foothold 
in  the  Bay  Area  and  other  high-tech 
clusters,  which  allows  them  to  keep 
abreast  of  cutting-edge  developments. 

Says  Teo:  "We  don't  aim  to  replicate 
Silicon  Valley,  but  the  elements  of  risk- 
taking,  the  ability  to  tolerate  failure  and 
the  mind-set  to  try  again  must  be  there." 

Thanks  to  a  US$1  billion  technology 
investment  fund,  Singapore  money  is 


Yvonne  Lee  never  expected  to  find  herself  in  a  magazine.  Dedicated  though  she  is  to  her 
job,  she's  just  another  Singaporean  doing  what  she  loves,  and  doing  it  well.  Which  is 
precisely  our  point.  You  see,  Singapore  is  full  of  people  like  Yvonne.  People  just  as  much 
at  home  with  IT  as  anyone  in  Silicon  Valley.  People  as  fluent  in  English  as  those  you 
speak  to  every  day.  People,  in  fact,  you'd  hire  right  away  given  the  opportunity.  It's  hardly 
surprising  then,  that  Singapore  is  already  home  to  over  5,000  MNCs.  It's  also  the  most 
connected  place  in  Asia;  99%  of  homes  and  offices  have  access  to  broadband  and 
the  island's  infrastructure  puts  a  ready-made  regional  market  within  easy  reach. 


Singapore  - 
the  place 
to  put  ad  t 
in  Asia 


To  find  out  more  about  Singapore  and  its  people, 
call' us  in  the  US  at  (650)654  1185  or  in 
Singapore  at  (65)211  0888,  or  visit 
www; ida'.gov.sg.  Like  Yvonne,  we'll  talk  your 
language.  And  show  you. the  best  place  to  put 
your  dot  in  Asia.  .      •';  '0- 
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The  NSTB  is  also  getting  the  word 
out  about  opportunities  in  Singapore, 
and  earlier  this  year,  it  hosted 
an  extremely  successful  Singapore 
TechVenture  2000  conference  in  San 
Francisco,  where  leading  overseas  and 
local  venture  capitalists  and  techno- 
preneurs  met.  The  conference  was 


nizes  R&D  as  a  critical  component  to 
its  competitiveness  and  Singapore  as 
a  value-adding  partner  with  which  to 
undertake  this  crucial  function." 

He  adds  that  an  indicator  of  growing 
innovation  is  that  Singapore  patent 
applications  are  up  —  from  just  142  in 
1993  to  673  in  1999.  Despite  its. 


ard  was  launched  in  May  to  recognize  technopren 


being  used  to  seed  early-stage  compa- 
nies, attract  local  and  overseas  venture 
capitalists  and  build  relationships  with 
leading  venture-capital  (VC)  firms  through- 
out the  world.  The  fund  has  almost 
been  fully  committed  and  includes:  a 
Strategic  Fund,  which  is  being  used  to 
build  ties  with  and  facilitate  learning 
from  top  VC  companies;  a  Broad-Based 
Fund  of  Funds,  which  is  being  used  to 
attract  smart  money  from  local  and 
overseas  VC  firms;  and  an  early-stage 
fund  to  support  emerging  VC  funds. 

There  are  also  clear  signs  that  more 
offshore  investment  is  coming  into  Sin- 
gapore via  such  funds  as  Draper  Fisher 
Jurvetson,  3i  and  Doll  Capital.  Much  of 
the  VC  money  flows  into  technology 
startups  and  includes  not  only  compa- 
nies originating  in  Singapore,  but  also 
those  from  other  parts  of  the  region 
launching  operations  in  Singapore. 

Established  in  1991,  the  role  of  the 
NSTB  is  multifaceted:  to  actively 
encourage  industry  R&D,  strengthen 
the  technology  infrastructure,  develop 
talent  for  a  knowledge  economy,  create 
a  vibrant  environment  for  technopre- 
neurship  to  flourish  and  build  interna- 
tional relationships. 


complemented  by  a  series  of  visits  to 
Silicon  Valley  and  the  establishment  of 
a  launching  pad  for  Singapore  techno- 
preneurial  companies  in  the  Bay  Area. 
"Strong  international  linkages  have 
been  forged,"  says  Teo. 

Teo  also  points  out  that  Singapore  is 
becoming  a  knowledge  hub  because 
many  regional  students  pursue  their 
education  in  the  area.  Singapore  has 
two  universities,  four  polytechnics  and 
several  new  world-class  institutional 
partners,  ranging  from  business  and 
management  to  medicine,  engineering 
and  applied  sciences.  Several  world- 
renowned  institutions  like  INSEAD  of 
France,  the  University  of  Chicago  Grad- 
uate School  of  Business,  Johns  Hop- 
kins University,  Georgia  Institute  of 
Technology,  MIT  and  the  Wharton 
School  have  set  up  campuses  or 
alliances  in  Singapore. 

Another  positive  sign  is  that  accord- 
ing to  the  NSTB,  gross  expenditure  on 
R&D  is  increasing  rapidly  —  and  as 
much  as  two-thirds  of  it  is  driven  by  the 
private  sector.  Among  multinationals 
with  substantial  R&D  investments  in 
Singapore  are  Philips,  Sony  and  DuPont. 

Says  Teo:  "The  private  sector  recog- 


small  size,  patents  per  capita  in  Singa- 
pore now  exceed  those  of  Taiwan, 
South  Korea,  Israel  and  Ireland.  Inde- 
pendent observers  said  of  all  the 
Southeast  Asian  countries,  Singapore 
probably  has  made  the  most  headway 
in  intellectual  property  rights,  a  devel- 
opment that  will  be  welcomed  by 
researchers  and  others. 

Becoming  a  knowledge  hub  requires 
the  provision  of  a  highly  skilled  talent 
pool.  This  is  not  a  small  challenge, 
given  that  in  the  New  Economy,  knowl- 
edge becomes  obsolete  quickly.  Adding 
to  the  difficulty  is  the  huge  demand  for 
manpower  from  the  community  of  11 
wafer-fabrication  plants,  21  integrated- 
circuit  design  centers  and  companies 
using  Singapore  as  a  test  bed  for  such 
innovations  as  third-generation  wireless 
technologies. 

Earlier  this  year,  the  Singapore  gov- 
ernment unveiled  a  Lifelong  Learning 
Fund  backed  by  US$287  million.  Includ- 
ed .in  this  is  funding  for  a  National  IT  Lit- 
eracy program.  The  aim  of  the  program 
is  to  ensure  that  all  Singaporeans  feel 
comfortable  with  technology  —  from 
using  WAP  phones  to  connecting  to  the 
Internet  via  a  PC;  from  shopping  online 
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ting  quizzes  and  as  a  stand-alone  device 
for  reading  text. 

Yong  describes  the  main  objective  of 
IDA  (www.ida.gov.sg)  —  which  was 
formed  from  the  merger  of  the  National 
Computer  Board  and  the  Telecommuni- 
cations Authority  of  Singapore  —  as 
helping  to  transform  Singapore  into  an 
infocomm  hub.  Its  lnfocomm21  blue- 
print is  designed  to  harness  communi- 
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cations  technologies.  The  plan,  which  is 
not  short  on  ambition,  includes:  liberal- 
izing the  telecommunications  market, 
helping  Singaporeans  go  online,  making 
Singapore  the  infocomm  talent  capital 
with  a  Net-sawy  workforce,  developing 
the  local  infocomm  industry,  building  a 
leading  e-government  for  the  digital 
economy,  developing  Singapore  into  a 
trusted  global  business  center  in  the 
New  Economy  and  encouraging  new 
R&D  and  technology-testing  centers. 
One  Singapore-based  diplomat  de- 
scribed the  IDA  as  Singapore's  version 
of  the  FCC,  but  with  a  friendly  face. 
With  its  excellent  infrastructure,  mul- 


tilingual population,  pro-business  gov- 
ernment and  strategic  location  in 
Southeast  Asia,  Singapore  has  man- 
aged to  lure  more  than  5,000  multina- 
tionals, including  such  giants  as  Oracle 
and  Hewlett-Packard. 

In  the  area  of  content  development 
and  broadcasting,  CNBC  Asia  and  MTV 
use  Singapore  as  their  regional  base. 
Executives  at  these  firms  say  they  have 
no  problems  with  censorship  or  other 
government  controls.  Contrary  to  pop- 
ular thinking,  Singapore,  with  the  excep- 
tion of  a  few  adult  sites,  does  not  block 
access  to  foreign  Web  sites  or  monitor 
e-mail  communications. 

Yong  cites  Singapore's  move  to  open 
the  domestic  media  sector  to  more 
competition  as  a  sign  that  the  state  is 
serious  about  liberalizing  its  economy. 
In  the  not-too-distant  future,  foreign 
media  groups  are  expected  to  be  able 


and  training  for  public  servants.  One 
long-term  goal  is  to  have  the  majority  of 
civil  servants  communicating  wirelessly 
and,  in  some  cases,  working  from 
home.  Tan  explained  that  a  "creative 
destruction"  approach  would  be  used 
to  push  e-government.  This  includes 
broadband-enabling  government  agen- 
cies with  a  new  network  architecture 
serving  30,000  civil  servants. 

Already,  about  300  public  services 
are  delivered  electronically.  About  30% 
of  all  taxpayers  fill  out  their  forms 
online,  making  the  Inland  Revenue 
Authority  of  Singapore  one  of  the  most 
popular  of  the  e-government  interactive 
sites. 

And  as  of  next  year,  citizens  will  be 
able  to  submit  online  bids  for  permits 
(Certificates  of  Entitlement)  to  purchase 
cars.  This  will  be  in  addition  to  such  ser- 
vices as  registering  the  birth  of  a  child, 


already  one  computer  for  every  two  students 


to  compete  in  a  sector  that  has  long 
been  the  territory  of  local  companies. 

The  IDA  is  the  lead  agency  in  a 
nationwide  effort  to  accelerate  Singa- 
pore's drive  into  the  New  Economy.  Ear- 
lier this  year,  the  government  unveiled 
a  US$900  million  e-Government  Action 
Plan  to  harness  infocomm  technolo- 
gies, which  will  help  it  realize  the 
vision  of  being  a  leading  e-govern- 
ment in  the  digital  economy.  This  plan 
is  an  addition  to  existing  government 
programs. 

In  announcing  the  program,  Deputy 
Prime  Minister  Tony  Tan  said  the  extra 
funds  would  be  devoted  to  education 


buying  a  government  apartment  or 
looking  for  a  job.  It  is  little  wonder  that 
Andersen  Consulting  recently  ranked 
Singapore  "among  the  early  leaders 
in  providing  online  service." 

Government  procurement  is  being 
migrated  online  and  is  expected  to 
save  the  government  substantial 
amounts  of  money.  The  Internet  allows 
more  frequent  bids,  which  translates  to 
shorter  tender  times. 

"It's  about  how  you  offer  services  in 
a  better  way,  not  just  putting  services 
online,"  Yong  points  out. 

Not  unrelated  to  the  e-government 
plan  is  the  rollout  of  Singapore  ONE 
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(which  stands  for  One  Network  for 
Everyone)  —  the  world's  first  broadband 
ecosystem  and  a  model  of  convergence 
technology,  utilizing  video,  sound  and 
3-D  graphics.  With  more  than  200  appli- 
cations, it  provides  services  in  educa- 
tion, business,  video-on-demand  and 
telephony.  For  example,  people  can  use 
the  system  to  learn  Mandarin  at  home. 
iDA  officials  regard  Singapore  ONE  as 
an  ideal  experimental  forum  to  develop 
multimedia  products  for  a  diverse  audi- 
ence and  then  launch  those  products 
worldwide.  If  ever  there  was  an  example 
of  the  Singapore  government  investing 
in  something  ahead  of  demand,  Singa- 
pore ONE  is  it. 

Some  of  the  new  alliances  struck  by 
the  IDA  with  international  broadband 
content  and  technology  partners  to  fur- 
ther develop  Singapore  ONE  include 
innovatv.com,  On2.com  Inc.  and  the 


)y  global  standards. 


Online  Media  Group.  Because  of  the 
improved  content,  subscription  num- 
bers are  shooting  up  dramatically, 
says  Yong.  From  May  to  September  of 
this  year,  the  number  of  Singapore 
ONE  users  rose  from  135,000  to 
250,000. 

Another  revolutionary  event  has  been 
the  liberalization  of  the  telecommunica- 
tions and  media  markets.  For  example, 
competition  has  increased  for  Internet 
Service  Providers  (ISPs)  and  long-dis- 
tance service  providers,  and  telecom- 
munications was  liberalized  two  years 
ahead  of  schedule.  In  addition,  foreign 
equity  limits  for  public  telecommunica- 
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Saw  Ken  Wye,  Microsoft 


s  call  him  Ken.  And  nothing  could  be  more  appropriate.  For  while  Saw 
Ken  Wye  lives  half  a  world  away  in  Singapore,  he's  just  the  kind  of  Bob,  Dave,  Jeff  or  Pete 
you'd  like  to  have  on  your  payroll  here  in  the  USA:  Great  resume  (he's  currently  MD  of 
Microsoft  Singapore),  IT-tuned  (his  home  is  logged  on  24  hours)  and  passionate  about 
his  work  (not  to  mention  fishing).  What's  surprising,  though,  is  that  Ken  is  not  one- of  a 
kind.  He's  one  of  many  in  Singapore  who  are  equally  at  ease  anywhere  in  the  English- 
speaking,  new  tech  global  village.  After  all,  Singapore  is  Asia's  most  connected  city.  Being 
onljne  is  a  way  of  life  for  more  than  5,000  MNCs  here,  and  a  nationwide  broadband  network 
provides  high  speed  access  for  virtually  everyone.  , 


To  find  out  more  about  Singapore  and  the 
kind  of  people  who  could  be  putting  your  dot  in 
Asia,  call  us  in  the  US  at  (I  ;. 0)654  118!.  or  in 
Singapore  at  ,  or  visit  www.ida.gov.sg-. 

Sue,  Steve,  Kathy,  Ed  -  you  name  them,  they're 
here,  just  waiting  to  be  part  of  your  team. 
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tions  service  licensees  were 
lifted. 

While  the  onset  of  liberal- 
ization appeared  at  first  to 
be  a  threat  to  incumbent 
SingTel  Group,  the  firm  has 
managed  to  retain  its  posi- 
tion as  Asia's  leading 
telecommunications  provider 
and  the  major  local  carrier 
for  voice  and  data  services 
over  fixed,  wireless  and 
Internet  platforms.  SingTel 
built  the  infrastructure  that 
helped  transform  Singapore 
into  a  global  hub  and  is  now  the  city- 
state's  largest  company  in  terms  of 
market  capitalization. 

A  Safe  and  Efficient  Business  Hub 

As  several  independent  surveys  indi- 
cate, Singapore  scores  high  as  an  inter- 
national business  hub.  The  Singapore 
Trade  Development  Board  (TDB)  recent- 
ly released  a  survey  of  59  countries 
that  was  conducted  by  the  World  Eco- 
nomic Forum.  The  study  shows  the  city- 
state  in  first  place  as  a  location  least 
affected  by  organized  crime  syndicates, 
in  second  place  for  its  police  force 
effectiveness  and  in  fifth  place  for  its 
lack  of  corruption. 

Also  significant  is  the  fact  that  the 
latest  World  Competitiveness  Report  by 
Lausanne,  Switzerland-based  Interna- 
tional Institute  for  Management  Devel- 
opment (IMD)  ranked  Singapore  as  the 
second-most-competitive  nation  in  the 
world  after  the  U.S.  The  detailed  survey 
of  47  industrialized  and  emerging 
economies  cited  Singapore  for  its 
resilient  economy,  open  and  sound  gov- 


partner  for  businesses,"  says  Desker. 

The  TDB  also  has  the  distinction  of 
being  one  of  the  most  advanced  trade 
development  bodies  in  the  region,  known 
for  technological  innovation  in  speeding 
the  import  and  export  of  goods.  For 
example,  in  1989,  it  launched  TradeNet, 
a  nationwide  electronic  documentation 
system.  Today,  TradeNet  is  on  an  Inter- 
net platform  and  reduces  permit-pro- 
cessing time  from  two  to  three  days  to 


oping  our  economy  cannot  be  achiev 
population  of  3  million.  We  welcome  foreign  talent," 


eminent  policies,  infrastructure,  corpo- 
rate credibility,  advanced  education  and 
technology. 

Singapore's  frequent  strong  ranking 
in  such  prestigious  surveys  is  due  in 
part  to  the  work  of  the  TDB,  the  nation- 
al agency  to  develop  Singapore's  inter- 
national trade.  The  agency  administers 
trade  and  business  development  pro- 
grams, conducts  trade  missions,  par- 
ticipates in  trade  fairs  and  organizes 
international  forums  and  events. 

Says  CEO  Barry  Desker:  "TDB  pro- 
motes local  businesses  to  move  into 
the  international  markets  and  facili- 
tates foreign  businesses  to  conduct 
business  with  and  from  Singapore.  Our 
activities  and  programs  are  ultimately 
geared  towards  enhancing  national 
prosperity  through  trade  expansion." 

The  overall  plan  guiding  the  TDB's 
work,  called  the  Trade21  blueprint,  was 
launched  early  this  year.  Essentially, 
Trade21  is  focused  on  internationaliz- 
ing local  enterprises  and  establishing 
Singapore's  place  as  a  global  trading 
hub.  "We  see  ourselves  as  a  working 


one  to  three  minutes. 

TradeNet  Plus,  an  enhanced  frame- 
work based  on  the  current  system,  will 
have  a  total  of  22  modules  to  facilitate 
trading  activities  and  further  increase 
convenience.  And  earlier  this  year,  TDB 
introduced  the  Trade  Finance  System, 
where  traders  can  apply  for  trade  financ- 
ing instruments  via  the  Internet  conve- 
niently from  their  offices  at  any  time. 

Desker  points  out,  "Singapore  has 
long  been  a  strong  proponent  of  infor- 
mation technology  to  achieve  greater 
savings  and  efficiency  in  the  trading 
system." 

Desker  says  Singapore  aims  to  trade 
US$500  billion  worth  of  goods  each  year 
by  2005.  This  is  a  targeted  4%  to  6% 
growth  in  merchandise  trade.  TDB  also 
aims  to  increase  Singapore's  offshore 
trade  by  3%  to  5%  to  reach  US$126.2 
billion  during  the  same  period.  As  for 
service  export,  they  hope  to  expand  by 
5%  per  annum  to  US$24.7  billion. 

So  far  this  year,  trade  figures  have 
been  robust,  thanks  to  the  continued 
strong  global  demand  for  electronic 
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products  and  sustained  demand  from 
major  Asian  economies  pulling  out  of 
the  Asian  economic  crisis.  For  the  first 
half  of  2000,  Singapore's  economy  grew 
an  impressive  8%,  and  its  total  external 
trade  expanded  22.2%,  on  the  heels  of 
a  17.3%  increase  in  the  second  half  of 
1999.  Electronic  exports  grew  by  6.2% 
in  the  first  half  of  2000,  after  an  11.7% 
expansion  in  the  second  half  of  1999. 


y  solely  on  our  own 
Minister  Goh  Chok  Jong. 


Singapore:  A  Talent  Capital 

"Our  aim  in  developing  our  economy 
cannot  be  achieved  if  we  rely  solely  on 
our  own  population  of  3  million.  We  wel- 
come foreign  talent  from  all  parts  of  the 
world.  The  choice  for  Singapore  is 
simple:  We  could  just  be  another  city  in 
teia,  or  we  could  become  an  interna- 
tional city  of  excellence,"  says  Prime 
Minister  Goh  Chok  Tong. 

To  attract  international  talent,  the  city- 
state  has  eased  entry  requirements  for 
Foreign  talent  in  several  categories.  The 
process  of  registering  a  new  company 
has  been  streamlined.  Foreign  observers 
in  Singapore  say  they  are  astonished  at 
now  quickly  work  permits  and  temporary 
permits  can  be  issued.  In  some  cases, 
it  takes  as  little  as  two  weeks. 

There  are  many  reasons  for  foreign 
talent  or  technopreneurs  to  consider 
^locating  to  this  tropical  city-state.  It  is 
a  safe,  clean  and  modern  city  with 
almost  no  crime.  It  offers  good  housing 
and  educational  systems,  abundant 
sntertainment  and  recreational  ameni- 
ties. Most  people  speak  English,  and 


The  regional 


gateway  to 
glo 


TDB.  TAKING  BUSINESS  FURTHER 


Singapore,  the  Global  City  of  International  Trade.  Looking  for  the 
best  partner  in  Asia  to  do  regional  and  global  business?  Then  talk  to  TDB 
now.  We  have  the  knowledge,  insight,  connection  and  proven  track  record 
needed  to  help  you  make  your  business  venture  a  global  success.  With 
TDB  as  your  strategic  business  partner  you  can  take  full  advantage  of 
Singapore's  pro-business  environment,  dynamic  workforce,  world-class 
infrastructure  and  unsurpassed  global  trading  network  for  greater  success. 
Get  in  touch  with  us  today.  We  take  business  further. 


TDB 


Singapore  Trade 
Development  Board 


Tel:  (65)  337  6628,  visit  our  website:  http//www.stdb.com  or  email  us  at:  enquiry@tdb.gov.sg 


ADVERTISEMENT  10 


the  options  to  explore  neighboring  coun- 
tries are  endless.  With  a  per  capita  GNP 
of  US$22,500,  it  offers  one  of  the  high- 
est standards  of  living  in  the  world  (88% 
of  Singaporeans  own  their  own  homes). 
And  finally,  it  has  one  of  the  lowest  per- 
sonal income  tax  rates  in  the  world. 

Over  370  companies  with  a  total 
market  capitalization  of  US$249  billion 
are  listed  on  the  Stock  Exchange  of  Sin- 
gapore's mainboard  and  SESDAQ,  which 


and  IBM  have  operations  here. 

Incredibly,  Singapore  aims  to  create 
as  many  as  25,000  new  jobs  annually 
in  the  knowledge-based  industry  over 
the  next  10  years.  In  the  info-commu- 
nications technology  (ICT)  sector  alone, 
the  growth  in  manpower  in  Singapore 
should  average  10%  over  the  next  two 
years,  and  this  translates  to  a  need  for 
10,000  laborers  every  year.  By  the  year 
2010,  some  250,000  infocomm  work- 
ers will  be  needed. 

Establishing  a  company  or  exploring 
employment  opportunities  in  Singapore 
couldn't  be  easier,  due  in  large  part  to 
agencies  such  as  Contact  Singapore, 
which  has  eight  overseas  offices  and  a 
Web  site  (www.contactsingapore.org.sg). 
It  is  an  information  and  resource 
center  that  acts  as  a  first  point  of  con- 
tact to  research  education  and  employ- 
ment for  both  overseas  Singaporeans 
and  foreign  nationals. 


which  hosted  140  qualifying  meetings 
last  year,  as  the  world's  fifth-best  con- 
vention city  and  as  Asia's  number  one 
meeting  place. 

The  incredible  value  for  the  money 
and  the  high  efficiency  of  Singapore 
are  some  of  the  reasons  internation- 
al organizations  and  companies 
choose  Singapore  for  their  events. 
Last  year,  the  number  of  events 
staged  in  Singapore  rose  7.8%.  Con- 
ventions in  1999  jumped  23.8%  to 
880  and  included  the  17,000-strong 
Rotary  International  Convention. 

"Even  though  Singapore  is  a  bit  more 
expensive  than  other  places,  you  get 
value  for  money,"  says  Yeo  Khee  Leng, 
CEO  of  the  Singapore  Tourism  Board. 
"We  have  an  excellent  transportation 
system,  we  are  internationally  accessi- 
ble and  we  have  solid  logistics.  You  get 
quality  service  and  can  rest  assured 
that  things  will  run  smoothly  here." 


well  managed,  well  planned  and  aggressive  society  that 
embraces  and  uses  change  to  the  positive."  —  U.S.  Ambassador  Steven  Gre 


lists  small  to  medium-size  companies. 
To  speed  transactions,  it  utilizes  a  global, 
state-of-the-art  electronic  trading  system. 
SGX  ETS  (Electronic  Trading  System). 

Says  U.S.  Ambassador  Steven  Green: 
"Singapore  is  a  very  well  managed,  well 
planned  and  aggressive  society  that  em- 
braces and  uses  change  to  the  positive." 

Demand  for  offshore  talent  is  strong, 
given  that  Singapore  is  home  to  5,000 
multinational  firms  and  80,000  local 
firms.  Caltex  Petroleum,  for  example,  is 
relocating  its  global  headquarters  in 
Singapore,  and  top  IT  firms  like 
Microsoft  Corp.,  Seagate  Technology 


International  job  seekers  and  visitors 
are  not  the  only  ones  discovering  the 
treasures  that  Singapore  has  to  offer. 
The  number  of  meetings,  conventions 
and  exhibitions  is  skyrocketing,  primar- 
ily because  of  heavy  promotion  by  the 
Singapore  Tourism  Board  and  the  com- 
petitive pricing  of  Singapore  hotels  and 
MICE-venue  rental  rates  compared  to 
the  U.S. 

A  number  of  international  surveys 
have  ranked  Singapore  as  a  leading 
meeting  and  convention  destination. 
The  Belgium-based  Union  des  Associa- 
tion Internationales  places  Singapore, 


The  Singapore  International  Con- 
vention and  Exhibition  Center  (SICEC) 
is  one  of  the  assets  most  frequently 
recommended  by  tourism  officials, 
and  it  draws  conventions,  exhibitions 
and  special  events  to  this  region.  Sit- 
uated just  20  minutes  from  the  air- 
port and  adjacent  to  several  top 
hotels,  the  facility  managed  to  attract 
530  events  from  January  to  June 
2000,  a  whopping  90%  increase.  The 
events  brought  in  almost  1.8  million 
visitors  over  the  six-month  duration  — 
a  120%  increase  over  the  same 
period  last  year.  ■ 


Singapore  is  a 
city  constantly 
re-inventing  itself. 
Building  on  the 
talent  of  the  present. 

Blazing  new 
trails  for  the  future. 


Singapore. 
Your  world  of  possibilities. 


To  get  connected 
to  career  and 
educational 
opportunities  in 
Singapore, 
Contact  Singapore 
is  your  link. 

Contact 
Singapore 

www.contactsingapore.org.sg 


DIGITAL  CINEMA  HAS  ARRIVED, 
BUT  IT'S  A  LONG  WAY  FROM  CUT  AND  PRINT 

1FECT 


BY  SHELLEY  PANNILL 

On  June  18  of  last  year,  Hollywood 
suits  surveyed  the  lobby  of  the  Loews 
Meadows  6  in  Secaucus,  New  Jersey, 
as  techies  smoothed  out  the  final  details 
of  the  11  a.m.  screening  of  Star  Wars 
Episode  I:  The  Phantom  Menace.  TV 
reporters  chatted  up  the  teens  and  tech- 
nophiles  lining  up  for  the  show  as  cell  phones  twittered 
in  the  background.  They  were  there  to  witness  the  first- 
ever  commercial  exhibition  of  a  movie  on  an  all-digi- 
tal projector.  Built  by  Texas  Instruments,  the  projector 
operated  without  a  single  scrap  of  film. 

Three  hours  later,  in  California,  costumed  fans  and 
Hollywood  professionals  filled  sold-out  digital  screenings 
of  Phantom  at  two  San  Fernando  Valley  venues.  A  sign 
outside  the  AMC  14  in  Burbank  read:  "Welcome  to  the 
Future  of  Cinema."  At  show  time  the  lights  dimmed, 
the  curtains  rose,  the  engineers  pressed  a  button  to  play 


the  1.5  terabyte  movie,  and  presto!  "This  is  Star  Wars 
the  way  it  was  meant  to  be  seen,"  Phantom  Menace  pro- 
ducer Rick  McCallum  told  reporters. 

The  era  of  digital  cinema  had  begun,  or  so  it  seemed, 
and  right  in  our  very  own  galaxy.  Audiences  who  saw 
those  initial  digital  screenings  on  both  coasts  were  gen- 
erally wowed  by  the  clarity  of  digitally  projected  images. 
"Film  reel  running  out  of  time,"  blared  one  wire  headline. 
"  'Bye  Edison,"  another  declared. 

The  headlines  were  mapping  out  the  future.  And  it 
was  shrink-wrapped  in  hype.  The  hype  declared  this: 
When  the  kinks  are  worked  out,  theaters  will  be  able  to 
download  movies  to  hard  drives  from  DVD-ROMs  or 
digital  files  received  via  satellite  or  fiber-optic  lines.  The 
picture  will  be  crisper,  steadier,  and  cleaner  than  on  film. 
Digital  distribution  will  save  the  studios  millions  on  the 
film  prints  that  now  tour  the  country's  megaplexes  in  can- 
isters. And  while  no  one  knows  who  will  actually  pay 
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for  the  new  projectors,  estimated  at  four  times  the  cost  of  cur- 
rent models,  the  digital  revolution  could  reverse  the  fortunes 
of  the  overbuilt,  financially  strapped  American  theater  chains. 
They  could  show  any  movie  at  any  time  on  any  number  of 
screens,  and  might  one  day  even  broadcast  live  fights  or  concerts. 

LEAVING  HYPE  ON  THE  CUTTING-ROOM  FLOOR 

But  one  person's  digital  revolution  is  another's  nonevent. 
"Digital  projection  is  a  mirage,"  says  film  critic  Roger  Ebert, 
digital  cinema's  most  vociferous  naysayer. 

Ebert  and  other  critics  contend  that  digital  will  never  be  as 
good  technically  as  analog,  period.  They  add  that  digital  cin- 
ema projectors  are  not  only  vastly  more  expensive  than  current 
models  but  they  will  become  obsolete  much  quicker  because 
they  are  computer  hardware.  And  no  matter  how  good  or 
cheap  the  technology  becomes,  movies  that  are  distributed 
digitally  are  easier  to  pirate  and  disseminate  than  film  reels. 
Digital  threatens  to  hurl  the  entire  industry  into  the  same 
chaos  the  music  industry  finds  itself  in  today,  thanks  to  Nap- 
ster and  its  fellow  file-sharing  services. 

"If  you  listen  to  the  hype,  you  could  draw  an  easy  conclu- 
sion about  where  digital  cinema  is  headed,"  says  Gibboney 
Huske,  an  imaging  analyst  at  Credit  Suisse  First  Boston  (CSFB) 
who  cowrote  a  report  titled,  "The  Economics  and  Evolution  of 
Digital  Cinema."  "As  financial  analysts,  we  have  to  show  some 
kind  of  economic  basis  for  what  we  say.  And  when  you  do,  it 
raises  a  lot  of  questions." 

ALL  SYSTEMS  GO? 

Digital  optimists  foresee  a  rollout  within  two  to  five  years. 
Texas  Instruments,  Technicolor,  and  Disney  have  already 
teamed  up  to  install  more  than  30  prototype  projectors  in  10 
countries.  But  others  say  there  are  too  many  bugs  in  a  system 
that  must  undergo  a  slow  evolution  before  there  is  a  revolu- 
tion. "Film  and  digital  will  coexist  for  a  long  time,"  predicts 
Glenn  Kennel,  who  heads  the  digital  cinema  program  at 
Kodak.  He  figures  10,000  screens  within  10  years  will  convert 
to  digital.  That's  out  of  some  39,000  screens  in  the  United 


States,  according  to  the  National  Association  of  Theater 
Owners,  and  roughly  110,000  worldwide. 

Still,  only  recently  has  any  digital  projector  produced 
cinema-quality  images,  says  Rob  Hummel,  who  recently  left 
Technicolor  to  become  Sony's  senior  vice  president  of  digital 
cinema.  Texas  Instruments  (TI)  finally  lifted  digitally  pro- 
jected images  out  of  mediocrity  with  its  DLP  Cinema,  which 
uses  digital  light  processing  semiconductor  technology  devel- 
oped by  TI  23  years  ago  for  military  uses  like  target  recogni- 
tion. "It's  as  good  as  a  current  35  mm  print,"  Hummel  says. 

But  digital  cinema  is  more  than  just  a  projector.  It  is  also 
a  labyrinthine  distribution  network  that  transforms  a  movie 
into  a  digital  file,  compresses  it,  encrypts  it,  and  moves  it, 
securely,  from  studio  to  projector  to  screen.  That,  too,  is  in 
beta  testing. 

The  Phantom  screenings  basically  followed  the  current 
distribution  model:  DVD-ROMs  are  shipped  to  theaters  the 
way  film  reels  are  now  delivered.  The  movie  files  are  down- 
loaded onto  a  tower  of  stacked  hard  drives,  whose  number 
will  shrink  as  the  technology  advances.  One  button  automat- 
ically dims  the  lights  and  starts  the  projection. 

It  is  now  possible  to  transmit  a  movie  over  the  Internet  at 
the  speed  of  light.  In  June,  20th  Century  Fox  joined  broad- 
band provider  Qwest  Communications  and  networking  giant 
Cisco  Systems  to  beam  Titan  A.E.  from  Studio  City  to  Bur^ 
bank  to  a  conference  in  Atlanta  via  fiber-optic  cable.  The 
transmission  took  about  two  hours  to  download:  not  instan-i 
taneous,  but  more  efficient  than  FedEx  or  a  Brinks  truck. 

WHO  PAYS  AND  WHO  PROFITS? 

Film  projectors  could  prove  to  be  digital  cinema's  toughest 
competition.  "A  good  projector  is  relatively  affordable,  and 
it's  a  rugged  piece  of  equipment,"  says  James  Korris,  execu^ 
tive  director  and  CEO  of  the  Entertainment  Technology  Cen-j 
ter  at  the  University  of  Southern  California. 

CFSB,  whose  report  on  digital  cinema  earlier  this  yeai 
gave  the  antidigital  crowd  economic  fodder,  puts  tha 
cost  of  a  current  film  projector  at  around  $25,000.  "The> 


Comparing  Costs:  Digital  vs.  Film 


$52M  to  make  a  movie 

Average  cost  to  studios 


S2.9M  to  make  film  prints 

Average  cost  to  distributors 


S25K  for  a  film  projector 

Lasts  for  decades 


S100K  for  a  digital  projector 

Estimated  cost  by  mark 


Full-scale  digital  cinema  would  eliminate  print  costs  but  introduce  other  as  yet  uncalcu- 
lated  expenses  for  steps  like  compression  and  encryption.  Digital  cinema  projectors  could 
rapidly  become  obsolete  as  technology  advances.  (Sources:  CSFB,  MPAA) 
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IN  CASE  YOU  HADN'T  NOTICED, 


YOUR  BUSINESS  HOS  LEFT  THE  BUILDING. 


WORKS 


it  probably  comes  as  no  surprise  that  business 
is  getting  done  in  a  whole  new  way.  But  you 
might  not  be  ready  for  how  drastically  wireless 
technology  is  about  to  change  our  world.  Which 
means  that  you  need  the  right  partner  to  help 
solidify  your  strategy.  And  that's  where  we 
come  in.  As  a  leading  wireless  systems 
integration  firm,  we're  devoted  exclusively  to 
engineering  solutions  for  a  mobile  planet.  With 
senior  business  consultants  and  engineering 
technologists  who  understand  the  dizzying  world 
of  wireless  applications,  service  providers. 


devices  and  evolving  networks.  And  experience 
working  with  both  Fortune  1000  leaders  and 
major  Internet  infrastructure  companies.  For  our 
free  wireless  primer  or  more  information,  go  to 
www.stellcom.com/primer.  Or  call  1-888-554-2024. 
We'll  help  take  your  business  to  a  whole  new  place. 


s  t  e.  I  I  c  o  m 

engineering  the  way  the  world  works  * 
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last  for  decades,"  Korris  adds. 

A  digital  cinema  projector,  on  the  other  hand,  costs  as  much 
as  $250,000.  By  the  time  the  technology  reaches  the  market, 
that  amount  could  sink  to  $100,000.  If,  as  TI  predicts,  the  cost 
eventually  dips  to  $50,000,  some  $1.9  billion  would  be  required 
to  convert  all  U.S.  screens,  according  to  the  CSFB  report. 

The  conversion  could  cost  even  more  if  the  various  technolo- 
gies developed  for  functions  such  as  encryption  and  compres- 
sion are  not  compatible  with  each  other.  That  happened  on  a 
smaller  scale  in  the  1990s,  when  manufacturers  introduced  three 
incompatible  digital  sound  systems  (in  addition  to  the  existing 
analog  system).  It  cost  both  studios  and  theaters  hundreds  of 
thousands  of  dollars  to  retrofit  screens  and  lay  multiple  sound 
tracks  on  new  movies. 

Proponents  of  digital  cinema  are  unfazed  by  its  price  tag. 
"In  the  long  run,  we're  all  going  to  wind  up  saving  money," 
says  Tom  Sherak,  a  senior  VP  at  20th  Century  Fox. 

In  reality,  the  studios  stand  to  save  more.  According  to 
CSFB,  Fox  and  the  six  other  major  studios  in  the  Motion  Pic- 
ture Association  of  America  (MPAA)  spent  about  $617  million 
last  year  on  film  prints.  Digital  enthusiasts  say  the  industry 
would  save  more  than  $500  million  a  year.  But  once  the  cost 
of  projectors  is  taken  into  consideration,  that  number  dives  to 
$100  million. 

Theater  owners  see  themselves  as  the  biggest  potential  los- 
ers. "We're  going  to  have  to  pay  more,"  says  Bruce  Sanborn, 
president  of  the  Orange  County-based  Movie  Experience 
theater  chain.  At  a  time  when  Sanborn's  fellow  theater  chains 
are  filing  for  bankruptcy  in  droves — some  recent  casualties  of 
the  megaplex  craze  include  Carmike,  Edwards,  and  United 
Artists — the  last  thing  they  need  is  more  costs.  Adds  Sanborn: 
"Once  you  get  into  the  era  of  computerized  projection,  you're 
going  to  have  to  be  upgrading  your  system  all  the  time." 

"We'll  eventually  go  digital,  but 
there  are  an  awful  lot  of  people 
still  attached  to  film." 

— Director  Sydney  Pollack 

Not  only  could  digital  equipment  continuously  become 
obsolete  but  so  could  the  format  that  movies  are  stored  in, 
according  to  both  digital  and  film  experts  at  Eastman  Kodak. 
"The  film  medium  can  be  stored  for  100  years  or  longer,"  says 
Kennel.  "In  the  digital  world,  we  tend  to  invent  a  tape  format 
every  couple  of  years."  And  35  mm  film  can  be  shown  on  basic- 
ally any  projector,  anywhere,  says  Frank  Ricotta,  who  over- 
sees film  systems  performance  for  Kodak.  "Even  on  white  bed 
sheets  on  the  back  of  a  pickup  truck." 

KEEP  YOUR  MOUSE  OFF  MY  MOVIE 

Once  Hollywood  figures  out  how  to  pull  off  the  economics,  it 
will  have  to  foil  the  hackers.  Applications  such  as  Napster, 
which  have  made  trading  songs  for  free  as  easy  as  sending 
email,  make  the  threat  even  more  ominous. 


"It's  very  daunting  in  an  age  of  peer-to-peer  hosting,"  says 
Korris,  whose  center  at  USC  is  building  a  "neutral"  test 
ground  for  digital  projection  systems. 

"In  conventional  cinema  today,  a  redistributor  under- 
stands that  people  with  camcorders  can  capture  what's  on  the 
screen  and  put  out  a  video  in  Hong  Kong  24  hours  later.  That's 
just  a  cost  of  business."  That  cost  worldwide,  according  to  the 
MPAA,  the  industry's  loudest  antipiracy  crusader,  is  about  $2.5 
billion  annually. 

"The  problem  is  when  you  get  a  digitally  perfect  copy 
dragged  and  dropped  all  over  the  Internet,"  Korris  says.  Security 
threats  are  ubiquitous,  he  believes,  noting  that  potential  hijackers 
could  include  disgruntled  staffers  or  "a  clever  hacker  kid  who 
takes  a  laptop  to  the  projection  booth  and  steals  your  stuff." 

The  MPAA  puts  a  brave  face  on  the  battle  to  stave  off  theft 
of  studio  content.  "We  all  believe  averting  piracy  is  possible," 
says  the  association's  Brad  Hunt.  "But  it's  not  just  about  pick- 
ing the  best  encryption.  It's  about,  how  do  you  protect  your 
content  from  end  to  end?" 

Many  in  Hollywood  still  think  that  any  code  that  can  be 
written  can  also  be  broken.  Downloading  a  pirated  movie  is 
a  piece  of  cake  for  even  a  neophyte,  as  Bruce  Forest  of  Viant, 
a  digital  consultancy,  demonstrated  at  a  Red  Herring  Holly- 
wood conference  in  August.  "Film  piracy  is  where  MP3  piracy 
was  in  1997,"  he  told  the  dot-com  entertainment  crowd.  He' 
then  proceeded  to  download  The  Matrix  from  Gnutella,  a 
file-swapping  site.  Viant  estimates  that  some  350,000  moviesl 
are  being  pirated  online  each  day,  a  number  that  could  rise  to 
1  million  by  next  year. 

Roger  Ebert  argues  that  piracy  will  either  slow  or  halt  the 
momentum  of  digital  cinema  altogether,  comparing  it  to  what 
is  happening  with  music.  "If  we  go  into  a  future  in  which  a 
band's  music  can  be  easily  stolen  and  traded  through  MP3, 
bands  may  find  again  that  their  biggest  source  of  income  is  live 
concerts,  just  like  the  old  days.  Movies  are  also  likely  to  want 
to  stay  with  analog,  which  is  to  say  with  celluloid." 

KEEPING  BUTTS  IN  SEATS 

The  proponents  of  digital  and  of  film  agree  on  one  point,  at 
least:  Improvements  are  needed  in  the  projection  booth,  espe- 
cially as  viewers  abandon  15-inch  television  sets  for  flat- 
screen,  multimedia  home  entertainment  centers. 

"Movies  have  always  tried  to  stay  one  step  ahead  of  what 
you  can  get  for  free,"  notes  Ebert,  warning  that  the  current 
resolution  achieved  with  digital  cinema  projectors  is  lower' 
than  that  on  high-definition  television. 

"When  radio  came  in,  the  movies  started  talk.  When  radio 
became  popular,  the  movies  added  color.  When  television! 
arrived,  they  added  wide  screen. 

"Movies  have  got  to  provide  you  with  something  that  isj 
noticeably  better  than  what  you've  got  at  home." 

Of  course,  "better"  is  in  the  eye  of  the  beholder. 

For  Sony's  Hummel,  who  has  seen  concession-stand  boys 
handle  film  prints  with  buttery  fingers  as  dirt  and  dust  collect 
on  the  movie  reel,  "better"  means  a  picture  that  is  as  scratch-^ 
free  and  crisp  at  the  end  of  a  movie's  run  as  it  looked  on  day 
one.  By  then,  "Not  only  does  [digital]  look  as  good  as  film," 
he  says,  "it  looks  better  than  film." 

But  where  Hummel  sees  clarity  and  cleanliness,  others 
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The  world's  leading  imaging  pro 


NEC's  expertise  in  multiple  technologies  opens  new  worlds.  From  super  thin  plasma  screens  to  the 
largest  flat-screen  LCD  monitors  with  the  widest  viewing  angle  available,  NEC  consistently  provides 
world-leading  imaging  solutions.  Because  NEC  excels  in  computers,  communications,  and  semiconductors 
we're  able  to  find  solutions  sooner  and  develop  our  technology  further.  Imaging 
leadership  is  one  reason  why  NEC  is  the  first  choice  of  world  class  businesses  imagination. 

r  '   |5o1utions. 

and  organizations,  from  space  operations  centers  to  global  disease  control 
facilities.  It's  easy  to  see,  NEC  is  At  The  Center  Of  Innovation. 


www.nec.com 


PIXEL  PERFECT 


see  a  flatter,  colder  image  and  pixellation  on  straight  edges. 

Cinematographer  Allen  Daviau,  whose  credits  include  E.T. 
and  The  Color  Purple,  lauds  digital  cinema  for  achieving  a 
picture  quality  many  thought  was  impossible,  but  wonders 
whether  compressed  digital  bits  can  ever  surpass  the  sharpness 
of  film.  "What  you're  doing  with  photography  is  exposing  a 
whole  image  at  once  and  not  scanning  or  breaking  the  picture 
into  bits,"  he  says. 

CSFB's  Huske  puts  it  more  simply:  "People  think  digital  tech- 
nology is  always  superior  to  analog  technology.  But  that's  not 
always  the  case.  For  one  thing,  your  eyeballs  are  analog." 


Still,  there  are  those  who  insist  that  audiences  will  flock  to 
theaters  whether  a  movie  is  projected  digitally  or  on  film 
because  they  crave  the  communal  experience. 

"It's  one  of  our  last  tribal  rites,"  says  Gerald  Nash,  whose 
firm  Sigma  Design  created  the  digital  theater  layout  for  the 
Titan  A.E.  showing  in  Atlanta.  "We  gather  around  the  fireplace, 
in  the  cave,  and  we  listen  to  the  shaman.  We  listen  to  the  latest 
killing  of  the  bear,  and  we  participate  in  a  group  experience. 

"We  go  to  motion  pictures  because  we  have  to  get  out  and 
rub  elbows  with  our  own  kind.  And  I'm  a  firm  believer  that 
these  things  will  not  disappear."  ■ 


Film's  Latest  Picture  Show 


IMAGINE  SEEING  a  feature  film  at  the  neigh- 
borhood megaplex  with  a  picture  so  crisp  that 
nothing  in  the  background  ever  blurs,  so  sharp 
it's  like  IMAX,  and  so  steady  you  cannot  call  it 
just  another  one  of  those  "flicks." 

This  technology  exists.  And  it  is  not  digital. 
It's  an  invention  by  a  startup  called  MaxiVision 
Cinema  Technology  that  combines  an  enhanced 
filming  process  with  a  robotic,  digitally  con- 
trolled attachment  to  current  film  projectors. 

MaxiVision  CEO  Dean  Goodhill  says  his  sys- 
tem displays  more  detail  by  photographing  and 
projecting  twice  as  many  images  per  second.  So 
instead  of  seeing  a  movie  at  the  traditional  rate 
of  24  frames  per  second  (fps),  viewers  see  it  at 
48  fps.  The  frames  are  closer  together  on  the 
film  and  about  a  third  larger  than  those  found  on 
today's  reels.  The  result  is  "so  breathtakingly 
clear  it  is  like  3D  in  reverse,"  film  critic  Roger 
Ebert  wrote  after  seeing  a  demonstration. 

But  MaxiVision's  timing  has  made  it  an 
unwitting  David  to  the  emerging  digital  Goliath. 
Proponents  of  each  system  claim  their  technol- 
ogy will  steady  the  picture  and  eliminate  film's 
dust  and  scratches.  But  Goodhill,  who  shared  an 
Oscar  nomination  for  his  work  on  The  Fugitive, 
stands  resolutely  behind  MaxiVision. 

And  although  the  hype  over  digital  has  all 
but  drowned  out  the  news  of  its  invention, 
MaxiVision  has  caught  on  with  a  significant 
set  of  Hollywood  insiders. Director  Martin 
Scorsese  sits  on  the  company's  board  or  advisers. 
His  enthusiasm  has  spread  to  other  "creatives," 
including  veteran  director  Sydney  Pollack  as 
well  as  Michael  Mann,  director  of  The  Insider, 
and  cinematographer  Allen  Daviau  {E.T,  The 
Color  Purple). 

What  excites  people  about  Goodhill's  inno- 
vation is  not  only  the  clarity  produced  by  higher 
frame  rates  but  the  fact  that  theater  owners  do 
not  have  to  purchase  a  new  projector;  the  Maxi- 
Vision head  attaches  onto  existing  equipment. 

"They  tried  higher  frame  rates  in  the  past, 


but  you'd  have  to  have  two  regular  projectors 
and  two  [high-speed]  projectors  in  the  booth," 
notes  engineer  Ty  Safreno,  who  designed  the 
MaxiVision  projector.  "So  it  never  caught  on." 

The  innovation  required  both  creativity  and  a 
good  chunk  of  cash.  Goodhill  has  spent  five 
years  and  about  $400,000  of  his  own  money 
so  far  in  research  and  development.  Last  year 
he  approached  Safreno,  whose  company.  Trust 
Automation,  builds  high-precision  robotic  equip- 
ment. Safreno  offered  to  donate  his  engineers' 
labor — which  added  up  to  another  $400,000 — 
if  Goodhill  would  provide  the  projector's  parts. 

Their  rough-hewn  prototype  sits  in  a  small 
room  at  Trust  Automation's  headquarters  in  San 
Luis  Obispo,  California,  using  a  water-filled  vita- 
min bottle  as  a  shock  absorber.  ("It  runs  like  a 
Corvette  on  a  Pinto  engine,"  Safreno  says,  smil- 
ing.) The  ratty  demo  reel  first  shows  a  22-second 
clip  of  an  actor  walking  on  a  grassy  lawn,  past  a 
blurred  van,  squirting  water  with  a  hose,  at  24 
fps.  But  at  48  fps,  the  van  is  transformed  into  a 
$19.95-a-day  U-Haul,  the  bushes  sprout  buds, 
and  each  droplet  of  water  comes  into  clear  focus. 

"Imagine  it's  The  Godfather,  and  how  vividly 
real  it  feels.  You're  there.  And  you're  there  more 
intensely,"  says  director  Mann. 

Once  Goodhill  closes  the  current  $20  million 
round  of  funding,  he  intends  to  prepare  a  longer 
demo  film  and  build  a  proper  projector.  He 
hopes  to  install  projectors  in  4,000  theater 
booths  by  the  spring  of  2002. 

Critics  contend  that  might  be  too  late  at 
a  time  when  the  industry  is  close  to  figuring  out 
how  to  pay  for  digital  systems.  "It's  a  brilliant 
technology,  but  I  wish  it  had  shown  up  10, 15 
years  ago,"  says  Rob  Hummel,  Sony's  digital  cin- 
ema guru.  And  rather  than  saving  the  studios 
millions  by  making  35  mm  prints  obsolete,  Maxi- 
Vision would  cost  them  more,  since  movies  shot 
at  48  fps  would  use  50%  more  film. 

But  others  say  what  the  studios  lose  in  print 
costs  they  will  make  up  for  in  ticket  sales.  Maxi- 


SEEING  DOUBLE  MAXIVISION'S  FILM  PROJECTOR 
ELIMINATES  BLUR  BY  SHOOTING  AND  DISPLAYING 
IMAGES  TWICE  AS  FAST. 


Vision's  enhanced  film  quality  will  attract  mora 
viewers,  proponents  say.  And  the  cost  to  the-, 
ater  owners  would  be  far  less  than  the  hefty; 
purchase  price  estimated  for  digital  projectors. 
The  MaxiVision  projectors  would  cost  about; 
$11,000  to  build  and  install,  but  Goodhill  saya 
he  will  lease — not  sell — them  to  theaters) 
for  $300  per  month.  Distributors  will  have  tcj 
pay  a  licensing  fee  of  $5  per  screening  in  tha 
48  fps  format. 

MaxiVision's  success  may  hinge  on  aesthete 
ics,  says  Credit  Suisse  First  Boston  imaging! 
analyst  Gibboney  Huske.  "If  directors  demand 
it,  it's  probably  going  to  happen."  But  some  pro-] 
ponents  of  digital  cinema  argue  that  the  publid 
may  not  even  notice  the  difference.  "Higher] 
frame  rates  yield  spectacularly  higher  quality 
images,"  Hummel  says.  "I  don't  think,  though,  thaa 
walking  out  of  Shakespeare  in  Love  or  SavintA 
Private  Ryan,  the  audience  was  saying,  'YoJ 
know  what?  It  was  okay,  but  that  motion  blurj 
drove  me  crazy "'  SHELLEY  PANNILU 
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MANAGE  THEM  ALL  WITH  ONE  COMPREHENSIVE  E-BUSINESS  SOLUTION. 


SB 


e-Fullfi 

exceptions 

Order  Management 

Extra  prise  Transactions 
Virtual  Inventories 

supply  chain 

Returns 


Yantra  is  the  web-based  e-business  engine  that  successfully  manages  high  volume  transactions. 


To  build  a  successful  e-business,  you  must  flawlessly     delivers  simplicity  to  even  the  most  complicated 
manage  thousands,  maybe  millions  of  complex  e-businesses  with  flexible  business  rules,  scalability, 

transactions  on  the  internet.  Yantra  is  the  powerful  and  90-day  implementation.  No  one  solution  does 
e-commerce  engine  that  seamlessly  manages  more  to  build  and  retain  satisfied  customers 

all  of  them  across  your  enterprise  and  ,.;  J^^^^L      than  Yantra.  The  future  success  of  your  busi- 

extraprise.  Our  best-of-breed  solution  ness  starts  by  contacting  us  today. 


yw.  yantra.  com 


YANTRA 

The  engine  of  e-business. 


1  -888-292-6872 


©  2000  Yantra  Co  rporatidn.  Yantra  is  a  registered  trademark -of Yantra  Corporation. 


it's  the  bad  mamma-jamma 
of  wireless  computing  I 


SPANworks®  software  with  the  Toshiba  Bluetooth  Bluetooth  PC  Card  delivers  up  to  20  times  the  speed        Bluetooth  is  standards-based,  so  it  woridk 

PC  Card  allows  network  and  tile  sharing,  presentation  ot  a  traditional  V.90  modem  with  a  range  three  times  worldwide  and  with  all  Bluetooth  devitm 
sharing,  chat  and  business  card  data  exchange.  farther  than  other  PC  cards:  up  to  100  feet. 


pentium®  ///    Toshiba  recommends  Microsoft1*'  Windows'*  2000  Professional  for  business. 

'The  Toshiba  Bluetooth  PC  Card  is  compatible  on  Microsoft  Windows  98  Second  Edition  and  Microsoft  Windows  Me  !When  products  become  available.  ©2000  Toshiba  America  Information  Systems,  Inc  Tecra 
SPANworks  is  a  registered  trademark  ot  SPANworks,  Inc  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  Intel  SpeedStep  is  a  trademark  of  Intel  Corporation.  AB 
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)ducing  the  totally  new  Tecra  8100.  The  first  ever  Bluetooth  PC  solution. 


□ff 


The  Toshiba  Tecra®  8100  with  the 
Bluetooth™  PC  Card1  is  so  fine,  it's  poetry 
in  motion.  With  the  Bluetooth  PC  Card, 
n  connect  effortlessly  with  other  Bluetooth  PCs,  hand- 
svices,  LAN  and  Internet  connections  —  all  without 


wires  or  cables.2  Bluetooth  is  the  latest  mobile  computing 
innovation  pioneered  by  Toshiba  through  a  joint  venture  with 
industry  leaders.  Now  you  can  truly  work  without  being 
tethered  to  old  technology.  So  free  yourself  from  the  cables 
and  wires  that  bind.  You  don 't  need  them  anymore. 


hhas  128-bit  encryption,  which 
that  every  connection  is  secure. 


Supertast  Mobile  Intel®  Pentium®  III  processors  up 
to  850MHz  teaturing  Intel  SpeedStep'"  technology 
and  configurable  Irom  5.6  lbs  light  and  1.5"  thin. 


Up  to  20  billion  byte  hara  drive  and  a  14. 1 " 
diagonal  TFT  active-matrix  color  display. 


choose  freedom'"' 

TOSHIBA 


To  buy  direct,  visit  bluetooth.toshiba.com  or  call  1-800-TOSHIBA 


imarks.  and  choose  freedom  is  a  trademark  ol  Toshiba  America  Information  Systems.  Inc.  and/or  Toshiba  Corporation  Bluetooth  is  a  trademark  owned  by  its  proprietor  and  used  ty  Toshiba  under  license 
subiect  to  change.  All  other  product,  service  and  company  names  are  trademarks,  registered  trademarks  or  servicemarks  ot  their  respective  owners.  All  rights  reserved 
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WOLFRAM 


Stiffly,  on  worn-out  knees,  you  shuffle 
toward  the  exit  ramp.  Passing  the  locker 
rooms,  you  decide  to  look  at  your  work 
one  more  time  but  from  a  different  van- 
tage point.  Slowly,  you  make  the  long 
climb  up  the  ramp,  from  field  seats  to 
upper  deck,  and  finally  to  the  top  of  the 
dome.  You  look  down,  expecting  a  sight 
like  sand  on  a  beach,  or  the  surface  of 
polished  marble... 

Instead,  you  see  a  flower. 

Not  just  the  shape  of  a  flower.  Not 
just  the  idea  of  a  flower.  But  the  very 
embodiment  of  a  flower:  a  rose  in  bloom, 
every  feather  of  its  petals,  the  odd  twists 
of  its  pistil,  all  as  perfect  as  if  you 
were  kneeling  down  beside  it  in  the 
sunny  corner  of  a  garden.  That  it  is 
black  and  white  and  two-dimensional 
and  100  yards  long  doesn't  diminish 
the  flower  that  displays  itself  beneath 
you.  Nor  does  it  keep  the  hairs  on  the 
back  of  your  neck  from  standing  up. 

Your  work  suddenly  has  meaning. 
Your  life  has  meaning.  In  some  inexplica- 
ble way,  the  universe  has  meaning. 

The  secret  of  how  simple  tiles  could 
create  a  rose  has  hidden  in  plain  sight  for 
5,000  years.  The  Egyptians,  while  stack- 
ing more  than  2  million  giant  stone  blocks 
to  build  the  Great  Pyramid,  almost  looked 
it  in  the  eye.  The  Arabs,  great  pattern 
makers  and  mathematicians  that  they 


were,  should  have  seen  the  secret.  Man- 
dated by  the  strictures  of  their  faith, 
discouraged  from  using  anything  but 
abstract,  repeating  forms  in  their  deco- 
ration, the  clues  were  right  before  them 
every  day  on  tile  walls  and  copper  trays 
and  in  the  backgrounds  of  their  minia- 
tures. But  their  eyes  were  on  Allah,  as  the 
eyes  of  Irish  monks  were  on  God  the 
Father,  as  they  painted  intricate  repeating 
patterns  to  illuminate  the  Book  of  Kells. 

Then,  in  the  Middle  Ages,  Roman 
mosaicists,  whose  art  is  known  as  "cos- 
matesque,"  found  the  pattern  within  a 
pattern.  They  left  their  designs  in  floors, 
stairs,  columns,  and  porticos  all  over 
Italy,  and  in  two  marble  floors  in  Lon- 


don's Westminster  Abbey.  But  they  were 
craftsmen,  not  scientists  or  mathemati- 
cians. So  for  generations,  they  pieced 
together  large  designs  made  up  of  identi- 
cal, smaller  designs  and  saw  only  the 
beauty  of  the  resulting  symmetry,  not 
a  window  to  a  new  world.  For  800  or 
900  years,  millions  passed  by  these 
designs,  marveled  at  their  complex 
beauty — and  walked  on. 

A  ROSE  BY  ANY  OTHER  RULES 

On  a  blistering  night  in  late  May,  I  find 
myself  lost  on  the  gritty  streets  of  South 
Side  Chicago.  A  young  man  named  Ben 
is  driving  me  to  the  man  who  claims  to 
understand  how  billions  of  tiles  could 
make  the  image  of  a  rose  on  the  floor  of 
a  football  stadium.  In  fact,  how  simple 
rules  such  as  those  represented  by  the 
tiles  might  create  the  whole  universe — 
and  along  the  way,  change  how  we 
think  about  everything  from  physics  to 
philosophy,  from  stock  markets  to 
weather  prediction. 

The  rental  car  lurches  from  one  stop- 
light to  the  next.  "I  think  we  missed 
the  turnoff,"  Ben  says,  looking  over  his 
shoulder  at  a  street  sign.  He  pulls  into  a 
crumbling  driveway  to  turn  around.  Dri- 
ven out  by  the  heat,  families  slump  on 
front  porches  as  shopkeepers  clang  iron 
gates  together  in  front  of  their  stores. 


As  we  pull  away  in  a  new  direction, 
I  consider  how  strange  it  is  that  after  two 
years  of  chasing  this  story,  only  to  be 
denied  access  again  and  again,  I've  now 
suddenly  been  summoned  by  this  myste- 
rious man.  What  happened  to  instigate 
this  change?  And  what  role  am  I  playing 
in  this  man's  calculated  plan  to  explain 
to  the  world  how  the  world  works? 

My  first  contact  with  Stephen  Wolf- 
ram came  12  years  ago.  I  was  living  by 
my  wits  as  a  freelance  writer  when  a 
friend  of  my  parents,  a  senior  editor 
at  Addison-Wesley,  asked  if  I  could 
write  press  releases  to  help  promote 
one  of  his  new  authors. 

This  was  not,  the  editor  explained,  a 


standard  book  promotion.  "This  gu 
Wolfram  is  a  genius,"  he  said,  "the  re; 
thing,"  and  handed  me  a  stack  of  mag; 
zinc  clippings  to  help  convince  me. 

The  clippings  told  a  remarkable  stor 
Stephen  Wolfram  was  born  in  London  i 
1959.  His  father  is  a  moderately  succes 
ful  novelist;  his  late  mother  was  a 
Oxford  don  in  philosophy.  A  brilliai 
child,  he  earned  a  scholarship  to  Etc 
College  at  age  13.  There,  forced  to  pla 
cricket,  he  found  the  best  place  on  tr 
field  to  read  books.  By  14,  he  had  writtt 
his  own  book  on  particle  physics;  by  1 
he  had  a  scientific  paper  published  in  tl 
journal  Nuclear  Physics. 

He  attended  Oxford  University  on 
scholarship  and,  during  the  summer  aft< 
his  first  year,  went  to  work  in  the  Theore 
ical  High-Energy  Physics  Groups  at  tl 
Argonne  National  Laboratory.  That  sun 
mer  Wolfram  wrote  a  scientific  paper  o 
heavy  quark  production  that  soon  becan 
a  classic  in  the  field — and  he  turned  18. 

A  year  later,  in  1978,  Wolfram  w; 
invited  to  the  California  Institute  ( 
Technology  (Caltech)  by  legendary  sc 
entist  Murray  Gell-Mann.  There  his  bri 
liant  reputation  gathered  momentun 
He  invented  the  Fox-Wolfram  variabli 
in  particle  physics,  discovered  the  Politze 
Wolfram  upper  bound  on  the  mass  < 
quarks,  and  published  more  than  25  sc 
entific  papers.  The  work  he  did  in  just  h 
first  year  at  Caltech  earned  him  a  Ph. I 
in  theoretical  physics.  In  1980  he  joine 
the  Caltech  faculty,  and  in  1981,  at  ag 
21,  he  was  awarded  a  MacArthi 
"Genius"  Fellowship — not  for  any  sing 
piece  of  work  but  for  the  "breadth  < 
his  thinking." 

I  returned  the  clippings  to  the  boc 
editor  and  accepted  the  job.  "People  ta 
about  this  guy  like  he  could  be  the  ne 
Newton,"  the  editor  said.  He  explaint 
that  Wolfram  had  recently  invented 
new  mathematical  software  program  th 
could  quickly  perform  mathematical  ci 
dilations  and  produce  three-dimension 
graphic  images.  The  results  were  specta 
ular:  the  first  great  mathematical  pr 
gram  for  the  personal  computer.  Anyoi 
from  a  curious  12-year-old  to  a  NAJ 
scientist  could  use  it  to  perform  ultr 
complicated  calculations  or  simply  f 
the  pleasure  of  watching  mathematics  a 

PURE  INTELLECT  Wolfram's  office  is  filled  with  t! 
defining  books  of  the  world's  greatest  scientists. 


You  look  down,  expecting  a  sight  like  sand 
on  a  beach,  or  the  surface  of  polished  marble... 
Instead,  you  see  a  flower. 
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WOLFRAM 


NIGHT  SHIFT  For  the  past  nine  years,  Stephen  Wolfram  has  been  working  late  into  the  night  on  his  book.  He  systemat- 
ically attacks  mathematics,  physics,  philosophy,  biology,  and  other  fields  in  his  bid  to  create  a  new  kind  of  science. 


across  the  screen.  To  announce  the  launch 
of  Mathematica,  Wolfram  wanted  the  full 
PR  treatment:  press  conference,  press  kit, 
interviews,  everything. 

For  the  next  three  weeks,  Stephen 
Wolfram  was  an  English  accent  on  the 
other  end  of  the  phone,  endlessly  unsatis- 
fied ("This  simply  will  not  do!"),  tearing 
up  my  copy,  demanding  an  A-list  of 
Silicon  Valley  leaders  be  invited,  and 
remotely  managing  every  tiny  aspect  of 
his  press  conference. 

We  got  him  everything  he  asked  for. 
Apple's  Steve  Jobs  attended,  as  if  he  were  a 
Wolfram  groupie,  as  did  three  dozen  mem- 
bers of  the  press.  Now  there  was  only  the 
matter  of  preparing  Stephen  Wolfram. 

He  arrived  the  afternoon  before  the 
event  with  a  beard  and  near-shoulder- 


length  hair,  wearing  sandals,  dark  socks, 
greasy  corduroys,  and  a  torn  and  unrav- 
eled brown  sweater.  "Oh  God,"  said  the 
PR  person  in  charge  of  the  press  confer- 
ence. "We  can't  let  him  out  in  public  like 
that."  So,  during  the  next  24  hours  we 
undertook  a  frantic  makeover,  ferrying 
Wolfram  to  the  nearest  department  store 
for  a  button-down  shirt,  a  new  sweater, 
gray  slacks,  and  dress  shoes. 

The  next  day,  the  conference  room 
was  filled  with  reporters,  camera  crews, 
and  VIPs.  The  presence  of  the  charis- 
matic Jobs  guaranteed  the  event  would 
be  a  success.  Then  Stephen  Wolfram 
stepped  onto  the  dais — in  the  same  ratty 
clothes  he'd  worn  the  afternoon  before. 

The  Mathematica  introduction  was  a 
huge  success,  earning  media  coverage 


ranging  from  the  New  York  Times  tc 
Dr.  Dobbs'  Journal.  But  we  never  got  a 
word  of  thanks  from  Wolfram  and  only 
heard  secondhand  that  he  was  pleasec 
his  product  had  gotten  its  due. 

Ten  years  later,  I  heard  Stephen  Wolf- 
ram's name  again  over  a  holiday  drink 
with  the  book  editor.  He  told  me  he'd 
put  off  retirement  to  work  with  Wolf- 
ram again  on  his  next  project.  "It's  tod 
complicated  to  explain  what  Wolfram's 
doing,"  he  said,  "but  I  think  it's  going 
to  be  huge." 

TRUE  BELIEVER 

We're  still  lost.  Ben  shifts  uncomfortably 
in  his  seat.  "I'm  really  sorry  about  this," 
he  says.  "There  was  some  construction 
on  the  freeway,  so  I  thought  it  would  be 
quicker  to  take  surface  streets."  Anothen 
hour  goes  by  as  we  aimlessly  drive  around 
South  Side  Chicago. 

My  young  guide  is  26  years  old 
and  a  recent  graduate  in  linguistics  from 
the  University  of  Iowa.  Ben  updates 
Wolfram's  eccentric  Web  site  (wwwi 
stephenwolfram.com),  which  mixes  in] 
teresting  glimpses  of  his  research  with  g 
scrapbook  of  photos  and,  occasionally 
even  graphs  of  how  much  email  ha 
receives.  Ben  tells  me  that  he  has  been  to 
Wolfram's  house  a  dozen  times,  usually; 
late  at  night  because  that's  the  only  timq 
Wolfram  is  awake  and  working.  "In 
kind  of  weird  meeting  your  boss  in  the 
middle  of  the  night,"  says  Ben,  with  the 
solemnity  of  a  true  believer,  "But  then 
Stephen  is  a  very  remarkable  man." 

The  trip  has  taken  two  hours,  and  . 
find  myself  completely  disoriented,  with 
out  any  idea  where  I  am.  Wolfram  ha? 
agreed  to  visit  with  me,  but  he  clearly 
doesn't  trust  me  enough  to  let  me  knov« 
where.  In  order  to  talk  with  him  at  hij 
home,  I've  had  to  agree  not  to  divulge 
where  he  lives  or  anything  about  hi) 
family.  To  guarantee  the  former,  I  learr 
by  accident,  months  later,  that  Wolfram 
told  Ben  to  get  us  lost  before  coming  tc 
the  house. 

I'm  startled  out  of  my  thoughts  when 
Ben  suddenly  swerves  into  a  driveway] 
"We're  here,"  he  announces. 

A  clean-shaven,  balding  man  answer; 
the  door  on  the  first  knock.  "Hello 
Michael.  It's  been  a  while,"  says  Wolfram 
extending  his  hand  from  the  darkness, 
barely  recognize  him.  Wearing  wire 
rimmed  glasses  and  a  striped  dress  shirt,  h< 
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i  chubby,  41 -year-old  suburbanite.  Only 
:  corduroys,  tennis  shoes,  and  an  English 
;ent  exuding  confidence  remind  me  of 
!  younger  Wolfram.  Still  looking  at  me, 
makes  a  hand  motion  for  Ben  to  move 

0  the  first-floor  library  and  suggests  that 
)llow  him  up  the  spiral  stairs  to  his  office. 

E  HUMMING  AERIE 

e  second-floor  office  is  all  white  and 
brilliantly  lit  it  could  be  an  operating 
)m.  Georgian  bookcases  line  the  walls 
)ken  by  posters  that  are  blowups  of 
stract  patterns  that  prove  to  be  Wolf- 
n's  work.  In  the  corner,  I  note  an  odd 
ht  in  this  room  of  pure  intellect:  a 
.ss  case  filled  with  seashells.  Against 
e  wall  is  a  large  flat-screen  monitor. 
Wolfram  has  hidden  in  this  upstairs 
ice  for  the  past  nine  years,  working  in 
:ret  every  night  until  dawn  on  a  new 
id  of  science.  By  day  he  runs  a  soft- 
re  company,  and  in  the  eyes  of  the 
blic,  he  is  a  successful  chief  executive, 
his  scientific  peers,  he  is  a  brilliant 
ild-have-been,  a  young  man  who  set 
:  world  on  fire  by  reinvigorating  an 
scure  scientific  field  called  cellular 
:omata — and  in  the  process  kicked  off 
aos  Theory — before  selling  out  to  the 
ndishments  of  corporate  life. 
Wolfram  drops  into  his  chair,  spins 
>und  to  face  me,  and  announces  wryly, 
ou  wanted  to  see  me  in  action.  But 
:ar  that  this  is  all  there  is" — he  ges- 
es  at  the  computer  screen — "all  night, 
:ry  night." 

1  notice  the  bookshelf  next  to  him  is 
immed  with  the  immortal  works  of 
:  greatest  scientists  who  ever  lived: 
did's  Elements,  Malthus'  Essay  on  the 
nciple  of  Population,  Newton's  Prin- 
ia,  Maxwell's  Treatise  on  Electricity 
i  Mathematics,  Darwin's  Origin  of 
ides — each  turning  the  world  upside 
wn  and  making  the  author's  name  sing 
ough  history. 

"Let  me  give  you  an  example  of  my 
>rk,"  he  says,  and  types  in  the  condi- 
ns  of  Rule  107  of  cellular  automata 
the  computer.  A  black  square  appears 
the  screen,  and  a  fraction  of  a  second 
;r  a  salt-and-pepper  triangle  made  of 
lividual  black  and  white  tiles  appears 
leath  it. 

This  unprepossessing  image  is  the 
lit  of  Wolfram's  new  science.  To  under- 
nd  why  it  is  so  important — indeed, 
y  it  may  touch  off  a  revolution  in  sci- 


ence— you  have  to  go  back  to  the  early 
1950s,  before  Wolfram  was  born.  As  a 
sideline  to  his  work,  the  great  mathemati- 
cian John  von  Neumann  had  investigated 
how  to  take  simple  structures,  like  tiles, 
and  arrange  them  in  such  a  way  that, 
given  a  few  rules,  they  could  reproduce 
themselves  indefinitely.  After  constructing 
a  self-reproducing  mathematical  rule  that 
accomplished  this,  von  Neumann  moved 
on  to  other  challenges,  such  as  inventing 
the  modern  computer. 

His  work  contributed  to  a  scientific 
field  called  cellular  automata — "cellular" 
because  it  deals  with  units  on  a  larger 
grid,  "automata"  because  they  automati- 
cally followed  a  simple  rule.  The  theory 


languished  as  little  more  than  a  mathe- 
matical novelty  for  two  decades,  the  kind 
of  topic  an  ambitious  grad  student  might 
pick  up,  write  a  paper  about,  and  then 
drop  to  pursue  another  topic.  In  fact,  by 
1970  only  about  50  papers  had  been 
written  about  cellular  automata. 

But  in  the  1960s  things  began  to 
change — not  in  the  world  of  theory  but, 
ironically,  because  of  a  computer  soft- 
ware game.  It  was  called  Life  and  was 
devised  by  John  Conway,  a  Cambridge 
University  mathematician. 

Life  was  stunning  both  in  its  simplicity 
and  its  profundity.  The  rules  were  sim- 
ple: Start  with  a  grid,  such  as  a  sheet  of 


graph  paper  or  a  checkerboard,  and  mark 
on  it  an  arrangement  of  dark  squares. 
These  dark  squares — cells — are  "alive"; 
the  rest  are  dead.  Each  cell  has  eight 
neighbors,  four  adjoining  and  four  on 
the  corners.  Cells  stay  alive  if  they  have 
an  optimum  number  of  neighbors  (two 
or  three);  they  die  if  they  are  left  alone  or 
overcrowded.  If  conditions  are  just  right 
(three  neighbors),  they  will  give  "birth" 
to  a  live  cell  nearby.  It  sounds  like  the 
recipe  for  a  very  boring  and  static  game. 
But,  on  the  contrary,  whole  worlds  unex- 
pectedly open  up.  If  you  play  Life,  you 
discover  rather  quickly  that  everything 
depends  upon  the  initial  conditions.  Begin 
with  too  few  live  cells  or  space  them  too 
far  apart,  and  the  system  dies.  Put  them 
too  close  together  or  in  too  symmetrical  a 
pattern,  and  they  sit  there  and  do  nothing. 

But  arrange  the  cells  in  a  kind  of  T 
and  all  hell  breaks  loose.  The  cells  breed 
like  rabbits,  live  and  die,  and  fill  all  the 
available  space  with  patterns  of  remark- 
able complexity.  Life  is  aptly  named:  As 
you  watch  the  game  develop,  especially  in 
high  speed  on  a  computer,  the  little  cells 
seem  alive  as  they  evolve  into  ever  more 
complex  forms.  It  is  impossible  not  to 
consider  that  what  you're  seeing  is  some 
kind  of  insight  into  the  natural  world. 

The  influential  science  writer  Martin 
Gardner  heard  about  Life  and  wrote  it  up 
in  his  popular  "Mathematical  Games" 


column  in  Scientific  American,  thereby 
setting  off  a  Life-playing  craze  in  univer- 
sity computer  departments  all  over  the 
world.  Life  fanatics,  including  Conway 
himself,  soon  began  to  wonder  if  a  giant 
game  of  Life  played  on  an  equally  giant 
computer  wouldn't  create  its  own  living, 
breathing  universe — in  Conway's  words, 
"genuinely  living,  evolving,  reproducing, 
squabbling-over-territory"  creatures.  Per- 
haps, Conway  and  his  acolytes  mused, 
we  are  merely  cells  on  God's  great  grid. 

Wolfram  first  heard  about  Life  around 
1973,  when  he  was  still  in  high  school. 
He  even  wrote  a  program  that  imple- 
mented it,  ignoring  the  metaphysical 


A  triangle  made  of  individual  black  and  white  tiles 
appears  on  the  monitor.  This  unprepossessing 
image  is  the  heart  of  Wolfram's  new  science. 
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WOLFRAM 


mumbo-jumbo,  but  found  Life  "neither 
very  interesting  nor  particularly  dyna- 
mic." Still,  the  idea  of  the  universe  being 
computational — a  notion  first  proposed 
by  H-bomb  coinventor  Stanislaw  Ulam 
in  the  1950s  and  picked  up  by  Conway 
with  Life  —  started  wheels  turning  in 
Wolfram's  brain. 

But  he  put  the  idea  aside  for  the 
moment.  Wolfram  had  enough  to  keep 
himself  busy.  By  the  time  he  landed  at 
Caltech  in  1978,  he  had  become  inter- 
ested in  one  of  the  supreme  problems  of 
astrophysics:  How  are  complex  struc- 
tures like  galaxies  formed?  Like  many 
scientists  before  him,  Wolfram  was  find- 
ing that  the  biggest  obstacle  to  an  answer 
was  mathematics  itself. 

This  was,  and  remains,  a  minority 
view — in  some  camps  even  heresy. 
Mathematics,  after  all,  is  one  of  the 
supreme  achievements  of  the  human 


mind.  It  is  the  defining  tool  of  civiliza- 
tion, the  dynamo  of  the  scientific  revo- 
lution, the  very  heart  of  modern  life. 
Mathematics  has  conquered  nearly 
everything  it  has  encountered  for  the 
past  2,300  years,  since  Euclid  first 
decreed  the  postulates  of  geometry. 

But  for  all  of  its  power,  mathematics, 
even  armed  with  the  power  of  calculus, 
has  failed  to  fully  answer  the  problem  of 
complexity.  The  universe  is  far  messier 
and  more  unpredictable  than  any  equa- 
tion can  capture.  Mathematics,  as  the 
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language  of  physics,  enables  science  to 
describe  the  movement  of  bodies  in 
space,  but  what  it  cannot  do  is' describe 
the  full  complexity  of  those  bodies  in 
anything  but  equations  as  complex  as  the 
subject  itself.  No  equation  can  capture 
the  essence  of  a  fly,  much  less  explain 
how  the  whole  universe  was  created 
from  a  point  of  singularity. 

In  pondering  this  problem  during 
1980  and  1981,  Wolfram  began  to  pull 
together  different  threads  of  his  life's 
work — neural  networks  that  model  how 
the  brain  might  function,  the  Ising  model 
from  statistical  physics,  the  Life  game — 
to  ask  the  question:  What  if  the  universe 
itself  is  a  kind  of  computer?  And  what  if 
that  computer  operates  from  a  simple 
beginning  and  a  dozen  basic  rules? 

Wolfram  later  recalled  this  break- 
through when  he  told  author  Ed  Regis 
in  1987,  "It  was  sort  of  amusing.  I  was 
thinking  about  these  models  of  mine  for 
a  month  or  so,  and  then  I  happened  to 
have  dinner  with  some  people  from  MIT, 
from  the  Lab  for  Computer  Science,  and 
I  was  telling  everybody  about  them ...  and 
somebody  said,  'Oh  yeah,  those  things 
have  been  studied  a  bit  in  computer  sci- 
ence; they're  called  cellular  automata.' " 

Wolfram  rushed  out  and  dug  up  every 
paper  on  the  subject  he  could  find.  He 
was  stunned.  "They  were  so  boring! 
They  were  a  sad  illustration  of  a  sad  fact 
about  science,  which  is  that  if  someone 
comes  up  with  an  original  idea,  then 
there  will  be  50  papers  following  up  on 


the  most  boring  possible  application  of 
the  idea,  trying  to  improve  on  little 
pieces  of  details  that  are  completely  irrel- 
evant." So  Wolfram  went  back  to  the 
source:  von  Neumann's  own  papers  on 
his  discovery  of  cellular  automata.  To  his 
dismay,  Wolfram  discovered  these  found- 
ing documents  were  boring  as  well.  The 
great  mathematician  had  apparently  come 
up  with  a  "thoroughly  arcane  and  com- 
plicated" proof  that  solved  the  problem 
to  his  satisfaction,  and  then  moved  on. 
So  Wolfram  took  up  the  challenge  with 


his  characteristic  combination  of  brill 
ance,  single-mindedness,  arrogance,  an 
entrepreneurship.  Soon  he  was  at  an  info 
mal  conference  on  the  physics  of  compi 
tation.  It  took  place  in  January  1982  d 
a  small  Caribbean  island  privately  owne 
by  computer  scientist/physicist  Ed  Free 
kin,  then  an  MIT  faculty  member.  Fredki 
had  grown  rich  enough  to  buy  an  islan 
by  founding  his  own  computer  graphic 
company  and  taking  it  public — a  lessci 
not  lost  on  the  22-year-old  Wolfram. 

Gregory  Chaitin,  now  a  researcher  ; 
IBM's  Thomas  J.  Watson  Research  Cer 
ter,  first  met  Wolfram  at  the  conferena 
He  remembers  seeing  him  walking  alon 
the  beach,  wearing  a  suit  and  lost  i 
thought.  "He  looked  like  a  student  ju: 
arrived  from  Oxford,"  he  says. 

What  was  on  Wolfram's  mind  wa 
something  he'd  seen  at  the  conference: 
computer  programmed  to  become  a  eel 
lular  automata  machine.  The  Life  gam 
was  on  that  machine,  as  was  ever 
other  recent  attempt  to  generate  twej 
dimensional  automata.  Wolfram  could  s 
at  the  keyboard  and  put  in  various  cor 
ditions,  and  the  cells  would  grow  acros 
the  screen.  "I  find  it  really  remarkabl 
that  such  simple  things  can  make  sue 
complicated  patterns,"  he  told  Computin 
magazine.  The  experience  would  set  th 
trajectory  of  his  life  for  the  next  18  year; 

Wolfram  went  home  with  his  head  fu 
of  ideas.  He  knew  not  only  the  limits  c 
the  research  to  date  into  cellular  autc 
mata  but  also  where  to  take  it  next.  H 
began  publishing  a  flood  of  inventiv 
papers  on  the  subject,  igniting  new  intei 
est  among  mathematicians  in  cellula 
automata.  At  the  end  of  1982,  after  a  fem 
with  Caltech  over  the  commercial  poten 
tial  of  his  work,  Wolfram  packed  u] 
and  moved  to  the  Institute  for  Advancei 
Study  at  Princeton.  Soon  after,  he  had 
suite  of  rooms  for  himself  and  his  team  o 
four  scientists  and  a  host  of  powerfu 
computers.  Day  and  night,  Wolfran 
played  with  cellular  automata.  Scandaliz 
ing  the  institute,  he  even  went  into  busi 
ness  selling  the  most  interesting  of  th 
printouts  of  cell  patterns  as  postcards. 

At  the  center  of  Wolfram's  researcl 
was  a  quest  for  a  new  level  of  simplicity 
beyond  even  that  of  the  Life  game — ; 
simplicity  that,  in  a  strange  irony,  couli 
produce  infinite  amounts  of  complexit) 
To  do  this,  he  moved  beyond  the  two 
dimensional  grid  of  things  like  Life  to  tb 


But  for  all  of  its  power,  mathematics,  even  armed 
with  the  power  of  calculus,  has  failed  to  fully 
answer  the  problem  of  complexity. 
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one-dimensional  world  of  the  line.  In  the 
process,  he  moved  from  the  limited  num- 
ber of  fixed  rules  for  two-dimensional 
cellular  automata  found  in  Life  to  an 
almost  unlimited  number  of  potential 
rules.  If  Life  could  theoretically  create 
a  universe,  albeit  a  primitive  one,  one- 
dimensional  cellular  automata  might 
create  our  universe — if  the  patterns  could 
be  shown  to  exhibit  enough  complexity. 
Wolfram's  genius  was  not  only  in  mak- 
ing this  intellectual  leap,  from  two  dimen- 
sions to  one,  but  also  in  knowing  where 
to  look  for  the  answers.  Why  one  dimen- 
sion? Because,  like  the  universe  itself  in 
the  beginning,  it  is  cellular  automata  in 
their  most  elemental  form.  If  Wolfram 
could  find  complexity  in  one-dimensional 
cellular  automata,  the  simplest  construc- 
tion imaginable,  he  knew  he  could  find 
it  anywhere. 

For  years  Wolfram  worked  through 
the  night  to  determine  the  unfolding  of 
hundreds  of  thousands  of  possible  rules, 
typically  going  to  bed  around  5  a.m. 
and  getting  up  in  time  for  lunch. 

Most  of  the  rules  quickly  devolved 
into  predictable,  endless  patterns.  A  few 
exhibited  anomalies — zigzags  that  resem- 
bled cracks  in  cement,  lines  that  looked 
like  one  of  the  air  shafts  in  the  Great 


running  computer  models  and  squinting 
into  the  monitor,  failing  to  ever  divine  a 
revealing  pattern. 

But  then  one  night  in  May  1984,  an 
epiphany:  Wolfram  realized  his  mistake. 
He  had  entered  into  this  project  with  a 
predetermined  idea  of  how  nature 
worked,  assuming  that  natural  systems 
begin  with  randomness  and  move  toward 
order.  That  assumption  had  colored 
everything  he  did  thereafter.  Looking 
only  for  emerging  order,  he  had  tossed 


The  more  Wolfram  studied  Rule  3( 
the  more  incredible  it  became.  For  exam 
pie,  though  the  black-and-white  triangh 
the  product  of  2  million  calculation! 
seemed  to  exhibit  a  certain  symmetry, 
was,  in  fact,  chaotic.  In  particular,  follow 
ing  the  single  line  of  black  and  white  tile 
that  ran  vertically  from  the  peak  of  th 
pyramid,  Wolfram  found  perfect  chaos- 
i.e.,  a  pure  random  number  generato 
He  showed  it  to  his  old  Caltech  physic 
mentor,  the  late  Nobel  laureate  Richar 


If  Life  could  theoretically  create  a  universe, 
albeit  a  primitive  one,  one-dimensional  cellular 
automata  might  create  our  universe. 


PORTRAIT  OF  THE  GENIUS  AS  A  YOUNG  MAN  In  1979  Wolfram,  after 
just  one  year,  earned  a  Ph.D.  in  theoretical  physics  at  Caltech. 


Pyramid,  even  patterns  that  looked  like 
gathered  lace  curtains — but  ultimately 
all  were  too  simple  to  capture  the  com- 
plexity of  nature. 

He  began  to  fear  that  he  had  been 
lured  into  one  of  science's  many  dead 
ends.  He  could  foresee  working  late  into 
the  night  for  a  lifetime,  painstakingly 


aside  every  rule  that  hadn't  exhibited 
those  characteristics. 

But,  he  now  asked  himself,  what  if 
you  turned  the  whole  idea  upside  down? 
What  if  you  began  with  ordered  condi- 
tions and  looked  at  which  rules  spun  out 
greater  complexity?  Through  a  long 
night,  Wolfram  tore  through  all  his  past 
work,  papers  flying,  looking  for  exam- 
ples that  would  prove  his  new  model. 

Finally,  close  to  dawn,  he 
found  it:  Rule  30,  a  pattern 
that  grew  more  intricate  and 
unpredictable  with  each  step. 
It  was  stuffed  with  what 
mathematicians  call  "emer- 
gent effects":  events  that  can- 
not be  predicted  in  advance. 
From  the  simplest  of  parts, 
Wolfram  had  created  infinite 
complexity.  The  aha!  moment 
had  arrived.  "The  Rule  30 
automaton  is  the  most  sur- 
prising thing  I've  ever  seen  in 
science,"  Wolfram  told  Lon- 
don's Daily  Telegraph.  "  'Even 
though  it  starts  off  from  just 
one  black  cell,  applying  the 
same  simple  rule  over  and  over 
again  makes  Rule  30  produce 
[an]  amazingly  complex  pattern. 

"It  took  me  several  years  to  absorb 
how  important  this  was.  But  in  the  end, 
I  realized  that  this  one  picture  contains 
the  clue  to  what's  perhaps  the  most 
long-standing  mystery  in  all  of  science: 
where  in  the  end,  the  complexity  of  the 
natural  world  comes  from." 


Feynman.  Feynman  was  convinced  thei 
had  to  be  some  regularity  in  Rule  3C 
He  took  off  for  Hawaii  on  vacatio 
and,  for  fun,  spent  the  time  there  ber 
on  proving  Wolfram  wrong.  When  h 
returned,  he  admitted  he'd  failed  to  fin 
any  sign  of  order. 

On  fire,  Wolfram  redoubled  hi 
research.  For  the  next  few  years,  he  stuc 
ied  the  results  of  one  rule  after  anothe 
with  each  new  generation  of  compute 
speeding  up  the  process.  He  found  otht 
dazzling,  open-ended  rules  that  seemed  t 
create  infinite  complexity.  During  th 
period,  Wolfram  published  a  series  c 
papers — from  "Cellular  Automata  £ 
Simple  Self-Organizing  Systems"  in  198 
to  "Cellular  Automaton  Supercorr 
puting"  in  1988 — that  became  instar 
classics.  Wolfram  was  the  toast  of  the  sc 
entific  world.  He  was  a  superstar  at  cor 
ferences.  Scientific  American  publishe 
his  writing.  Nature  ran  his  cellular  autc 
mata  pictures  on  its  cover.  Omni  calle 
him  "the  new  Einstein." 

But  even  as  Wolfram's  fame  grew,  h 
work  was  already  going  sideways.  Whe 
he  found  Rule  30,  Wolfram  was  cor 
viriced  that  all  he  had  to  do  was  unveil 
and  its  potential  would  be  recognized  i 
all  its  glory.  At  that  point,  thousands  c 
mathematicians  and  scientists,  arme 
with  Wolfram's  sacred  texts,  would  rac 
and  revolutionize  science. 

It  didn't  work  out  that  way.  Th 
world  took  his  ideas  and  ran  off  in  a  di 
ferent  direction,  especially  toward  fielc 
like  Chaos  Theory.  To  Wolfram,  this  wz 
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not  only  pop  science  but  also  a  narrow- 
ing of  perspective,  when  cellular  automata 
had  the  potential  to  be  fundamental  and 
all-inclusive.  "Most  people  used  them 
only  to  reinforce  [rather  than  destroy] 
their  own  disciplines.  They  got  the 
technical  stuff  but  missed  the  deep  con- 
cepts. It  was  frustrating  for  me,"  he  says 
with  bitterness. 

To  set  the  cellular  automata  train 
back  on  track.  Wolfram  wrote  a  mani- 
festo, established  a  technical  publication 


called  the  Complex  Systems  Journal, 
founded  an  institute  at  the  University  of 
Illinois,  and  influenced  a  think  tank  at 
the  Santa  Fe  Institute — all  for  naught.  "I 
was  basically  reduced  to  a  theory  in  the 
cellular  automata  textbook,"  he  says. 
"Looking  back,  I  was  naive.  So  I  opted 
out.  Soon  I  became  a  sort  of  Old  Guard. 
And  after  that,  I  was  forgotten." 

Wolfram,  as  usual,  didn't  help  his 
case  by  being  arrogant  and  pushy.  He 
"stepped  on  a  lot  of  toes,"  says  Norman 
Packard,  former  director  of  the  Center 
for  Complex  Systems  Research  that 
Wolfram  founded  in  Illinois.  "The  politi- 
cal game  of  the  university  is  a  complex 
one  and  is  not  always  amenable  to  the 
brash,  demanding  whiz  kid  interloper." 

Walking  away  wasn't  hard  at  all.  In 
the  course  of  his  work  with  cellular  auto- 
mata, Wolfram  had  grown  frustrated  with 
the  inability  of  existing  software  to  deal 
with  abstract  mathematics.  It  could  per- 
form prodigious  feats  of  arithmetic  but 
was  cumbersome  at  integrating  program- 
ming, graphics,  formulas,  and  numerical 
calculations. 

So,  in  his  typical  manner.  Wolfram  sat 


down  and  wrote  a  new  software  program 
to  do  the  job.  In  1986,  frustrated  with  re- 
search and  academia,  his  entrepreneurial 
juices  flowing,  Wolfram  decided  to  turn 
his  program  into  a  marketable  product. 

It  took  two  years  to  complete,  but  the 
program,  called  Mathematica,  proved 
to  be  the  most  popular  scientific  soft- 
ware ever  made.  Wolfram  won't  release 
exact  figures  but  estimates  that  Mathe- 
matica's  numerous  versions  (the  latest  is 
4.0),  have  more  than  2  million  users  in 
90  countries.  Mathematica 
has  been  used  for  everything 
from  designing  the  flow  rate 
of  shampoo  to  calculating 
the  Nielsen  TV  ratings  to 
designing  the  cycling  arena  at 
the  Atlanta  Olympics. 

Mathematica  also  turned 
Wolfram  Research,  which 
Wolfram  funded  with  the  last 
of  his  MacArthur  money,  into 
a  privately  held  company  with 
300  employees  and  $50  mil- 
lion in  estimated  annual  rev- 
enues, in  the  process  making 
him  a  very  wealthy  man.  In  his 
new  persona,  Wolfram  was 
still  mobbed  and  cheered  but 
now  by  teachers  at  Mathe- 
matica conferences.  In  business  maga- 
zine profiles  and  newspaper  reports,  he 
appeared  a  contented  businessman  run- 
ning a  prosperous  midsize  company  in 
Champaign,  Illinois. 


puters  to  crunch  millions  of  cellular  auto-i 
mata  calculations.  And  it's  been  that  waw 
for  nine  years. 

AN  EMERGING  UNIVERSE 

Back  in  Wolfram's  office,  Rule  107  con-J 
tinues  to  unfold  before  us  as  the  com-j 
puter  knits  a  great  skein  of  black  and 
white  on  the  screen.  This  rule  produces  a 
series  of  parallel  lines  traversed  by  a 
staircase-like  design — a  wild  crazy  quilt 
like  Rule  30.  In  Wolfram's  words,  it  is] 
merely  "interesting."  He  points  out  sevJ 
eral  diagonal  slashes  on  the  screen.  "Let's 
see  what  those  stripey  bits  do." 

Soon  Wolfram  has  forgotten  me  as  he] 
types  away  at  the  keyboard,  glancing  ud 
over  his  glasses  at  the  screen.  "HmmmJ 
Not  clear.  Not  clear,"  he  mutters,  hid 
British  accent  growing  deeper  with  his 
concentration. 

Having  read  some  of  the  early  chapters 
of  his  manuscript  on  the  subject,  A  New 
Kind  of  Science,  I  understand  the  basics  oi 
what  Wolfram  has  found.  I  also  know 
that  Wolfram  long  ago  learned  enough 
about  these  rules  to  prove  his  case  about 
the  potential  role  of  cellular  automata  as 
a  universal  computer  capable  of  producing 
patterns  for  everything  from  quasars  to 
bumblebees,  hurricanes,  stock  markets, 
and  rose  petals.  So  why  hasn't  he  pub- 
lished? Why  has  A  New  Kind  of  Science 
swelled  from  the  300  pages  he  would  need 
to  make  that  case  to  about  four  times  that 
size?  Most  of  all,  why  hasn't  Stephen 


Why  hasn't  he  published?  Why  has  A  Hew  Kind  of\ 
Science  swelled  from  the  300  pages  Wolfram 
needs  to  make  his  case  to  four  times  that  size? 


But  he  was  also  a  man  with  a  secret. 
Despite  his  bitterness  at  how  his  theory 
was  being  perverted,  despite  seeming  to 
have  walked  away  from  cellular  auto- 
mata research  forever,  Wolfram  could  not 
leave  it  behind.  It  called  to  him  because 
he  felt  he'd  left  something  undiscov- 
ered—  and  before  long,  Wolfram  was 
working  later  and  later  at  night  explor- 
ing his  new  ideas  in  the  field,  arming 
himself  with  the  latest  computers  and 
servers  to  speed  up  his  quest.  Soon  Wolf- 
ram Research  became  the  company 
Wolfram  ran  while  waiting  for  his  corn- 


Wolfram  come  down  from  the  attic? 

One  answer  comes  from  an  old  friend, 
IBM  research  scientist  Chaitin,  who  is 
part  of  a  small  circle  of  people  with 
whom  Wolfram  has  shared  his  work  over 
the  past  20  years  or  so.  Says  Chaitin, 
"Stephen  is  an  exceptional  man,  and  to 
his  credit  he's  trying  to  do  something  rev- 
olutionary. He's  trying  to  uncover  th< 
building  blocks  with  which  God  decided 
to  build  the  universe.  But,"  he  quickly 
adds,  "such  an  ambition  creates  not  onel 
goai  but  two:  one  mathematical  and  the 
other  scientific. 
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"In  the  end,  mathematicians  will  judge 
this  work  on  its  intellectual  merits.  The 
question  for  us  will  be:  Is  his  model  inter- 
esting and  does  it  play  together  in  a  com- 
pelling way?  But  that  doesn't  answer  the 
second  question,  which  is:  Did  God,  or 
nature,  actually  decide  to  use  this  model? 
That's  another  matter  entirely.  The  physi- 
cists are  likely  to  say,  'Interesting,  but  is 
the  world  really  built  that  way?' 

"That's  why  the  book  is  so  long.  He's 
looking  for  evidence  in  nature.  I  think  he 
keeps  hoping  to  make  a  few  final  break- 
throughs before  publishing." 

It  is  in  search  of  that  evidence  that 
Wolfram  is  revisiting  Rule  107  tonight, 
and  why  he  has  revisited  other  rules  in 
each  of  the  past  thousand  nights.  Is  there 
something  else  there  he  can  see?  Some 
connection  to  the  natural  world?  He's 
uncovered  at  least  a  dozen  rules  that  pro- 
duce randomness.  One  rule,  whose  num- 
ber he  refuses  to  disclose,  is  a  "universal 
computer,"  apparently  capable  of  creat- 
ing the  complexity  found  in  the  universe, 
not  to  mention  possibly  revolutionizing 
the  way  computers  are  built. 

It  sounds  clever,  but  is  it  right?  After 
all,  it's  a  long  way  from  something  that 
looks  like  a  crack  in  a  sidewalk  to  the 
hundreds  of  billions  of  stars  and  all  their 
accompanying  planets,  and  every  mole- 


cule on  every  one  of  them,  in  the  Milky 
Way.  "Is  there  any  other  evidence,"  I  ask, 
"that  this  process  takes  place  in  the  real 
world?"  Wolfram  makes  a  small  smile. 
He  takes  me  over  to  a  bank  of  printers 
and  terminals  and  pulls  out  a  large  sheet 
of  paper.  On  it  are  the  results  of  a  rule 
that  creates  great  triangles  within  trian- 
gles. "Now,"  he  says,  "look  at  this."  He 
pulls  open  a  drawer,  takes  out  one  of 
those  odd  seashells,  and  hands  it  to  me. 

A  chill  runs  down  my  back.  On  the 
cold,  shiny  surface  of  the  conical  shell,  in 
light  brown,  is  etched  the  exact  same 
pattern  as  in  the  printout.  "It's  called  a 
Textile  Cone  Shell,"  whispers  Wolfram. 
"Extremely  poisonous.  It  mostly  lives 
deep  in  the  mud,  so  there  may  be  no 
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adaptive  reason  for  it  to  have  developed 
this  pattern." 

For  Wolfram,  this  is  his  equivalent  of 
Darwin's  finch,  Mendel's  sweet  pea  — 
that  shocking  piece  of  evidence  from  the 
natural  world  that  makes  a  radical,  all- 
encompassing  theory  seem  intuitively 
true.  Rule  30  set  Wolfram  on  his  search; 
the  Textile  Cone  Shell  told  him  he  was 
on  the  right  path. 

But  the  Textile  Cone  Shell,  even  Rule 
30  and  the  rest,  aren't  enough.  Not  for 
Wolfram.  Not  now.  He  tried  once  before 
to  show  the  world  how  important  cellu- 
lar automata  could  be — only  to  see  the 
whole  field  race  off  on  an  unworthy  tan- 
gent. This  time,  Wolfram  won't  allow 


science  to  hide.  Never  again  will  scien- 
tists be  able  to  look  at  cellular  automata 
through  the  biases  of  their  own  disci- 
plines—  he  will  force  them  to  look  at 
their  fields  through  the  lens  of  cellular 
automata. 

And  they  won't  like  what  they  see. 
For  at  least  four  years  now,  Wolfram  has 
been  challenging  the  mathematical  center 
of  each  of  the  major  scientific  disciplines 
in  turn:  biology,  chemistry,  physics,  phi- 
losophy, evolution,  fluid  dynamics,  cos- 
mology, human  cognition,  music  theory, 
the  material  sciences — the  list  grows  by 
the  night.  He  even  takes  on  mathematics 
itself.  There  is  practically  no  corner  of 
the  scientific  world  that,  in  Wolfram's 
mind,  can't  be  revolutionized  by  his 


model.  And  so  chapter  after  chapter  a 
the  new  book  sets  down  new  paths — d 
more  accurately,  throws  down  gaunll 
lets — challenging  scientists  in  those  field 
to  rewrite  their  disciplines  according  n 
Wolfram's  new  rules. 

In  case  the  world  still  chooses  not  t< 
listen,  Wolfram  also  tosses  in  one  morl 
bomb  to  make  sure  he  isn't  ignored:  HI 
demolishes  some  of  the  foundationa 
theories  in  many  of  the  fields.  This  last 
he  says,  wasn't  planned  but  occurre* 
because,  "I  was  surprised  to  find  errors  a 
the  heart  of  many  of  these  disciplines." 

Take  seashells.  One  of  the  mos 
esteemed  documents  of  modern  paleon 
tology  is  Stephen  Jay  Gould's  doctora 
thesis  on  shells.  According  to  Gould,  thi 
fact  that  there  are  thousands  of  potentia 
shell  shapes  in  the  world,  but  only  a  hal 
dozen  actual  shell  forms,  is  evidence  a 
natural  selection.  Not  so,  says  Wolfram 
He's  discovered  a  mathematical  erroi 
in  Gould's  argument,  and  that,  in  fact 
there  are  only  six  possible  shell  shapeg 
and  all  of  them  exist  in  the  world. 

In  other  words,  you  don't  need  natura 
selection  to  pare  down  evolution  to  a  fe\( 
robust  forms.  Rather,  organisms  evolvj 
outward  to  fill  all  the  possible  forms  avail 
able  to  them  by  the  rules  of  cellula 
automata.  Complexity  is  destiny  —  an^ 
Darwin  becomes  a  footnote.  "I've  comj 
to  believe,"  says  Wolfram,  "that  natura 
selection  is  not  all  that  important." 

The  more  sciences  he  probes,  the  mon 
Wolfram  senses  a  deeper  pattern  —  at 
underlying  force  that  defines  not  only  thi 
cosmos  but  living  things  as  well:  "Biolo 
gists,"  he  says,  "have  never  been  able  t« 
really  explain  how  things  get  made,  hov 
they  develop,  and  where  complicatet 
forms  come  from.  This  is  my  answer."  H 
points  at  the  shell,  "This  mollusk  is  esseni 
tially  running  a  biological  software  pro| 
gram.  That  program  appears  to  be  veri 
complex.  But  once  you  understand  in 
it's  actually  very  simple." 

Wolfram  won't  describe  all  of  hii 
discoveries,  but  he  does  toss  out  a  few 
extraordinary  examples: 

•  A  challenge  to  natural  selection  as  thi 
defining  force  in  evolution 

•  Why  time  goes  only  one  way 

•  How  to  grow  artificial  organisms 

•  An  explanation  of  stock  market  behavioi 

•  How  complex  systems,  from  thunder 
storms  to  galaxies,  exhibit  intelligence 

•  New  ways  to  design  and  build  integratec 


A  chill  runs  down  my  back.  On  the  cold,  shiny 
surface  of  the  conical  shell,  in  light  brown,  is 
etched  the  exact  same  pattern  as  in  the  printout. 
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circuits  and  computers  at  the  atomic  level 
•  Why  leaves,  trees,  seashells,  snowflakes 
(and  almost  everything  else)  take  the 
shapes  they  do 

Wolfram  confidently  predicts,  "Within 
50  years,  more  pieces  of  technology  will 
be  created  on  the  basis  of  my  science  than 
on  the  basis  of  traditional  science.  People 
will  learn  about  cellular  automata  before 
they  learn  about  algebra." 

This  list  alone  should  give  the  scien- 
tific (and  business,  religious,  and  poli- 
tical) world  pause.  If  Wolfram  is  right,  a 
decade  from  now  investors  may  be  devel- 
oping models  that  truly  capture  the 
unpredictability  of  Wall  Street;  urban 
planners  may  be  devising  blueprints  that 
account  for  the  complexity  of  human 
behavior;  biologists  may  be  modeling 
forms  of  life  that  have  never  lived  before; 
we  may  know  an  end  to  traffic  gridlock; 
even  reliably  predict  the  weather.  Every- 
thing from  cars  to  cartoons,  from  farms 
to  pharmaceuticals,  may  reflect  the  rich- 
ness of  the  natural  world  as  seen  through 
Wolfram's  cellular  automata. 

There  is  one  implication  of  Wolfram's 
work  that  he  chooses  to  dismiss,  but  oth- 
ers may  not.  Is  it  a  coincidence  that  the 
designers  of  the  Life  game  began  to  talk 
of  God  when  they  saw  the  implications 
of  their  creation?  Wolfram  says  "there's 
no  place  for  God"  in  his  new  science.  But 
what  about  just  outside?  What  will  the- 
ologians say  when  they  see  a  theory  that 
proposes  that  the  entire  universe — with 


but  not  enough  "to  spoil 
everybody's  fun."  Still,  he  pre- 
dicts, "People  in  specialties 
will  be  convinced  I  missed 
the  point."  That's  why,  he 
says,  he's  included  in  the  I 
book  "a  complete  history  of 
their  field" — as  if  that's  going 
to  do  anything  but  infuriate 
them  more. 

For  all  of  his  scientific  bril- 
liance and  real-world  success, 
there  is  something  shockingly 
naive  about  Wolfram.  He 
honestly  thinks  that  he  can 
attack  the  foundation  of  the 
modern  world,  the  life's  work 
of  millions  of  scientists,  and 
the  heart  and  soul  of  acade- 
mia  —  and  not  suffer  more 
than  a  brief,  grumpy  backlash  before  he 
is  lauded  as  the  new  King  of  Science.  He 
also  is  convinced  that  his  New  Science  is 
so  simple  and  so  self-evident  that  he  will 
be  invited  on  talk  radio  shows  all  around 
the  country — no  doubt  explaining  the 
nuances  of  cellular  automata  to  Howard 
Stern  and  his  fans. 

Gregory  Chaitin  groans  when  he 
hears  this.  "Academic  politics  and  scien- 
tific politics  are  as  hardball  as  anything 
in  Washington.  When  someone  goes  off 
in  a  different  direction  like  this,  people 
get  upset.  It's  the  same  in  every  field.  It's 
only  after  they  are  good  and  dead  that 
we  declare  them  geniuses."  But  when  I 


"Within  50  years,  more  pieces  of  technology  will 
be  created  on  the  basis  of  my  science  than  on  the 
basis  of  traditional  science/'  Wolfram  predicts. 


its  perplexing  combination  of  good  and 
evil,  order  and  chaos,  light  and  dark — 
could  have  been  started  by  a  First  Mover 
using  a  dozen  rules? 

NOTHING  TO  CHANCE 

Undermining  Darwin,  humiliating  one  of 
the  most  popular  science  authors  alive  in 
Gould,  relegating  mathematics  to  the 
bargain  counter  —  Wolfram  knows  the 
scientific  community  may  savage  him. 
He  has,  he  says,  intentionally  tackled 
each  scientific  discipline  only  enough 
to  pique  the  interest  of  its  members 


ask  if  running  a  software  company,  all 
the  while  secretly  working  at  night  on  a 
magnum  opus  no  one  will  see  until  its 
completion,  is  a  good  strategy,  Chaitin 
pauses,  then  says  solemnly,  "I  don't 
know  whether  he's  doing  the  best  job 
being  Stephen  Wolfram  or  not." 

Noted  science  writer  Timothy  Ferris 
has  his  own  concern:  whether  Wolfram 
will  get  a  fair  hearing  at  all.  "Academic 
intellectuals,"  he  says,  "tend  to  underesti- 
mate the  intelligence  and  creativity  of  their 
peers  in  the  corporate  sector,  who  they  too 
often  assume  to  be  sellouts  simply  because 


they  make  more  money."  Did  Wolfram,  in 
buying  his  freedom  by  becoming  a  corpo* 
rate  CEO,  sell  his  credibility? 

But  then,  I  tell  myself  as  I  sit  beside 
him,  maybe  Wolfram  knows  exactly  whatj 
he's  doing.  The  drumbeat  is  already  grow-i 
ing  in  the  technical  community.  Acrossj 
the  Web,  from  search  results  found  on| 
Google.com  to  Deja.com  newsgroups* 
you  can  follow  strands  with  titles  like| 
"Searching  for  Stephen  Wolfram."  Oni 
Amazon.com,  despite  the  fact  that  it  is| 
already  past  Wolfram's  announced  pub- 
lication date,  A  New  Kind  of  Science 
recently  was  getting  enough  preordersi 
to  bounce  it  to  the  middle  of  the  sales 
list  —  surely  a  record  for  an  unpub- 
lished book  of  arcane  theory  by  a  noc- 
turnal physicist. 

In  the  end,  after  all  of  Wolfram's  pro- 
nouncements and  all  of  the  scientific 
world's  anticipation,  the  proof  will  be  in 
the  work  itself.  And  that  work  lies  on  the 
desk  in  front  of  me:  the  mountainous 
1,200-page  manuscript  of  A  New  Kind  of 
Science,  including  300  pages  of  endnotes 
and  hundreds  of  spectacular  illustrations. 
Every  word  was  not  only  written  but  also 
edited  by  Wolfram.  Every  chart  and  graph 
and  image  is  his  creation.  So  are  the  end- 
notes, even  the  index.  He  is  going  to  pub- 
lish the  book  himself  because  no  publisher 
is  willing  to  produce  a  book  of  this  size, 
with  such  intricate  graphics,  to  Wolfram's 
exacting  standards  of  quality,  at  a  price 
of  $39.95,  which  is  affordable  to  a  mass 
audience.  It  will  be  the  most  ambitious 
vanity  book  since,  well,  Copernicus'  On 
the  Revolutions — a  fact  he  knows  well. 
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That's  why  A  New  Kind  of  Science  is 
four  years  overdue. 

Terry  Sejnowski,  a  computational 
neuroscientist  at  the  Salk  Institute  for  Bio- 
logical Studies  in  La  Jolla,  California,  is 
another  of  Wolfram's  friends  who  has 
been  given  a  peek  at  the  new  book.  He 
defends  Wolfram's  delay.  "Steve  Wolfram 
is  the  smartest  scientist  on  the  planet,  and 
if  anyone  is  capable  of  creating  a  new  sci- 
ence, he  is  the  one."  Remember,  he  adds, 
"Newton  also  isolated  himself  for  decades 
before  he  published  the  Principia." 

But  Chaitin  isn't  sure.  He  sighs  and 
says,  "I  keep  telling  him,  'Stephen,  this 
is  a  lifetime  activity.  Put  the  book  out 
low,  then  publish  additional  books.  I 
till  want  to  be  alive  when  this  thing 
blished.' " 


Wolfram  assures  me  that  the  book 
will  be  published  sometime  in  2001.  But 
as  I  watch  him  still  tinkering  with  each 
detail  of  Rule  107,  I  wonder  if  that  date 
is  any  more  reliable  than  all  the  ones  that 
came  before  it. 

INTO  OUTER  DARK 

It's  2  a.m.  and  Wolfram  is  just  warming 
up.  As  he  talks  to  me  about  his  marketing 
plans,  I  realize  he's  running  a  model  in  his 
head  about  how  the  book  will  be  received 
and  what  the  reaction  will  be,  and  the 
reaction  to  that  reaction.  Like  a  chess 
master,  he's  thinking  five  moves  ahead. 

"Some  people  will  try  to  ignore  it,  but 
they  won't  be  able  to.  They'll  say,  'Isn't  it 
interesting  how  far  he  can  get  with  such 
simple  ideas?'  Others,  I  think,  young  sci- 


entists and  mathematicians,  and  oldi 
professionals  looking  for  something  ne 
in  their  careers,  will  take  my  ideas  arj 
run  with  them."  In  his  mind,  whole  tre' 
of  knowledge  will  blossom  from  indivi< 
ual  pages  in  the  book.  But,  like  con 
plexity  theory,  after  a  decade,  the  ne 
science  will  become  "encrusted"  wil 
misdirected  efforts,  faulty  ideas,  and  spe 
ulation.  Then  a  new  generation  will  str 
away  this  encrustation  and  return  to  tk 
simple  building  blocks. 

And  where  will  they  find  them?  | 
his  book,  of  course.  "My  guess  is  thi 
my  examples  and  pictures  will  survn 
for  a  very  long  time,"  he  says.  Art 
that's  important  to  Wolfram  because,  ; 
much  as  he  wants  his  to  be  one  of  tho: 
great  books  on  the  shelf,  he  doesn 
want  it  to  share  their  fate  of  bein 
respectfully  unread.  There  are  no  glob, 
scientists  left  in  the  world.  The  last  1 
own  that  title  was  Albert  Einsteii 
Wolfram  confides  in  me  that  he  warn 
to  wear  that  crown. 

It's  now  3  a.m.  As  I  sit  listening  t 
Wolfram,  I  finally  understand  the  reasc 
for  this  late-night  meeting.  I  am  just  or 
tiny  detail,  a  tile  if  you  will,  among  tr 
thousands  of  pieces  that  Wolfram  is  pn 
paring  for  the  world.  I  am  to  be  Stephe 
Wolfram's  cellular  automata  —  as  ai 
you — operating  by  Wolfram's  rules,  sei 
out  into  the  world  to  create  ever  larg« 
waves  of  complexity  and  discord.  He 
about  to  be  the  world's  most  famoi 
thinker,  or  its  biggest  fool,  and  I  have  n 
way  of  knowing  which  one. 

The  irony — and  perhaps  the  tragedy- 
is  that  Wolfram  thinks  he  can  contro 
the  impact  of  his  work.  Yet  the  whoj 
point  of  his  New  Science  is  that  nothin 
can  be  controlled.  The  unexpected  alwa) 
lies  waiting  at  the  next  step,  ready  t 
destroy  the  best-laid  plans  of  even  th 
most  brilliant  men. 

There  is  nothing  more  to  say.  Wolfrac 
leads  me  down  the  stairs  to  the  iibrar 
where  a  tired  Ben  has  dutifully  remaine 
awake  studying  Linux  programming 
Wolfram  walks  us  to  the  front  door  am 
wishes  us  a  brisk  "Good  night." 

The  door  closes  behind  us.  There  is  n 
porch  light.  No  moonlight.  Young  Be 
and  I  are  left  to  stumble  down  the  dart 
ened  path  through  the  black  night,  a 
Wolfram  returns  to  his  brilliantly  lit  aerit 

"You  sure  you  know  the  way  home? 
I  ask  Ben. 


i  your  technology  isn't  working,  you're  not  in 
oi.  And  when  you're  not  in  control,  you  can't  execute 
sgy.  But  now  you  can  eliminate  the  distractions  and 
on  strategy.  The  power  of  Cognification  makes  it 
ble.  Stop  being  frustrated  and  start  taking  control. 


cog»ni»fy  /kog'-ni-tT/  v.  — ied.  1 .  To  transform  chaos  into  on 
2.  To  synchronize  technology  with  the  needs  of  the  business  or 
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Image  Communication 


flight  canceled, 
missed  deadline, 
he's  headed  down. 


flight  canceled,  checked  e-n| 
called  clients,  made  deadlin 
he's  moving  up. 


AT&T  DIGITAL  POCKETNET  SERVICE  FOR  BUSINESS 

Get  time-critical  information  when  you  need  it  with  AT&T  Digital  PocketNetSM  service  for  business. 
You'll  have  real-time  wireless  access  to  your  Lotus  Notes,  Microsoft®  Exchange  or  Novell 
Groupwise  —  for  e-mail,  contacts  and  schedule.  All  for  one  flat  monthly  fee.  Plus,  you  can  get  voice 
features  like  Caller  ID  and  a  message  waiting  indicator  Combine  AT&T  Digital  PocketNet  service 
with  an  AT&T  Digital  One  Rate®  plan  for  one  powerful  voice  and  data  package. 


www.att.com/pocketnet 
I  888  DATA-ATT  ext.  1 1 8 

PHONES  3Y  ERICSSON  ^ 


WIRELESS  FROM  AT&T. 

YOUR  WORLD.  CLOSE  AT  HAND 


AT&T 


F 


SUGG 


I  AT&T  Digital  PocketNet  service  is  available  in  over  3,000  cities  across  the  United  States.  Detailed  local  coverage  maps 
are  available  at  www.att.com/wireless/data/.  Subscription  to  AT&T  wireless  voice  service  is  required  and  is  sold  separately. 


See  applicable  Calling  Plan  Brochure  for  complete  information  about  a  voice  calling  plan.  A  Digital  multi-network  phone  compatible  with  AT&T 
Digital  PocketNet  service  is  required  AT&T  Digital  PocketNet  service  is  available  over  the  AT&T  wireless  data  network  and  in  markets  where  we  have 
intercarrier  agreements.  Service  outside  AT&T  Wireless  Services  area  is  provided  by  other  wireless  carriers.  Coverage  and  feature  availability  may  vary 
due  to  customer  equipment  and  other  factors.  Due  to  coverage  limitations,  information  may  not  be  accessible  at  all  times.  AT&T  Digital  PocketNet 
service  does  not  include  use  of  the  phone  for  data  transmission  when  the  phone  is  connected  to  a  computer  by  a  cable.  Certain  features  or  service 
applications  may  require  purchase  of  an  associated  service,  additional  software  or  network  connections.  Additional  terms  and  conditions  apply.  All 
marks  are  the  property  of  their  respective  owners.  ©2000  AT&T  Wireless  Services.  All  rights  reserved.  
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IVIAKEOVERS 


rURBO  BOOSTS 


)RBES  ASAP  GIVES  REAL  PEOPLE  IN  REAL  WORK  ENVIRONMENTS  THE  TOOLS  THEY  REALLY  NEED 


3 ells  and  whistles,  superior 
results,  crazy  fast.  That's  what 
the  ad  promises.  But  once  you 
open  your  newest  machine/ 
dget/device  and  put  it  to  work,  it  falls 
art  of  your  professional  needs.  Flashy, 
xy.  Cool.  Yeah,  but  so  what?  The  real 
estion  business  people  ask  of  their 
oduct  repertoire  is:  What  have  you 


ne  for  me  lately? 


THE  EXPERT 


PANELISTS 


The  tools  that  folks  need  to  be  more 
icient  and  productive  in  the  work- 
ice  cannot  be  summed  up  in  a  simple 
'ay  or  in  a  single  review.  Why?  Every- 
e  needs  different  stuff. 


Richard  Hart  is  co-host  and  a  pro- 
ducer for  CNBC's  television  series 
CNET  News.com.  He  also  created 
and  hosted  The  Next  Step,  the 
Discovery  Channel's  highly  rated 
technology  program,  and  has 
reported  on  technology  for  NBC  TV 
and  CBS  Radio. 


So  Forbes  ASAP  set  out  to  illustrate 
w  different  the  needs  are,  gathering  11 
ople  and  equipping  them  with  prod- 
ts  recommended  by  a  panel  of  experts, 
cay,  okay,  first  a  reality  check:  We  didn't 
irt  with  tech  buffoons  using  decade- 
i  machines.  Our  11  subjects  are  basi- 
ly  tech  savvy.  In  fact,  we  had  trouble 
Resting  improvements  in  some  cases, 
t  with  the  help  of  the  age-old  and 
:vitable  obsolescence  cycle,  we  man- 
sd  to  upgrade  each. 


Glenn  Gutierrez  is  a  San  Fran- 
cisco Bay  Area  dance  record  pro- 
ducer. When  he's  not  taking  apart 
his  computers,  he's  tweaking  his 
Web  site,  www.planethype.com,  or 
playing  Diablo  II. 


Tim  Bajarin,  president  of  tech 
consulting  firm  Creative  Strate- 
gies, has  penned  analyses  and 
columns  for  the  Wall  Street  Jour- 
nal, the  New  York  Times,  Computer 
Reseller  News,  ABCNEWS.com,  and 
Mobile  Computing  &  Communica- 
tions. He  frequently  appears  as  a 
technology  pundit  on  the  major  net- 
works and  public  television's  Com- 
puter Chronicles. 


Mike  Langberg  is  the  personal 
technology  editor  for  the  San  Jose 
Mercury  News.  His  weekly  column, 
"Tech  Test  Drive,"  reviews  new 
products  and  services  in  consumer 
electronics,  computing,  telecom- 
munications, and  the  Internet. 


No  one  required  a  complete  over- 


Leo  Laporte  is  the  host  and  man- 
aging editor  of  Call  for  Help  and 
The  Screen  Savers,  live  computer 
advice  television  shows  airing  daily 
on  TechTV.  His  nationwide  compu- 
ter advice  column,  "Ask  Leo,"  has 
given  him  a  reputation  as  being  the 
Ann  Landers  of  high  tech. 


:  to  a  club  deejay — are  the  focus.  The 
sducts,  on  the  other  hand,  are  only  as 
portant  as  the  needs  they  serve. 


SCOTT  LAJOIE 
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■    HB  orses  are  Vanessa  Matz's 
|    j^B  passion.  She  has  made  a 
Bcareer  of  training  and 
t        B  grooming  Western  perform- 
ance  horses  for  competition 
d  recreation. 

Technologically,  her  biggest  need  is  to 
ep  owners  abreast  of  their  horses'  prog- 
5S.  With  her  Sony  MVC-FD83  digital 
mera  and  a  Gateway  Performance  700 
sktop  computer  (with  a  Pentium  III  700 
;gahertz  [MHz]  processor)  loaded  with 
rid  Cinema  software,  Matz  is  able  to 
lOtograph  and  videotape  her  clients' 
irized  possessions"  as  they  go  through 
sir  paces  and  then  send  a  version  to  the 


owner.  The  files  are  cherished.  "It  may  be 
up  to  six  months  before  they  see  their 
horses  again,"  she  says. 

Matz,  29,  also  uses  the  digital  cam- 
era to  take  shots  of  horses  for  sale.  She 
downloads  footage  into  her  computer 
through  an  ATI  video  capture  card  and 
edits  it  with  the  Avid  software,  adding 
text,  music,  and  voice-overs.  In  addi- 
tion, she  uses  the  desktop  to  email  bills 
to  clients.  Because  of  the  huge  space 
requirements  of  the  software  and  asso- 
ciated files,  she  prefers  a  powerful  desk- 
top over  a  laptop. 

Matz  recently  redesigned  her  Web 
site  (www.drycreekranchaz.com)  with  a 


UMAX  Astra  610P  scanner  to  input 
older  photos  that  are  not  already  on  a 
floppy  disk.  A  Hewlett-Packard  DeskJet 
722C  prints  out  results. 

For  long  rides  into  the  desert  or 
mouncains  (she  works  in  Arizona  and 
Colorado),  Matz  turns  to  a  Garmin 
handheld  GPS  (global  positioning  sys- 
tem) 12MAP  unit  to  keep  track  of  where 
she's  going.  To  keep  in  touch  while  she's 
out  there,  she  relies  on  a  cellular 
Kyocera  QCP  2760  Thin  Phone.  "It's 
also  a  great  comfort  when  I  haul  horses 
cross-country  or  ride  a  colt  out  in  the 
desert  alone,"  she  says. 

MICHAEL  B0CIURKIW 


iRADE:  Canon  ZR 10 
ital  camcorder  ($999) 
w.usa.canon.com 

s  pint-size  wonder, 
lighing  just  1.25 
jnds,  easily  packs 
3  saddlebag  and 
I  provide  sharp 
lital  video  as 
j  put  the  ponies 
ough  their  paces. 

KE  LANGBERG 


UPGRADE:  Garmin  eTrex 
Summit  ($268) 
www.garmin.com/products/ 
etrexsummit/ 

Because  you  ride  on 
multilevel  terrain  and 
are  interested  in  the 
calorie  burn  of  your 
mounts,  you  should 
have  the  Garmin  eTrex 
Summit.  The  Summit 
is  the  first  combination 
GPS,  altimeter,  and 
electronic  compass. 
The  electronic  compass 
provides  bearing  infor- 
mation, the  altimeter 
determines  precise 
altitude  and  rate  of 
ascent.  The  best  part? 
An  LCD  displays  the 
gradient  profile  for 
precise  horse  training. 

RICHARD  HART 


ADO:  Compaq  iPaq 
H3650  ($499) 
www.compaq.com 

During  those  long 
treks  into  the  desert, 
you  might  want  to  take 
a  personal  digital  assis- 
tant (PDA)  along  with 
you.  The  much  heralded 
Compaq  iPaq  is  the 
thinnest  on  the  market. 
It  also  has  voice  input 
and  an  ambient  light 
sensor  to  automatically 
bring  up  backlighting  as 
you  ride  into  the  sunset. 

FORBES  ASAP  STAFF 


ADD:  Olympus  VN-90 
digital  recorder  ($99) 
www.olympusamerica.com 

It's  difficult  for  anyone 
to  take  training  and 
progress  notes  while  on 
horseback.  So  you  sound 
like  another  candidate 
for  the  voice  recorder 
revolution.  Running  on 
two  AAA  batteries,  the 
new  recorders  all  feature 
multiple  folders,  which 
you  could  assign  to  mul- 
tiple horses.  The  newest 
and  lightest  are  a  pair 
from  Olympus  (the 
VN-90  and  the  V90), 
which  both  record  up 
to  90  minutes  but  weigh 
less  than  a  sparrow  (2.3 
ounces  and  1.6  ounces, 
respectively). 

RICHARD  HART 


ADD:  Sony  Vaio  SR7K 
notebook  computer 
($2,499) 

www.ita.sel.sony.com/products 

This  3-pound  notebook 
packs  plenty  of  horse- 
power. The  built-in  USB 
and  IEEE-1394  interfaces 
provide  great  connec- 
tivity with  digital  cam- 
eras and  camcorders. 
The  600  MHz  Pentium 
III,  128  megabytes  (MB) 
of  RAM,  and  12  giga- 
byte (GB)  hard  drive 
are  plenty  for  editing 
digital  video. 

LEO  LAP0RTE 


ADD:  EponaTech's 
Metron-P  software 
($150,  downloadable) 
www.eponatech.com 

Since  you  already  take 
digital  photographs  of 
your  "students,"  soft- 
ware would  make  your 
life  easier.  The  software 
helps  document  and 
analyze  photos  and  radi- 
ographs of  a  horse's  leg. 
It  includes  a  database 
of  horses  to  compare 
against  your  horse,  a 
scoring  system,  and 
catalog.  It  can  generate 
a  score  to  quantify  the 
quality  of  the  foot.  Email 
is  built  in,  with  buttons 
for  sending  and  receiv- 
ing images  and  other 
data  to  and  from  clients. 

RICHARD  HART 
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«ich  Cho  is  an  expert  at 
negotiating  contracts,  sign- 
ing free  agents,  dancing 
around  the  salary  cap, 
scouting  future  Sonics  tal- 
,  and  running  predraft  workouts — 
'thing  that  will  help  Gary  Payton  and 
npany  win  a  National  Basketball 
;ociation  championship.  As  the  Sonics' 
to  the  NBA  Information  Technology 
aup,  he's  also  pretty  knowledgeable 
)ut  the  technology  that  helps  him 
gle  his  responsibilities. 
The  Sonics  provided  the  35-year-old 

0  with  a  Dell  Latitude  CPi  laptop, 
ich  he  uses  at  home,  in  the  office, 

1  on  the  road.  He  finds  it  adequate 
wishes  it  had  more  hard  disk  space 

1  more  RAM,  given  the  mountain  of 
armation — names,  heights,  weights, 


stats,  years,  and  outrageous  salaries  — 
he  must  keep  organized.  A  Hewlett- 
Packard  DeskJet  895Cxi  printer  satisfies 
Cho's  need  for  bold  color,  a  necessity 
for  presentations  in  which  he  must 
clearly  delineate  for  his  boss — General 
Manager  Wally  Walker — which  players 
are  available  and  how  much  it  will 
cost  to  sign  them.  Playing  it  safe  on 
compatibility,  he  picked  up  the  HP 
ScanJet  5100C  so  he  can  take  a  graphic 
off  a  page  and  add  it  to  one  of  his 
presentations. 

An  HP  Jornada  Pocket  PC  is  his 
newest  tool,  a  testament  to  his  pref- 
erence for  Microsoft  software.  Cho 
picked  it  over  the  Palm  handhelds  for 
its  color  screen  and  his  "good  luck" 
with  HP  products  in  the  past.  He  also 
likes  how  it  connects  to  full-blown  Web 


sites  instead  of  just  Web  site  "clip- 
pings." He's  excited  about  using  his 
Pocket  PC  on  the  road  this  year  to  help 
scout  games  and  to  pull  up  real-time 
scores  and  stats. 

With  a  mechanical  engineering 
degree  and  a  five-year  stint  as  a  Boeing 
engineer,  Cho  is  not  your  average  con- 
sumer of  technology.  Nor  is  he  above 
using  his  proximity  to  Microsoft  as  a 
competitive  advantage  over  his  fellow 
scouts.  Cho  collaborated  with  a  few 
Redmond  programmers  to  design  and 
implement  the  most  advanced  and  com- 
prehensive scouting  software  in  the 
NBA.  How  does  he  pay  for  such  assis- 
tance? "Oh,  they're  a  bunch  of  hoop 
junkies  over  there,"  he  laughs.  "I  hook 
them  up  with  tickets." 

ANDREW  FREIBURGHOUSE 


DirecTV  ($225 
lish  and  installation 
$289/year  tor  basic 
ice  and  the  "NBA 
jue  Pass") 
'.directv.com 

is  extensive  sports 
:ages,  so  you'll  be 
to  catch  lots  of 
games. 

E  LANGBERG 


ADD:  Philips  HDR312 
Personal  Digital  Recorder 
with  TiVo  service  ($399 
for  PDR;  $9.95  a  month 
for  TiVo  service) 
www.tivo.com 

Rich,  you  need  a  TiVo, 
which  combines  the  best 
of  VCR  and  computer. 
The  PDR's  perfect  live- 
action  pause  can  stop  a 
dunk  in  midair;  its  ability 
to  record  and  play  back 
at  the  same  time  will 
keep  you  from  missing 
any  NBA  action.  Other 
companies  make  these 
recorders,  but  the  Philips 
remote  beats  the  com- 
petition hands  down. 

LEO  LAPORTE 


UPGRADE:  Dell  Inspiron 
5000e  w/DVD  ($2,628) 
www.dell.com 

Since  you  like  Dell,  we'll 
just  bump  you  up  to  the 
next  level  (corporate) 
of  Dell  laptops.  With  a 
750  MHz  processor  and 
more  than  128  MB  of 
RAM,  you  should  be  able 
to  run  more  complicated 
applications  and  store 
more  player  stats. 

FORBES  ASAP  STAFF 


UPGRADE:  Canon 
BJC-85  Bubble 
Jet  printer  ($299) 
www.ccsi.canon.com 

The  Canon  is  a  solid 
buy:  high  resolution  at 
720  dots  per  inch  (dpi): 
it's  quiet  and  mobile. 
You  can  swap  the  print 
head  with  a  scan  head. 

RICHARD  HART 


ADD:  Motorola  Talkabout 
T900  pager  ($179.99, 
including  activation  fee) 
www.motorola.com 

With  the  T900,  you 
can  reduce  your  out- 
of-bounds  time.  You'll 
be  able  to  instant 
message  with  other 
scouts,  email  your  boss, 
and  check  NBA  game 
scores.  From  the  top 
of  the  Space  Needle — 
if  need  be. 

FORBES  ASAP  STAFF 


ADD:  Media  100's 
iFinish  V20  DVD 
edition  production 
system  w/MPEG 
option  ($5,990) 
www.media100.com 

Systems  that  record 
VHSonto  DVD  are  still 
expensive.  Nonetheless, 
they  cost  much  less 
than  outsourcing  to  a 
DVD  production  house. 

RICHARD  HART 


Forbes  ASAP   November  27,  2000   I  189 


AMY  KRISHNAMURTI 
FOURTH-GRADE  TE 
JUANA  BRIONES 
ELEMENTARY  SCHOOL, 
PALO  ALTO,  CALIFORNI 


Amy  Krishnamurthy  is  no 
Luddite.  She's  the  most  tech- 
nically savvy  teacher  at  her 
Silicon  Valley  elementary 
school  and  is  forever  apply- 
ing for  new  equipment  grants.  Working 
with  Challenge  2000,  a  Valley-based 
cooperative  program,  she's  assembled 
quite  an  arsenal:  three  Apple  Power  Mac 
G3s,  one  Apple  PowerBook  G3,  and  a 
Sony  Mavica  digital  video  camera.  Under 
the  Challenge  2000  agreement,  these 
products  are  to  be  used  for  "project- 
based  learning."  Last  year,  that  meant 
a  long-term  Internet-based  research 
project  on  world  explorers,  such  as 
Ponce  de  Leon. 

"But  I  don't  want  to  have  to  teach 
the  technology  itself  to  the  students — or 
to  myself,"  Krishnamurthy  says.  "I  teach 
math,  reading,  and  history,  not  comput- 
ers." Besides  ease  of  use,  she  says  price 
is  a  determining  factor.  Krishnamurthy, 
30,  doesn't  have  Steve  Jobs'  son  in  her 
class  (the  school  across  town  does),  but 
the  odds  are  that  some  future  Silicon 
Valley  tycoon  is  using  one  of  her  Macs 
right  now.      ANDREW  FREIBURGHOUSE 


ADD:  Virtual  Ink  Mimio 
for  Mac  ($599) 
www.mimio.com 

With  a  whiteboard  and 
a  Mimio,  the  pearls  of 
wisdom  on  the  board 
will  be  on  vour  laptop. 

FORBES  ASAP  STAFF 


ADD:  SonyTRV120 
Digital  8  Camcorder  ($8C0) 
www.sel.sony.com 

You  and  your  students 
can  enjoy  the  thrill  of 
creating  sophisticated 
video  productions  with 
the  iMovie  program 
available  for  the 
Macintosh.  The  Sony 
TRVIZOs  are  great 
for  teachers  with  tight 
budgets:  The  camcorders 
use  Hi8  tapes,  which 
are  half  the  price  of 
the  digital  videotapes 
used  by  most  digital 
camcorders. 

MIKE  LANGBERG 


ADD:  Power  Mac  G4 
Cube  ($2,800) 
www.apple.com/store 

You  could  be  using  a 
more 'powerful  Mac. 
With  digital  video 
editing  features,  a  500 
MHz  G4  processor,  and 
40  GB  Ultra  ATA  drive, 
the  Power  Mac  Cube 
has  everything  you  need. 

TIM  BAJARIN 


ADD:  Adobe  GoLive  5.0 
($284) 

www.adobe.com/store/ 
products/golive.html 

or  Macromedia's 
Dreamweaver  3  ($299) 
www.macromedia.com 

You  delight  in  the  infor- 
mation your  students 
collected  on  Ponce  de 
Leon.  Why  not  have 
the  kids  turn  in  reports 
on  their  own  Web  site 
instead  of  on  paper' 
This  is  going  to  replace 
all  those  drawings 
on  refrigerators  and 
office  walls. 

RICHARD  HART 
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A  moment  of  inspiration  |H 
can  happen  anywhere.  Anytime.  v  1|  ..^Jr^- 

That's  the  who/e  reason  for  \ 
products  like  the  Compaq  ~*  \ 

Wireless  LAN.  Send  an^e-maH  !^BBF  "■ 

while  you're  away  from  your  desk.  ■ 
Retrieve  information  WBP*^^ 
while  you're  in  another  office.  * 

Wireless  technology  cuts  you  looh.  ,W  - 

And  once  you're  free,  ^^^^^^^^^^^^^^^^^^^^^^ 
/'t's  hard  telling  where  your 
imagination  might  take  you. 

INSPIRATION  COMES  WITH  NO  STRINGS  ATTACHED. 

Something  cool  is  happening. 
We're  moving  beyond 
the  limitations  of 
Information  Technology 
to  something  more  inspiring. 
Welcome  to  the  new  IT. 
Inspiration  Technology 

from  Compaq.  , 


COMPAQ 

Inspiration  Technology 


iS  5858  ©2000  Compaq  Computer  Corporation.  COMPAQ  and  the  Compaq  logo  Registered  in  U.S.  Patent  and  Trademark  Office.  Inspiration  Technology  is  a  trademark  of  Compaq  Information 
ogies  Croup,  LP.  in  the  U.S.  and  other  countries. 


MIR  LADA, 
PHOTOGRAPH 
DIGITAL  ILLUSTF 
TORONTO,  CA 


ir  Lada's  work  appears 
everywhere  —  from  the 
cover  of  Air  Canada's 
in-flight  magazine  to 
the  weekend  section  of 
the  Wall  Street  Journal.  Much  of  his  art 
blends  photography  with  digital  rendi- 
tions, requiring  a  host  of  hardware  and 
software  tools.  "My  work  is  concep- 
tually driven,"  he  says.  "I  take  a  few 
images,  then  spend  much  of  my  time 
creating  and  manipulating  them." 

He  uses  two  Power  Mac  G4  com- 
puters, each  with  1  GB  of  RAM,  extra 
video  cards,  and  a  high-end  monitor  for 
critical  color  judgments.  With  FireWire 
plugs,  Lada  can  easily  switch  his  QPS 
FireWire  CD  burner  between  comput- 
ers— and  he  likes  the  way  its  high  tech 
look  matches  the  G4s. 

Lada,  32,  paces  around  his  office  a  lot 
during  photo  shoots,  so  he  uses  the 
Plantronics  CS10  cordless  phone/headset 
to  field  business  calls.  Wacom  graphics 
tablets  by  his  computers  offer  accurate 
cursor  movement  and  soothe  Lada's 
mcing  carpal  tunnel  syndrome. 

MICHAEL  BOCIURKIW 


UPGRADE:  Goldtouch 
Technologies  keyboard 
($159)  and  mouse  ($49) 
www.goldtouch.com 

An  elegant,  inexpensive 
solution  for  carpal  tunnel 
sufferers  like  you.  It's 
the  only  one  that  doesn't 
look  iike  a  medical  pros- 
thesis The  unfortunate 
thing  is  you'll  need  3 
$140  Mac  adapter. 

RICHARD  HART 


ADD:  Extensis  Portfolio5 
($199.95) 

www.extensis.com/portfolio 

A  database  for  all  your 
images,  it'll  scour  your 
disk  drives  and  add 
images  and  descriptions 
on  the  fly.  It  can  be  pro- 
grammed through  simple 
scripts.  In  other  words, 
if  you  run  this  program 
once  a  week,  you'll  have 
access  to  all  your  images 
over  the  Internet  from 
wherever  you  are.  You 
don't  even  have  to  do 
any  HTML  programming. 

RICHARD  HART 


ADD:  SonyGlasstron 
headset ($599) 
www.sel.sony.com 

It  sounds  like  you  are  a 
multi-tasker.  The  Glass- 
tron  is  video  eyewear 
that  allows  you  to  walk, 
talk,  and  browse  the 
Web.  It's  sleek,  stylish, 
and  a  lot  of  fun. 

FORBES  ASAP  STAFF 


UPGRADE:  Umax  Astra  6400 
FireWire  scanner  ($250) 
www.umax.com/scanners/ 
standard/products/ 

Since  you  have  built-in 
FireWire,  you  should 
take  advantage  of  it. 
Upgrade  all  of  your  scan- 
ners, tape  drives,  and 
other  external  devices  to 
FireWire.  Umax  makes 
some  great  scanners, 
both  high-end  (profes- 
sional) and  S0H0(smali 
office/home  office).  The 
PowerLook  1100  is  the 
professional  model. 

RICHARD  HART 
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AY  OF  A  BIG  IDEA 


Sometimes,  before  you  can  think  big 
you  have  to  think  small. 
Small,  like  the  Compaq 


ProLiant  DL360  Server.  With  a 


1.75-inch  profile  that  fits  everywhere, 
you  can  have  your 
big  start-up  idea  anywhere. 
Even  in  the  back  of  a  van. 


Welcome  to  the  new  IT. 


Inspiration  Technology 
from  Compaq. 


COMPAQ 

Inspiration  Technology 


8S&  ©  2000  Compaq  Computer  Corporation.  and  (he  Compaq -logo  Registered  in  U.S.  Patent  and  Iradernark  Office.  Proi  iant  and  Inspiration  Technology  are  trademark*  of  Compaq  Information 

■'•%  Croup,  I  .Pfir  trie  US  and  otner  countries.        **  ' 


©  2000  Research  In  Motion  Limited.  All  rights  reserved 
BlackBerry  is  an  end-to-end  wireless  email  solution  developed 
by  Research  In  Motion  (RIM)  BlackBerry.  the  BlackBerry  logo, 
the  "envelope  in  motion'1  symbol.  RIM,  the  RIM  Wireless  Handheld 
family  of  marks  and  the  RIM  logo  are  trademarks  of  RIM. 


here's  plenty  of  buzz  out  there.  Everyone's  rushing  to  promise  wireless  connectivity  via 
verything  from  your  phone  to  your  organizer  to  your  toaster!  But  let's  face  it.  Those  products 
ifere  never  built  to  handle  the  requirements  of  your  corporate  email  system.  BlackBerry™ 
s  different.  It's  a  wireless  email  solution  that  was  specifically  engineered  to  work  with  your 
msiness  email.  BlackBerry  is  designed  to  let  you  easily  manage  your  existing  email  account 
>n  the  go.  It  gives  you  the  industry's  most  advanced  wireless  handhelds  and  the  only 
ompletely  integrated,  end-to-end  solution.  No  wonder  BlackBerry  is  quickly  becoming  the 
orporate  standard  for  wireless  email.  For  business,  it's  simply  better. 


BlackBerry 


WWW.BLACKBERRY.NET 
||\|  pQ@BLACKBERRY.NET 


BLACKBERRY 


WIRELESS    EMAIL  SOLUTION 


ias  chosen  to  do  one  very  difficult  thing  -  business  email  -  extremely  well." 
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WITH  LITTLE  work 
space  at  30,000  feet, 
David  Horwitz,  55, 
can't  drag  a  full-size 
laptop  onto  the  flight 
ck  of  the  Boeing  737  he  pilots  between 
:nver  and  Washington,  D.C.  So  instead, 
's  experimented  with  five  different 
ndhelds.  He  finally  settled  on  an  HP 
rnada  548  Pocket  PC,  fortified  with  a 
8  MB  SanDisk  CompactFlash  card 
r  a  total  of  160  MB  of  storage.  It 
Ids  company  procedures,  a  database 
pilot  names,  another  of  hotels,  and 
3st  important,  Federal  Air  Regula- 
ms.  "As  a  pilot,  you  need  those  acces- 
)le,"  Horwitz  says.  He  also  uses  the 
rnada  as  a  glorified  calculator,  meas- 
ing  fuel  usage  in  flight.  A  56-kilobit 
etec  CompactModem  lets  him  browse 


the  Web  and  check  email  on  the  ground. 
And  he  carries  a  miniature  Toshiba 
Libretto  50CT  to  connect  to  his  airline's 
own  flight  planning  and  communica- 
tions system. 

"I  have  a  digital  camera  that  also 
uses  compact  flash  cards,  so  I  can  actu- 
ally view  my  pictures  on  the  Jornada's 
screen  and  give  people  a  slide  show," 
Horwitz  states.  He  looked  into  Com- 
paq's iPaq  H3650  (it  has  the  fastest  pro- 
cessor and  best  display)  and  the  Casio 
Cassiopeia  E-115,  but  he  still  prefers  the 
Jornada  for  its  small  size  and  integrated 
screen  cover.  "Everything  in  life's  a  com- 
promise," he  says. 

Though  he  finds  the  Jornada's  text 
recognition  features  "remarkable"  (you 
don't  have  to  learn  the  Palm's  hierogly- 
phics), entering  text  with  a  stylus  is  still 


slow.  Horwitz  says  his  handwriting  is 
too  messy  for  the  Jornada  to  deal  with, 
so  he  uses  Textware  Solutions'  Fitaly 
2.0  software  keyboard,  which  replaces 
the  built-in  qwerty-style  software  key- 
board with  one  that  arranges  the  most 
commonly  used  letters  in  the  center. 
"I've  found  I  can  type  much  faster  with 
that,"  he  says. 

The  other  input  source  is  a  BTC 
Minikey  5510M  keyboard,  which  he 
connects  to  the  Pocket  PC  through  Micro 
Foundry's  KeyMate  Deluxe  infrared-to- 
PS/2  adapter.  Although  this  arrange- 
ment does  the  job,  Horwitz  wishes  there 
were  a  simpler  solution.  "I'm  carrying 
along  four  or  five  parts  to  make  it 
work,  and  the  infrared  adapter  eats  up 
batteries,"  he  laments. 

SCOTT  SPANBAUER 


UPGRADE:  Psion  Series  7 
mobile  computer  ($899) 
www.psion.com/series7 


t  Porter  Case 
ndard  Case  ($329) 
w.portercase.com/ 
dard.html 

line  regulation  size 
I  weighing  in  at  only 
Dounds  empty,  the 
;fcase/computer  bag/ 
tease  converts  to  a 
bile  office  with  a  flip 
he  lid. 

mS  ASAP  STAFF 


We'll  replace  your  cob- 
bled-together  system 
with  a  single  miniature 
PC  that  does  it  all.  The 
Psion  has  long  been 
a  favorite  of  pilots. 
Dozens  of  flight-related 
programs  are  available 
for  it.  The  Series  7 
comes  with  a  bright 
color  touch  screen  and 
all  the  software  you 
need.  Add  the  Psion  GSM 
travel  modem  to  connect 
to  your  Nokia  or  Ericsson 
cell  phone  for  wireless 
connectivity  anywhere. 


ADD:  Motorola  V81 62 
mobile  phone  ($399) 
www.motorola.com 

You  can  carry  this  phone, 
weighing  just  3  ounces, 
at  times  when  your  other 
gear  might  be  too  heavy 
to  lug  around.  Best  of  all 
for  a  pilot,  the  V8162's 
tiny  screen  can  display 
weather  reports. 

MIKE  LANGBERG 


ADD:  Control  Vision's 
Anywhere  Map  ($249) 
www.controlvision.com 

Have  you  heard  of  Control 
Vision's  moving  map  pro- 
gram, which  works  with 
your  Jornada?  If  you  lost 
all  your  panel  power,  you 
could  still  navigate,  even 
shoot  an  approach,  in 
some  cases,  with  your 
PDA.  If  you  have  a  GPS 
unit  and  a  PDA,  you  can 
buy  Control  Vision's  soft- 
ware and  adapter  (the 
size  of  a  matchbox)  for 
$359.  Or  if  you  have  just 
the  PDA,  you  can  buy 
the  rest  of  the  bundle 
for  $550. 

RICHARD  HART 


ADD:  Novatel  Merlin  PC 
Card  Modem  ($279) 
www.novatelwireless.com 

Until  the  Ricochet 
version  is  available, 
you  will  have  to  settle 
for  an  AT&T/Verizon 
CDPD  version.  Although 
it's  not  perfect,  it  gives 
you  wireless  connec- 
tivity so  you  can  check 
email  and  the  Web  on 
the  jet-way  before  you 
make  it  to  a  phone  jack. 

FORBES  ASAP  STAFF 
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■ was  deejaying  at  the  age 
of  9,"  says  Ron  Trent.  "By 
the  time  I  was  15,  I  was 
working  with  people  in 
Chicago's  house  music 
scene,  looking  up  to  Frankie  Knuckles 
and  some  of  the  other  greats.  People 
used  to  call  me  'Youngest  in  Charge.' " 

Trent,  now  27,  is  a  professional  dee- 
jay, hopping  between  gigs  in  New  York, 
Chicago,  Atlanta,  the  United  Kingdom, 
and  Japan.  By  day,  Trent  works  in  the 
recording  studio  producing  his  own 
dance-track  singles,  using  an  Akai  MPC 
2000  drum  sampler  machine  and  a 
Panasonic  SV-3800  digital  audiotape 
recorder.  Once  the  sun  goes  down,  he 
makes  people  dance. 

On  Mondays,  at  a  New  York  City  bar 


called  Shine,  Trent  runs  the  show.  He 
arrives  hours  early  and  spins  records  in 
an  empty  room,  tweaking  the  sound 
and  adjusting  the  speakers  until  every- 
thing's just  right.  By  midnight,  hundreds 
of  gyrating  Manhattanites  have  filled 
the  room. 

Ron  Trent's  repertoire  of  products 
starts  with  his  beloved  turntables:  the 
industry-standard  Panasonic  Technics 
1200  Series,  famous  for  their  adjustable 
speed — critical  when  a  deejay  is  spinning 
one  record  and  trying  to  match  beats 
with  another.  Equally  vital  are  a  vintage 
Bozak  mixer  and  a  Rane  Rotary  Mixer. 

Despite  the  urge  to  stay  old-school, 
some  club  deejays  are  starting  to  do  the 
unthinkable:  use  CDs.  Trent  himself 
occasionally  employs  the  Pioneer  CDJ- 


500S,  a  combination  of  a  CD  player  and 
a  mixer  that  allows  a  deejay  to  spin 
from  one  CD  to  the  next,  eliminating 
the  need  for  vinyl  altogether.  Despite 
some  ease-of-use  advantages,  Trent  har- 
bors reservations  about  going  all  digital, 
all  the  time.  While  he's  intrigued  by 
MP3  technology  and  its  promise  of  eas- 
ier cataloging  of  music,  he  feels  that  the 
sound  quality  is  not  there  yet.  Will  dee- 
jays of  the  future  mix  exclusively  on 
laptops?  Trent  shudders.  "I  hope  not. 
Going  that  far  away  from  vinyl  would 
take  away  from  the  original  art  form  of 
mixing.  I  haven't  seen  anything  that 
approaches  the  warmth  and  richness 
of  vinyl." 

ANDREW  FREIBURGHOUSE 
AND  DANNY  HERNANDEZ 


UPGRADE:  Apple 
PowerBook 
($2,499  to  $3,997) 
www.apple.com 

I  have  a  Panasonic 
SV-3800  in  my  studio, 
too,  but  it  hasn't  seen  an 
actual  digital  audiotape 
(DAT)  in  months.  Why' 
I've  replaced  it  with 
an  Apple  PowerBook. 
If  you  are  doing  any 
kind  of  professional 
audio  work  in  2001, 
you  will  want  to  have 
FireWire  to  sync  up  with 
other  products.  Trust  me. 


ADD:  Sony  MZ-R70  PC 
MiniDisc  Walkman 
player/recorder  ($250) 
www.sel.sony.com 

When  inspiration  for 
new  sounds  and  beats 
comes  to  your  mind, 
wherever  you  may  be, 
you  could  pull  out  a  Sony 
digital  minidisc  recorder 
to  save  them  for  when 
you  find  yourself  in  the 
studio  later  on.  It  will 
look  like  you're  talking 
to  yourself,  but  people 
are  talking  to  themselves 
all  along  the  streets 
of  Manhattan. 

FORBES  ASAP  STAFF 


ADD:  eGroups.com  (free) 
www.egroups.com 

If  you  need  any  assis- 
tance with  audio,  video, 
or  design  issues  on  your 
PowerBook,  feel  free  to 
join  the  Mac-PowerBook 
iistateGroups.com. 
It  just  happens  to  be 
run  by  yours  truly. 

GLENN  GUTIERREZ 


ADD:  Propellerhead 
Software  Reason  ($399) 
www.propellerheads.se 

While  a  computer  will 
never  create  for  you, 
good  hardware  gives 
good  software  program- 
mers a  chance  to  create 
incredible  new  tools. 
Propellerhead  Reason 
is  like  an  entire  studio 
environment  inside  your 
PowerBook.  My  studio  is 
still  overrun  with  hard- 
ware samplers  and 
synths,  but  software 
is  starting  to  come  into 
its  own. 

GLENN  GUTIERREZ 


ADD:BiasPeak2.5VST 
PowerBook  Edition 
($999) 

www.bias-inc  .com 

and  SoundJam  MP  Plus 
($39.95) 

www.soundjam.com 

BiasPeak  is  for  pro- 
fessional stereo  audio 
recording,  mastering, 
and  editing.  SoundJam 
MP  has  grown  into  a 
fantastic  audio  player, 
MP3  encoder,  and 
now,  with  version  2.5, 
streaming  Internet 
broadcaster. 


ADD:  Steinberg  Cubase 
VST  5.0  music  software 
($399) 

www.cubase.net 

This  is  my  favorite 
sequencing  environment. 
Several  "instrument" 
plug-ins  are  already 
available.  Cubase 
began  as  a  MIDI  (musi- 
cal instrument  digital 
interface)  sequencer, 
so  it  can  talk  to  the 
MPC  2000.  Even  lighting 
controllers  speak  MIDI, 
which  opens  up  possi- 
bilities for  your  live  per- 
formance. Additionally, 
several  real-time  video 
packages  for  the  Mac 
are  at  www.arkaos.net. 

GLENN  GUTIERREZ 


GLENN  GUTIERREZ 


GLENN  GUTIERREZ 
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When  she's  not  traveling  around 
in  her  Ford  Expedition,  Karen 
Wheelhouse,  36,  spends  time  in 
airports  and  airplanes  on  her 
way  to  meet  resale  partners — to 
whom  she  evangelizes  Cisco  networking  gear — or 
attend  company  meetings. 

Her  current  inventory  of  gadgets  includes  a 
Palm  m,  a  Toshiba  Portege  7020CT  with  128  MB 
of  RAM,  a  wireless  Ricochet  SX  modem  that  fits 
snugly  on  the  cover  of  her  laptop,  and  the  popular 
Nokia  6162  digital  phone  paired  with  a  Nokia 
HDC-9P  headset.  A  steady  stream  of  emails  and 
attachments  has  the  potential  to  clog  the  hard  drive 
of  her  Portege,  so  Wheelhouse  always  keeps  an 
Iomega  Zip  drive  on  hand. 

The  6162  phone  features  an  optional  vibrating 
battery  that  can  be  set  to  ring  silently  in  meetings, 
a  phone  book  that  stores  up  to  199  names  and 
numbers,  and  a  DualBand/TriMode  operation  that 
offers  seamless  transfer  between  analog  and  digital 
service  —  the  last  being  crucial  when  running 
around  the  Washington  countryside.  Wheelhouse 
has  tested  the  compact,  4-ounce  Nokia  8860  but 
disliked  its  small  screen  and  keypad  buttons  and 
found  the  chrome  finish  too  slippery  to  hang  on  to 
while  driving  down  those  rainy  highways. 

MICHAEL  BOCIURKIW 
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UPGRADE:  Palm  Vllx  ($449) 
www.palm.com 

The  upgraded  Vllx 
features  a  much  better 
screen,  8  MB  of  RAM, 
and  enough  memory  to 
store  years  of  appoint- 
ments. The  Palm. Net 
wireless  service,  based 
on  Mobitex,  works 
almost  anywhere.  The 
throughput  isn't  enough 
to  browse  the  whole 
Cisco  Website,  but  it's 
fine  for  email  and  the 
specialized  Palm-size 
pages  many  sites  offer. 

LEO  LAPORTE 


ADD:  Siemens  Pocket 
Reader  ($100) 
www.pocketreader.com 

A  handheld  scanner  with 
the  power  of  a  flatbed, 
it  can  store  up  to  40,000 
characters,  including 
formatted  text  and  even 
tables.  It  is  lighter  than 
the  WizCom  model. 

FORBES  ASAP  STAFF 


ADD:  Polycom 

ViaVideo($599) 

www.polycom.com 

This  desktop  video  appli- 
ance combines  processor 
and  camera  in  one  for 
two-way  video,  voice, 
and  data  transmission. 
At  30  frames  per  second, 
ViaVideo  will  allow  you 
to  communicate  with 
the  office  face-to-face 
without  having  to  get 
on  a  plane. 
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THE  FOLLOWING  IS  RATED  PG- 
PARENTAL  GIFTING  SUGGESTED 
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Give  your  parents  6  months  of  free  e-mail  and  Internet  access 

Few  gifts  make  as  much  sense  out  of  the  box  as  keeping  in  touch  through  WebTV*    .  All  it  takes  is  an 
existing  phone  line, TV,  WebTV  receiver  and  service.  By  giving  your  parents  easy  access  to  e-mail, 
the  Web,  and  six  months  free,  there's  never  been  a  better  gift,  or  an  easier  way  for  them  to  keep  in 
contact.  For  more  information  on  this  limited-time  offer,  call  I-800-GO-WEBTV,  visit  our  web 
site  at  www.webtv.com  or  stop  by  a  participating  retailer  near  you. 


CIRCUIT  CITY 

Price  •  Selection  •  Service 


RadioShack 


DETAILS  OF  THE  WEBTV  NETWORKS  SIX  MONTHS  FREE  PROMOTION 

■  he  subscription  lee  lor  the  WebTV®  Classic  Internet  or  WebTV  Plus  Interactive  service  is  a  flat  monthly  fee.  WebTV  services  are  available  as  a  local  call  in  most  areas.  In  some  areas,  long 
istance  charges  may  apply.  To  check  local  access,  call  1  -800-GO-WEBTV  (1-800-469-3268).  Six  months  Iree  otter  available  to  new  subscribers  only  who  purchase  a  WebTV  Classic  or 

'  VebTV  Plus  receiver  tram  an  authorized  retailer  between  10/15/00-12/31/00;  activate  their  account  between  10/15/00-1/15/01;  accept  the  terms  of  service;  pay  tor  and  remain  on  the  service  tor 
t  least  30  days;  and  return  "six  months  free"  promotion  coupon  postmarked  no  later  than  a'15/01  Valid  only  within  the  50  United  States  and  District  of  Columbia.  Must  be  18  years  ol  age  or 

,  ilder.  Limit  one  offer  of  tree  service  per  receiver  WebTV  Networks,  Inc.  reserves  the  right  to  modify  or  withdraw  this  offer  at  any  time.  See  store  for  full  details  Otter  does  not  cover  any 

i  issocialed  local  or  long  distance  telephone  charges.  Local  market  network  activity  may  affect  access  availability. 

5  2000  WebTV  Networks,  Inc  All  rights  reserved.  Microsoft,  WebTV,  the  WebTV  lego  and  WebTV  Networks  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  U  S 
md/or  other  countries.  Other  products  and  company  names  mentioned  herein  may  be  trademarks  of  their  respective  owners 


webtv 


from  Microsoft 
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SOMEWHERE  ALONG  the 
way,  salesman  dreg  Mas- 
son  went  mobile.  Armed 
with  a  Compaq  Armada 
7400  laptop  and  a  Sharp 
Mobilon  handheld  PC,  Masson  pro- 
motes nasal  and  bronchial  medications 
to  primary-care  physicians  and  special- 
ists between  Salem  and  Portland,  Oregon. 
But  in  the  peripatetic  life  of  a  drug  rep, 
the  primary  tool  is  still  the  cell  phone. 
"It's  my  lifeline,"  says  Masson  of  his 
Nokia  flip  phone. 

Masson,  24,  carries  the  Mobilon 
handheld  on  sales  calls;  physicians  can 
sign  for  drug  samples  directly  on  the 
machine's  touch  pad.  Masson  enters 
details  of  each  call  into  a  custom  appli- 
cation that  can  communicate  with  his 
employer,  Aventis,  through  the  laptop's 


infrared  port.  While  Masson's  data  is 
being  sent- to  headquarters,  crucial  mar- 
ket share  data  trickle  down  to  the 
Mobilon  automatically. 

But  the  laptop  is  more  than  just 
a  communications  conduit.  Masson 
wades  through  a  pile  of  email  each  day 
and  must  prepare  PowerPoint  presen- 
tations for  Aventis-hosted  luncheons 
with  physicians. 

Masson  also  uses  the  computer 
to  grab  medical  data  from  the  Web. 
"The  Internet  lends  itself  to  credibil- 
ity," he  says.  "Rather  than  just  bringing 
in  some  sheet  of  paper  that  I've  printed 
out,  if  customers  can  see  for  themselves 
where  I'm  getting  my  information, 
it  brings  a  whole  lot  of  authority 
right  into  the  office." 

SCOTT  SPANBAUER 


ADO:  Compaq  MP1800 
projector  ($4,499) 
www.compaq.com 

This  is  the  lightest 
and  most  compact  of 
the  portable  projectors. 
Moreover,  it  is  incredibly 
bright.  Matched  with 
an  ultralight,  it  makes 
a  great  presentation 
system. 

TIM  BAJARIN 


UPGRADE:  Compaq 
Armada  M300  laptop 
($2,399  plus  $499 
for  the  DVD  option) 
www.compaq.com 

As  for  a  laptop,  I  would 
upgrade  you  to  the 
Compaq  Armada  M300 
ultralight,  which  has 
an  11.3-inch  screen 
and  is  twice  as  bright 
as  similar  models  on 
the  market.  Also,  it  has 
a  great  docking  system. 


ADD:  Aqcess  Technologies 
Qbe  Genus  computing 
tablet  ($2,849) 
www.qbenet.com 

If  you  are  showing  Web 
pages  to  clients  who 
might  not  want  to  strain 
to  see  even  the  largest 
PDA  screen,  some  elec- 
tronic tablets  would  fit 
the  bill.  If  you  want  a 
better  brand  name  than 
the  relatively  unknown 
Aqcess,  Hitachi  offers 
the  comparable  ePIate 
for  a  lot  less  ($1,199). 

FORBES  ASAP  STAFF 


ADD:  3M  Personal 
Projector  MP7730 
($5,995) 

www.3M.com/meetings/multi/ 

For  presentations, 
don't  get  a  liquid  crystal 
display  projector.  Digital 
light  processing  (DLP) 
uses  a  microchip  with 
millions  of  tiny  mirrors. 

RICHARD  HART 


UPGRADE:  NeoPoint  1000 
cell  phone  ($199) 
www.neopoint.com 

This  6.4-ounce  cell 
phone  combines  a  PDA 
that  syncs  with  Outlook, 
Act,  Lotus,  and  GoldMine 
to  help  you  keep  track  of 
your  clients  and  appoint- 
ments. You  can  use 
the  120-by-1 60-pixel 
screen — the  biggest 
on  any  cell  phone  — 
to  surf  the  Net,  get 
driving  directions,  and 
send  and  receive  email. 

LEO  LAPORTE 


ADD:  RIM  BlackBerry  957 
($499) 

www.blackberry.net 

This  pocket-size  device 
will  keep  you  in  constant 
two-way  email  contact 
with  the  office.  It  is 
much  more  convenient 
to  use  and  works  in  more 
places  than  an  email- 
equipped  mobile  phone. 

MIKE  LANGBERG 


ADD:  Delphi  Automotive 
Systems  Communiport 
Mobile  Productivity  Center 
(price  not  available) 
www.delphiauto.com 

Just  out,  this  docking 
station  for  use  in  one's 
vehicle  houses  a  hand- 
held and  a  cell  phone 
to  allow  drivers  to  pay 
more  attention  to  the 
road.  Unfortunately, 
a  version  for  your 
handheld  PC  is  not  in 
the  works,  so  you'd 
have  to  move  over 
to  the  Palm  platform. 
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Husband-and-wife  team 
David  Derrick,  42,  and  Robin 
Love,  \Lh  transform  empty 
lolis  into  studio  spa<  for 
Manhattan  artists  and  cre- 
ative  •  i mis.  Starting  with  digital  photos 
snapped  with  their  1.3-megapixel  Agfa 
el'hoto  CI. 50,  the  couple  creates  a  base 
drawing  ot  the  proposed  remodel.  I'hey 
docunient  each  site  with  up  to  100  pho- 
tos on  the  camera's  SmartMedia  memory 
card.  Final  renderings  are  done  on  Auto- 
desk's AutoCAD  and  Kinetix's  3D  Studio 
Max  (now  made  b\  Discreet),  which  run 
Oil  one  of  lour  clone  l'(  s. 

A  Microtek  ScanMaker  4  DP  color 
flatbed  scanner  lets  the  couple  grab  pic- 
tures ot  lighting  or  plumbing  fixtures 
from  catalogs  and  paste  them  into  an 
AutoCAD  drawing.  Instead  of  standard 
large-format  blueprints,  contractors 
prefer  working  with  smaller  printouts 
from  the  pan's  III*  LaserJet  4MV  printer. 

The  design  duo  shuttles  between  their 
urban  NoHo  office  and  home  office  in 
New  Jersey.  "Wherever  we  go,  we  always 
e  the  heart  of  our  business,"  says 
crick.  SCOTT  SPANBAUER 


UPGRADE:  IBM  Thinkpad 
T21  ($3,199) 
www.ibm.com 

Take  the  heart  of  your 
computing  power  with 
you.  For  a  laptop,  I  would 
upgrade  you  to  the  IBM 

T21  l3.3"-display  model 
running  at  750  MHz. 

TIM  BAJARIN 


ADD:  HP  Colorfast 
Photo  Paper  ($12.95 
for  10  sheets) 
www.hp.com 

This  new  high-end  ink- 
jet  photo  paper  delivers 
fade  resistance  for  up  to 
20  years  under  glass  and 
up  to  15  years  without 
glass,  when  used  with 
a  wide  variety  of  HP 
photo-quality  ink-jet 
printers,  copiers,  and 
all-in-one  products. 

TIM  BAJARIN 


UPGRADE:  Nikon  Coolpix 
990  digital  camera  ($999) 
www.nikon.com 

You  two  are  hip  enough 
to  upgrade  to  the  latest 
in  digital  cameras.  With 
3  megapixels  of  reso- 
lution, you'll  be  able  to 
view  fine  detail  in  your 
architectural  photography 

MIKELANGBERG 


UPGRADE:  Epson 
Stylus  Color  980 
($249;  $299  w/optional 
FireWire  interface) 
www.epson.com 

If  you're  in  the  business 
of  making  color  archi- 
tectural presentations 
to  clients,  you've  got  to 
move  to  a  color  printer. 
And  these  days,  that 
means  ink-jet.  Epson 
has  announced  four 
new  four-color,  USB- 
networked  printers. 

RICHARD  HART 
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When  we  first  con- 
tacted John  Sears,  the 
drilling  supervisor  was 
deployed  at  8,500  feet 
on  a  ridge  near  Price, 
Jtah,  monitoring  a  series  of  methane 
ent  holes  drilled  into  a  coal  mine  thou- 
ands  of  feet  below.  Working  from  the 
elative  comfort  of  a  trailer  that  he  hauls 
round  from  the  Southwest  to  the  Cana- 
ian  border,  Sears  uses  a  Dell  Inspiron 
500  laptop  to  plan  and  monitor  the 
yells  he  drills  for  the  coal,  oil,  and  gas 
idustries.  Though  the  Inspiron  has  more 
ban  enough  power  for  the  scientific 


applications  Sears  runs,  it's  the  laptop's 
15-inch  screen  he  appreciates  most.  "It's 
a  big  active-matrix  screen,"  says  Sears, 
55.  "I'm  at  an  age  when  my  tired  eyes 
appreciate  that." 

With  his  laptop,  Sears  also  sends 
daily  drilling  reports  to  clients  and  com- 
pany engineers  and  gets  a  steady  stream 
of  faxes  and  email  in  return.  But  while 
his  computer  is  technology's  latest,  his 
telephone  is  an  artifact.  Because  digital 
cellular  coverage  is  usually  nonexistent 
where  Sears  labors,  he  mostly  relies  on 
an  aging  but  powerful  Motorola  2600 
Series  analog  bag  phone,  so  called 


because  it  has  the  look  and  heft  of  a 
shoulder  bag.  "It's  a  three-watter,"  Sears 
says  defensively,  adding,  "They  just  do 
a  better  job." 

Sears  uses  the  phone  as  a  modem  for 
the  Dell  laptop.  "I  send  and  receive  faxes 
straight  off  the  computer,  which  I  like 
better  than  carrying  a  dedicated  fax 
machine,"  he  says.  Besides,  the  printouts 
he  makes  with  his  HP  DeskJet  932C 
color  printer  are  better  quality  than  from 
a  fax  machine's  printer.  However,  he 
admits  that  a  portable  printer  might  use 
less  of  his  limited  desk  space. 

SCOTT  SPANBAUER 


DD:  Handspring  Visor 
E249) 

/ww.handspring.com/prodocts 

ou  can  perform  scien- 
fic  calculations  right 
rom  your  PDA  if  you 
mploy  this  more  mod- 
lar  handheld  device, 
sing  the  Springboard 
xpansion  slot  for 
dditional  features. 

IM  BAJARIN 


ADD:  HP  LaserJet  1100A 
multifunction  printer 
($499) 
www.hp.com 

You  want  to  print,  scan, 
copy,  and  fax,  but  you 
don't  have  a  lot  of  desk 
space.  At  just  over  1 
cubic  foot,  the  LaserJet 
1100A  offers  all  four 
functions  in  one  small 
package.  The  capable 
laser  offers  600  dpi 
printing  at  eight  pages 
per  minute,  but  no  color. 
The  scanner's  300  dpi 
optical  resolution  is 
crisp  enough  to  scan 
in  documents  and 
more  than  enough  for 
highest-quality  faxing. 


ADD:  Sony  Multiscan 
N50PS  display  ($1,300) 
www.ita.sel.sony.com 

If  you  think  your  eyes  are 
tired,  wait  and  see  what 
happens  to  your  posture. 
We'd  like  to  set  you  up 
with  a  flat  panel  so  you 
look  upright  when  you 
are  in  your  trailer.  The 
N50PS  display  is  only 
a  half-inch  at  its  edge 
and  can  fit  anywhere 
in  your  trailer,  even 
hanging  on  the  wall. 


ADD:  DirecPC  service 
($50  per  month  with 
ISP  unlimited) 
www.directPC.com 

There  is  a  better  way 
to  get  high-speed  Inter- 
net access,  as  fast  as 
400  kilobits  per  second, 
in  the  boondocks.  A 
DirecPC  dish  mounted 
on  your  trailer  will  work 
anywhere  in  the  con- 
tinental United  States, 
although  you  will  have 
to  carefully  point  the 
dish  each  time  you  set 
up  in  a  new  location. 

MIKE  LANGBERG 


ADD:  Sierra  Wireless 
Aircard  510  ($399) 
www.sierrawireless.com 

A  CDMA  wireless 
modem  using  the  Sprint 
service  for  anywhere 
wireless  connectivity, 
the  Sierra  Aircard  is 
best  of  breed. 

TIM  BAJARIN 


ADD:  Mobility  EasiDock 
5000  ($600) 
www.mobilityorder.com/ 
product/easidock500rj.asp 

If  you  go  with  a  docking 
setup,  why  not  go  with 
the  most  sophisticated 
machine  out  there?  If 
you  decide  to  expand 
your  repertoire,  the 
5000  will  keep  up 
with  your  needs. 

FORBES  ASAP  STAFF 


LEO  LAPORTE 


FORBES  ASAP  STAFF 


Forbes  ASAP   November  27,  2000   I  207 


COUNTING. 


ou  know  your  company  needs  a  fully  featured 
portal.  What  you  don't  know  is  how  quickly 
the  COSTS  of  back-end  integration  can  add  up. 


sit 


ou're  beginning  to  learn  —     Enterworks  lets  you  refine 


your  horror  —  that  the  cost  of  integrating  your 
rtal's  back-end  systems  can  run  as  high  as  20 
les  the  front-end  cost.  You've  been  told  you 
ed  custom  programming  to  access  and  integrate 
parate  applications  and  content  sources  and  to 
ild  personalized  user  views.  And  you're  worry - 
l  about  the  IT  resources  you'll  need  to  modify 
;  back  end  every  time  you  want  to  revise  the 
nt  end. 

ut  it  doesn't  nave 

be  this  way.  Not  if  you 
ce  advantage  of  the 
iterworks®  Suite 
r  e-business  A 
egration.  With 
iterworks,  you 
n  easily  design  auto 
ited  business  processes  and 
cess  the  multiple,  disparate  sources 
content  you  need  without  costly  and  time- 
nsuming  custom  coding.  So  you  can  get  the 
)st  out  of  your  existing  applications  and  data- 
ses  —  just  as  they  are. 


your  business  process  models  whenever  you 
need  to,  without  continually  tapping  into  budget- 
busting  IT  resources.  And,  with  Enterworks' 
unique  integration  technology,  you  can  get  to  all 
the  content  sources  you  need  for  new  applications 
going  forward  —  without  getting  a  developer 
involved  every  time. 


The  solution  is  here. 

Choose  Enterworks 
and  start  reducing 
the  cost  of  adding  power 
and  intelligence  to  your 
enterprise  portal. 

To  find  out  more, 

visit  www.enterworks.com/1048.html 
and   download   a   FREE   copy   of  The 
Universal  Integration  Framework:  Integrating 
Enterprise  Processes  and  Content  <> 

n  / 

into  New  E-Business  Strategies. 
Or  call  888-242-8356  xl048. 
The  Enterworks®  Suite. 
Count  on  it. 


Enterworks 


POWERING    PORTALS    AND  E-MARKETPLACES 

888-242-8356  x  1048  www.enterworks.com/1048.html 


KAY,  SMILE,"  commands  Donna  Dubinsky,  playfully  panning  the  room  with  a  thin, 
cool-looking  rectanguloid,  immediately  recognizable  as  a  handheld  organizer.  It  looks 
like  a  Palm  device — the  standard  in  handhelds  since  Dubinsky  and  its  inventor,  Jeff 
Hawkins,  introduced  the  pocket-size  device  four  years  ago,  then  watched  it  become  the 
fastest-selling  consumer  electronics  product  in  history. 

But  the  instrument  the  45-year-old  entrepreneur  is  pointing  at  her  guests  is  not  the 
Palm.  It  is  Visor,  son  of  Palm.  And  Visor  is  doing  something  its  parent  cannot:  take 


digital  photo.  Launched  less  than  a  year  ago,  Visor,  which  is  generally  cheaper,  simpler,  and  more 
:pandable  than  the  Palm,  is  also  taking  chunks  out  of  Palm's  market  share.  According  to  PC  Data, 
e  Reston,  Virginia-based  research  firm  that  has  been  tracking  this  horse  race,  Handspring's  share  of 
mdhelds  sold  in  retail  stores  leaped  from  1.5%  in  March  to  40.2%  by  July. 

That  partly  explains  why  the  mood  seems  giddy  these  days  at  Handspring's  Mountain  View, 
alifornia,  headquarters.  Dubinsky,  Hawkins,  and  Ed  Colligan,  formerly  the  vice  president  of  Palm 
omputing,  started  Handspring  in  July  1998  as  a  breakaway  from  Palm  overlord  3Com.  Visor's  market 
action  and  the  $200  million  July  initial  public  offering  landed  both  Hawkins  and  Dubinsky  on  the 
irbes  "400  Richest  People  in  America"  list.  At  the  same  time,  Fortune  magazine  placed  Dubinsky 
the  top  five  on  its  annual  "Power  50"  list  of  top  women  in  business.  But  more  important  than  their 
cond  huge  success,  "the  start-over"  (as  Colligan  calls  it),  is  the  grow- 
g  realization  that  the  best  product  this  team  has  turned  out,  even 

ter  creating  a  combined  $37  billion  in  stock  market  value  between  BY  ANDREW  FREIBURGHOUSE  AND  PATRICK  DILLON 

dm  and  Handspring,  may  be  the  team  itself.  PHOTOGRAPHY  BY  MARKHAM  JOHNSON 

Credit  Suisse  First  Boston's  August  8  Handspring  "buy"  report  spends 
full  page  extolling  the  trio,  including  this  assessment:  "As  the  visionaries 
lat  founded  Palm  Computing  and  built 
le  company  from  the  ground  up,  Hand- 
ling's management  team  has  a  proven 
ack  record  in  the  handheld  computing 
larket.  Their  shared  vision  for  the  hand- 
sld  market  is  not  to  be  taken  lightly." 
jconds  Mike  McGuire,  a  Gartner  Group 
lalyst:  "Educated  investors  are  going  to 
iok  to  [their]  track  record  and  capabili- 
es  as  much  as  their  current  products." 

"I  know  Jeff  Hawkins,  and  there's 
ne  thing  he  cares  about  and  that's  mak- 
ig  great  products.  But  Donna  can  do  all 
le  external  things  that  make  that  possi- 
le,  letting  Jeff  do  what  he  does  best," 
lys  Intuit  Chairman  Bill  Campbell,  who 
'as  Dubinsky's  boss  at  Apple  Computer 
efore  luring  her  to  join  him  at  Apple 
)in-off  Claris.  "In  today's  world,  there 

simply  no  way  you  can  be  a  CEO  if 
ou  can't  inspire  people.  Donna's  got 
lat,  and  the  financial  and  the  opera- 
onal  expertise  to  back  that  up." 

"I  have  tremendous  faith  in  these  peo- 
le,"  says  Rob  Haitani,  who  bolted  from 
aim,  where  he  was  a  project  manager,  to 
)in  his  former  colleagues  at  Handspring. 

IREE-LEGGED  STOOL  HANDSPRING  TRIO  JEFF 
AWKINS  (LEFT),  DONNA  DUBINSKY,  AND  ED 
OLLIGAN  RIDE  INDIVIDUAL  TALENTS  AND  DEPEND 
N  MUTUAL  SUPPORT  FOR  SUCCESS. 


"They're  extremely  bright,  energetic,  but  more  than  that,  they're  true  leaders.  I've 
learned  a  lot  through  the  years  that  leadership  matters.  After  working  for  them,  you 
can't  conceive  of  working  for  anyone  else." 

Praise  like  this  tempts  a  question.  Could  these  guys  be  headed  for  the  same  league 
as  legendary  Silicon  Valley  confederates  Hewlett  and  Packard;  Noyce,  Moore,  and 
Grove  of  Intel;  Jobs  and  Wozniak  of  Apple;  Warnock  and  Geschke  of  Adobe;  Yang 
and  Filo  of  Yahoo? 

"A  great  product  or  idea  is  no  longer  sufficient.  It  is  only  the  seed  crystal," 
answers  Benchmark  Capital  partner  Bruce  Dunlevie,  who  led  the  financing  of  Palm 
Computing  and  thus  contributed  to  the  birth  of  the  PalmPilot.  "If  you  can  bring 
together  all  the  other  disciplines,  you  then  have  a  formidable  team — a  complete 
package.  That's  what  these  guys  are.  Complete  packages  win  games." 

The  game  has  become  the  war  of  the  handhelds,  in  which  analysts  expect  to  see 
more  than  14  million  units  sold  next  year.  It  is  a  battle  Dubinsky,  the  Yale-educated 
daughter  of  a  scrap  metal  broker,  Hawkins,  the  son  of  an  eccentric  inventor,  and 
Colligan,  a  laser-sharp  marketer  who  masks  his  killer  instincts  with  hair-trigger 
laughter,  defined  with  the  PalmPilot.  They  now  intend  to  win  it  with  the  Visor. 

And  if  that  means  killing  Palm,  their  firstborn?  They  hope  it  won't  come  to  that. 
It  wouldn't  be  as  much  fun  as  they  seem  to  be  having  now.  "It's  so  much  easier  this 
time  around,"  says  Hawkins,  the  boyish  43-year-old  product  architect,  flashing  a 
Tom  Sawyer  grin  as  he  sits,  flanked  by  Dubinsky  and  Colligan,  at  a  white  oval  table 
in  his  second-floor  office. 

After  growing  by  more  than  119%  in  September  and  spiking  at  $81.25,  Hand- 
spring stock  has  settled  a  bit,  yielding  a  market  cap  of  around  $8.4  billion. 
Hawkins  continues,  "This  is  a  rubber  ducky.  We  know  how  to  build  handheld  com- 
puters and..."  Before  he  can  offer  his  second  point,  Dubinsky  eagerly  charges  in,  as 
each  is  wont  to  do  to  the  other,  Colligan  included.  "This  time  around,  we  have 
access  to  capital,"  she  says.  "We  have  access  to  people.  The  category  is  established; 
we  don't  have  to  argue  with  corporate  muckety-mucks." 

That  last  jibe  refers  to  the  trio's  dark  final  days  at  3Com.  When  the  giant  Santa 
Clara  networking  company  paid  $7.8  billion  for  U.S.  Robotics  in  1997,  banking  on 
the  Illinois  company's  robust  modem  business,  it  had  no  idea  that  a  diamond  in  the 
rough  was  being  thrown  into  the  deal.  Two  years  earlier,  with  her  fledgling  Palm 
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Computing  nearly  out  of  money,  Dubinsky  had  beseeched 
U.S.  Robotics  to  invest  $5  million  to  develop  a  modem  for  the 
first  version  of  the  PalmPilot.  U.S.  Robotics  went  a  big  step  fur- 
ther, purchasing  Palm  Computing  for  $44  million  in  stock  and 
then  allowing  the  company  to  run  independently.  When  U.S. 
Robotics  went  to  3Com,  Palm  was  pulled  along  for  the  ride. 

3Com  was  slow  to  recognize  the  Palm's  increasingly  vertical 
growth  trajectory,  focusing  instead  on  integrating  Palm  into  its 
global  strategy.  Rob  Enderle,  mobile  analyst  at  Giga  Informa- 
tion, sums  it  up:  "3Com  wouldn't  let  Palm  run  independently. 
Jeff  and  Donna  wanted  to  run  an  independent  company." 
Hawkins  remembers  his  own  frustration:  "We  were  working 
with  one  hand  behind  our  backs.  We  wanted  to  develop  new 
products  and  push  in  new  directions.  But  we  found  ourselves 
only  a  division  of  3Com,  a  big,  slow-moving  company." 

Dubinsky,  supported  by  Hawkins  and  Colligan,  pressed 
3Com  executives  to  spin  Palm  off.  There  were  numerous  delib- 
erations, but  the  outcome  was  always  the  same:  no 
dice.  "Finally,  after  one  last  plea,  I  got  up  from  the  table 
and  said,  'Okay,  I'm  going  to  have  to  resign,'"  Dubinsky 
recalls,  her  ice-blue  eyes  alight  with  the  memory.  "Then  I 
walked  into  Jeff's  office  and  told  him  the  news."  Recalls 
Hawkins,  "She  came  in  and  said,  'You 
just  quit.' " 

Both  Hawkins  and  Dubinsky  swear 
they  had  no  new  product  in  mind  when 
they  left  3Com  in  August  1998.  They  also 
knew  they  could  not  directly  recruit  any- 
one on  their  way  out  the  door  because  of 
a  standard  severance  agreement,  though 
within  hours  they  had  received  email 
applications  from  more  than  two  dozen 
colleagues,  and  people  were  lined  up 
outside  their  door.  "Honestly,  we  didn't 
know  what  we  were  going  to  do  at  the 
time,"  Hawkins  says.  "We  only  knew 
we'd  think  of  something." 

After  a  brief  chill-out,  Dubinsky  rented 
a  bungalow  in  Palo  Alto.  She  bought  a 
potted  plant,  borrowed  some  furniture, 
and  made  a  few  calls.  There  was  a  certain 
sense  of  deja  vu  but  also  a  new  perspec- 
tive. "This  time  around,  we  had  a  bigger 
refrigerator,  a  size  up  from  the  one  we 
had  with  the  early  days  of  the  Palm," 
Hawkins  says.  "We'd  had  a  lot  of  bad 
luck  the  first  time  around.  But  we  also 
learned  a  lot.  We  both  knew  how  to  get 
to  the  next  stop.  We  knew  how  to  make 
ourselves  a  little  luckier.  We  also  knew 
you  couldn't  force  luck  to  happen." 

Luck  happened  on  its  own.  Colligan 
called.  He  had  spurned  offers  of  CEO 
positions  with  other  companies.  He 
wanted  to  hang  with  the  group,  even 
volunteering  to  be  the  temporary  recep- 
tionist. With  him  came  eight  others,  all 
part  of  the  original  Palm  team.  "I  remem- 
ber, we  had  a  pizza  party  one  night  in 


August  1998,"  Dubinsky  says.  "We  didn't  have  enough 
chairs.  But  the  people  who  showed  up  said,  'We  don't  know 
what  you're  working  on,  but  whatever  it  is,  we  want  to  work 
with  you.' " 

Then  Hawkins  disappeared  —  just  as  he  had  when  he  went 
into  seclusion  to  invent  the  PalmPilot.  Dubinsky,  by  compari- 
son, was  anything  but  invisible.  Her  first  step  was  to  work  the 
phone  for  financing.  "It  wasn't  too  hard  this  time,"  she  says. 
The  top  brass  at  retail  outlets  Staples,  CompUSA,  and  Best  Buy 
agreed  to  meetings  even  before  they  knew  what  the  new  com- 
pany's product  would  be. 

Benchmark  partner  Dunlevie  was  in.  But  perhaps  a 
stronger  signal  came  from  John  Doerr,  venture  capital's 
cleanup  hitter,  who  had  backed  Netscape,  Amazon.com, 
Excite,  and  dozens  of  other  New  Economy  companies. 
"We're  thrilled  to  be  backing  the  Handspring  team,"  he 
declared  in  the  press  release  announcing  the  new  company. 
Added  Doerr,  who  had  poured  $75  million  into  a  misbegotten 
handheld  venture,  Go,  in  1996,  "We  missed  the  opportunity 
last  time,  when  this  team  sparked  the  handheld  computing 
revolution.  This  is  a  rare  second  chance  to  lead  the  next  gen- 
eration of  computing." 


BY  ANDREW  FREIBURGHOUSE 


IT'S  THE  ENGINEER'S  HOLY  GRAIL: 
my  machine  in  your  hand.  Hand- 
spring founder  and  chief  innova- 
tor Jeff  Hawkins  experiences 
that  thrill  every  day  of  his  life. 
Bright  minds  backed  by  big  dol- 
lars are  intent  on  unseating  him. 
If  no  one  can,  it  won't  be  for 
lack  of  trying.  Here's  a  partial 
list  of  those  that,  besides  Palm 
and  Handspring,  want  very 
badiy  to  land  in  your  hand. 

SONY  CUE 

the  SELL:  "Palm  Aptitude, 
Sony  Attitude" 
specialty:  "Memory  Stick" 
expansion  modules  can  support 
voice  recording,  digital  photog- 
raphy, and  assorted  other 
applications 

gripe:  Is  the  Palm  GS  robust 
enough  for  Sony,  the  ultimate 
multimedia  company? 

OPERATING  SYSTEM:  Palm 
PRICE:  $399 

See  it  at  www.sony.com/clie 

RESEARCH  IN  MOTION  (RIM) 

BLACKBERRY  957 

the  sell:  "The  Wireless 

Messaging  Solution  for  the 


Mobile  Professional" 
specialties:  National  telephony 
coverage;  easy  forwarding 
from  corporate  or  personal 
email  account 

gripe:  Must  type  messages  on 
a  tiny  keyboard  with  thumbs 
operating  system:  Proprietary 
PRICE:  $499 

See  it  at  www.rim.net/products/ 
handhelds 

HEWLETT-PACKARD 
JORNADA  548 

the  SELL:  "Everything  You 
Need  to  Effortlessly  Juggle 
the  Details" 

specialties:  Instant  synchron- 
ization with  desktop  PC;  color 
screen;  works  in  Excel  and 
Word;  lets  you  read  e-books 
gripe:  Still  not  as  easy  to  use 
as  the  Palm  OS 

OPERATING  SYSTEM:  VVinCE 
PRICE:  $549 

See  it  at  www.hp.com/jornada 

COMPAQ  IPAQ  H3650 

the  SELL:  "Your  Office  Now  Fits 
in  Your  Pocket" 

specialties:  Great-looking;  color 
screen;  works  seamlessly  with 


Excel,  Word,  and  Outlook 
GRIPE:  Extraneous  buttons 
complicate  use 

OPERATING  SYSTEM:  WinCE 
PRICE:  $499 

See  it  at  www.compaq.coi 
products/handhelds 

IBM  WORKPAD  C3 

the  sell:  "The  Palm  for  th 
Workplace" 

specialty:  IT  managers  like 
reliability  of  Big  Blue 
gripe:  Some  compatibility 
hassles  with  Windows 

OPERATING  SYSTEM:  Palm 
PRICE:  $399 

See  it  at  www.pc.ibm.com 
workpad 

NEOPOINT  1000 

the  sell  "The  SmartPhone 

Done  Right" 

specialties:  11 -line  screen 
display;  email  sync  with 
Outlook,  Lotus;  PDA  capabj 
include  1,000-name  contad 
list  and  schedule 
gripe:  Screen  still  a  little  S 

OPERATING  SYSTEM:  Propriej 
PRICE:  $199 

See  it  at  www.neopoint.ca 
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HANDSPRING 


Meanwhile,  a  holed-up  Jeff  Hawkins 
had  been  whittling  wood.  When  he 
emerged,  he  held  a  carved  block  of 
wood  similar  to  the  one  that  became  the 
PalmPilot  four  years  earlier.  The  big  dif- 
ference: a  slot  in  the  top  rear.  It  would 
enable  expandability,  and  it  would  be 
the  product's  sweet  spot.  Hawkins  and 
Colligan  named  the  slot  Springboard, 
hoping  it  would  make  the  new  hand- 
held device  —  which  Hawkins  called 
the  Visor — a  category  killer,  just  like  its 
forebear,  Palm. 

With  the  Springboard,  users  could  purchase  cheap  plug- 
and-play  Internet  appliances  and  components  such  as  pagers, 
remote  controls,  games,  and  audio  players — even  a  tiny 
device  to  convert  Visor  into  a  digital  camera.  There  was  talk, 
too,  of  converting  the  device  into  a  mobile  phone,  a  vision 
made  real  in  late  September. 

With  Visor's  rise  came  the  inevitable  speculation  that 
Hawkins,  Dubinsky,  and  Colligan  were  living  out  a  Greek 
tragedy  of  product  infanticide.  Like  Medea,  they  were 
willing  to  destroy  their  own  child  to  avenge  their  treatment 
by  Father  3Com. 

"Far  from  the  truth,"  Dubinsky  insists,  at  least  publicly, 
pointing  out  that  Handspring's  license  to  use  Palm's  operating 
system  commits  the  new  company  to  staying  in  the  Palm  fam- 
ily for  at  least  the  next  four  years.  Adopting  another  operat- 
ing system,  such  as  Microsoft's — now  that  would  have  been  a 
declaration  of  war,  she  says. 

But  a  more  cynical  view  is  that,  by  incorporating  the  Palm 
OS,  Handspring  may  just  be  staying  close  to  the  enemy.  The 
two  companies'  products  sit  side  by  side  on  retail  shelves,  and 
both  Handspring  and  Palm  are  openly 
battling  for  e-commerce  dominance . 

You'd  think  the  elbowing  would 
strain  relations  between  the  companies. 
But  not  to  hear  Michael  Mace,  chief 
competitive  officer  for  Palm,  tell  it.  "We 
have  a  very  cooperative  and  a  very  good 
relationship  with  Handspring,"  says 
Mace,  who  seemed  eager  to  put  in  a 
good  word  for  his  company's  chief  com- 
petitor. "Both  companies  have  common 
goals  of  making  handheld  computing 
universal  and  making  the  Palm  OS  the 
platform  handhelds  run  on.  Do  we 
compete  on  hardware?  Yes.  But  both  of  our  sales  are  going 
up,  and  neither  of  us  can  make  these  things  as  fast  as  they're 
flying  off  the  shelves." 

Still,  Enderle  at  Giga  Information,  who  covers  the  Palm- 
Handspring  scene  closely,  doesn't  buy  the  happy  talk.  "Palm 
is  absolutely  going  after  Handspring,"  he  says.  "There's  a 
level  of  aggravation  between  the  two  companies  that  we've 
not  seen  before.  The  potential  exists  for  this  to  be  a  big  mess. 
When  we  start  seeing  divergence  in  the  two  stock  prices  and 
the  market  quits  supporting  every  handheld  that  comes  out, 
there  will  be  trouble.  Believe  me,  when  I'm  at  Palm  and  my 
stock's  going  down  and  you're  at  Handspring  and  yours  is 


going  up,  I'm  not  going  to  be  very  coop- 
erative with  what  you  want  done." 

Handspring  didn't  start  out  as  much 
of  a  competitor  to  Palm.  In  fact,  it  wasl 
a  much  bigger  threat  to  itself.  The  com- 
pany's initial  product  launch  of  Visor 
made  Handspring  look  like  a  noncon- 
tender.  "We  were  planning  to  launch  in 
early  2000,"  Colligan  recalls.  "But  with 
our  own  experiences  in  putting  together 
manufacturing  partnerships,  we  actu- 
ally had  a  product  ready  to  go  by  fall I 
of  last  year.  So,  we  decided  to  push 
for  the  Christmas  season." 

E-commerce  was  nascent  and  immediately  red-hot  at  the 
time — not  the  retailer  valley  of  death  it  would  soon  become. 
After  some  heated  debates,  the  Handspring  team  decided  to 
go  for  it  and  sell  the  Visor  on  the  Web.  "We  had  a  terrific 
plan  and  a  terrific  front  door,"  Colligan  recalls.  "We  were 
all  pretty  excited  that  we  were  going  to  really  roll  this  thing; 
out."  But  what  Handspring  didn't  have,  and  it  soon  discov- 
ered, was  a  solid  back  end.  Orders  came  in,  but  Handspring 
couldn't  handle  them. 

"We  spent  all  of  October  through  December  with  all 
hands  on  deck,"  Dubinsky  recalls.  "Everybody  acted  as  cus- 
tomer service  representatives.  Some  people  were  really  out- 
raged. I  got  one  call  from  a  woman  who  said,  'Young  lady, 
put  me  in  touch  with  your  supervisor.'  I  started  to  look 
around  and  then  said,  'I  started  the  company.  I  am  the  super- 
visor.'"  Adds  Colligan,  laughing,  "We  got  good  feedback." 
Tense  weeks  passed  as  the  crew  labored  to  get  the  software 
glitches  fixed  while  filling  orders  manually.  Finally,  the  crisis 
was  resolved,  but  not  without  bringing  the  team  to  the  brink 
of  self  doubt,  though  not,  thanks  to 
the  entire  company's  efforts,  a  legacy 
of  customer  distrust. 

The  lesson  in  humility  seems  to  have 
done  the  company  nothing  but  good, 
with  the  Visor  steadily  gaining  market 
share  and  the  press  singing  the  manage- 
ment trio's  praises.  But  things  aren't 
going  to  get  easier.  For  starters,  there  is 
tougher  competition  from  Palm  in  the 
form  of  the  recently  launched  mlOO,  a 
cheaper  model  designed  to  blunt  Visor's 
charge  into  the  consumer  market.  Indeed, 
Palm's  end  run  initially  seems  to  be  pay- 
ing off,  upping  its  market  share  to  71.8%,  compared  to 
27.1%  for  Visor  in  August. 

But  the  Handspring  trio  and  their  backers  seem  to  be  tak- 
ing the  counterattack  in  stride.  "Another  metric  in  measuring 
the  strength  of  any  team  is  the  ability-to-ego  ratio,"  observes 
Benchmark's  Dunlevie.  "The  higher  the  ratio,  the  better  off 
you  are.  These  guys  are  collectively  off  the  charts.  Plus,  they 
have  demonstrated  success.  It  makes  pattern  recognition  eas- 
ier. They  even  finish  each  other's  lines.  I  like  that." 

For  their  part,  Hawkins,  Dubinsky,  and  Colligan  are  grate- 
ful to  be  considered  for  inclusion  in  the  pantheon  of  Silicon 
Valley's  great  management  teams.  "We  all  like  individual 
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How  business  becomes  e-business." 


The  great  e-business  shakeout  is  well  under  way.  For 
those  who  didn't  make  it,  our  condolences.  At  least 

the  end  was  quick. 

For  those  who  have  made  it,  who  broke  the  code  and 
figured  out  how  to  build  a  truly  viable  e-business,  our 

heartiest  congratulations. 

As  it  turns  out,  many  of  these  successful 
companies-including  the  majority  of  the  Fortune 
e-50-have  built  their  e-businesses  on  an 
exceptionally  strong  foundation. 

The  BEA  WebLogic-  E-Business  Platform.™ 

This  award-winning  set  of  innovative  software  and 
services  is  uniquely  designed  to  help  businesses 
rapidly  develop  and  launch  advanced  e-commerce 
initiatives.  It's  an  end-to-end  solution  that  includes 
rich  personalization  and  complete  B2B  integration. 
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e-commerce  software  is  measured. 
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other  successful  e-businesses.  Find  out  how  we  can 
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attention.  But  I  also  like  to  think  of  us  as  a  three-legged  stool," 
Dubinsky  suggests.  "Three's  a  stronger  balance.  It  means  that 
when  two  of  us  have  a  difference  of  opinion,  we  can  appeal  to 
another.  It's  a  steam-release  mechanism.  Obviously,  that  means 
we  all  respect  each  other,  even  though  we  may  not  be -equal." 

Says  Campbell,  who  asked  Dubinsky  to  sit  on  the  board 
of  Intuit,  the  world's  leading  electronic  personal  finance 
company,  "They're  a  perfect  complement  to  each  other  and 
neither  one  is  flamboyant  or  eager  for  the  limelight.  It's  an 
enormously  strong  business  marriage." 

Hawkins  furthers  the  case  by  tipping  his  head  toward 
Dubinsky  and  declaring:  "My  ideal  would  be  to  compare  us  to 
early  Intel.  The  guys  at  the  top — Noyce,  Moore,  Grove  — 
weren't  all  equal.  I  know  I  am  successful  because  of  Donna 
and  Ed.  I  would  never  or  could  never  be  a  CEO  of  a  company. 
I'm  always  operating  on  the  precipice  of  failure.  But  Donna 
has  demonstrated  that  she  can  run  a  company." 

"He's  seen  me  run  a  business,"  answers  Dubinsky,  who 
spent  almost  10  years  as  a  marketing  and  logistics  executive 
at  Apple  and  its  spin-off,  Claris,  before  joining  Hawkins. 
"But  I'm  also  pretty  clear  on  some  issues.  I'm  not  going 
to  overrule  Jeff  on  a  product  issue.  I  might  question  it.  But  I 
know  I  will  never  force  my 
opinion  on  him." 

"Jeff  has  an  amazing  abil- 
ity to  coalesce  technical 
ideas,"  Colligan  says,  "and 
he's  nerdier  by  a  long  shot 
than  either  of  us.  But  Donna 
also  kept  the  burn  rate  down 
at  Palm.  Without  that,  there 
probably  wouldn't  even  be  a 
handheld  market  today." 

In  fact,  the  two  agree  that 
Colligan,  who  is  credited 
with  making  Radius  Corp.  a 
brand  leader  in  Macintosh 
graphics,  imaging,  and  hard- 
ware development  during 
eight  years  as  vice  president 
of  strategic  and  product  mar- 
keting, may  possess  the  most 

all-around  skills  to  run  a  product  company,  a  compliment 
he  does  not  shy  from. 

"I  have  the  best  mix,"  he  says  with  a  signature  hearty 
laugh,  acknowledging  that  he  continues  to  get  feelers  from 
other  companies  for  CEO  jobs.  "That  makes  me  a  little  bit 
dangerous.  I'm  also  not  so  driven.  This  may  not  be  my  life- 
long dream.  But  still,  I  put  the  success  of  this  team  ahead  of 
any  individual  achievement." 

Is  there  a  danger  that  the  team  could  break  up?  Not  soon, 
they  say,  not  while  the  taste  of  success  is  still  delicious  and  the 
outcome  is  in  doubt.  But  Jeff  Hawkins  has  also  made  it  plain 
that  his  lifelong  ambition  is  to  pursue  research  that  could  lead 
him  to  the  headwaters  of  human  intelligence.  Eventually,  he 
will  return  to  that  intellectual  expeditior  For  the  time  being, 
though,  the  pleasure  of  each  other's  coi  -  in  the  trenches 
provides  all  the  collateral  they  can  use. 

T  he  most  immediate  dangers  reside  in  tru  t  panding  uni- 


verse of  competition,  one  that  reaches  beyond  rival  Palm.  Sony) 
for  example,  a  new  entrant  into  handheld  computing,  has  facec 
off  against  Handspring  with  Clie,  a  stylish  handheld  that; 
thanks  to  a  Springboard-like  "Memory  Stick"  slot,  boast} 
many  of  the  added  capabilities  offered  by  Visor,  including  digital 
music  and  photography.  "It's  hard  to  beat  Sony  at  marketing 
and  manufacturing,"  says  Bruce  Kasrel  at  Forrester  Research 
"The  Sony  product  could  be  a  big  hit  with  consumers." 

Meanwhile,  Microsoft's  OS  is  getting  better.  "Everyone 
should  be  very  afraid  of  anything  that's  version  three  front 
Microsoft,"  says  Matt  Sargent,  mobile  analyst  at  ARS.  "This 
is  version  two  and  it's  pretty  good,  so  next  time,  Iooh 
out."  Compaq's  Windows  CE-based  iPaq  handheld  has 
received  particularly  strong  reviews.  "The  iPaq  is  probablj 
the  best-looking  PDA  [personal  digital  assistant]  out  there," 
says  McGuire  at  Gartner  Group.  "People  seem  to  love  these 
things."  The  boxes  are  worthless,  though,  without  the  brain! 
and,  in  this  case,  we're  talking  about  the  much-malignec 
Windows  CE.  This  slimmer  version  of  Windows  has  been 
widely  derided  as  too  complex  for  such  a  simple 
machine.  Ironically,  the  complexity  and  heft  thai 
once  hindered  the  Redmond  giant's  offerings  maj 
be  the  main  selling  points  of  next-generation 
devices,  if  multimedia  applications  take  off  and 
PDAs  need  to  be  more  like  mini-TVs  with  Interne1 
access.  "Too  complex,"  in  such  a  world  woulc 
become  "more  robust." 

Kasrel  doesn't  doubt  that  Palm  can  morph  it: 
OS  to  accommodate  more  intensive  applications, 
but  he  admits  that  simplicity  and  slimness  are  the 
very  essence  of  the  Palm-based  devices.  "At  thi: 
point,  these  things  are  more  or  less  fancy  addres: 
books,"  he  says. 

Cell  phone  makers  such  as  Nokia  and  Ericsson 
also  are  moving  their  products  into  the  handhelc 
market,  enlarging  screens  and  adding  calendar 
phone  book,  and  other  functions.  It  seems  likeb 
that  the  two  markets  will  converge,  with  most  peo; 
pie  carrying  either  a  handheld  with  cell  phont 
capabilities  or  a  cell  phone  with  handheld  capabilities.  In  tha 
regard,  cell  phones  have  several  major  advantages,  including 
a  much  bigger  installed  base  of  users,  especially  in  Japan  anfl 
other  overseas  markets,  and  extensive  wireless  network  infra 
structures.  Hawkins  says  he  isn't  worried  about  handheld: 
being  vanquished  by  cell  phones.  "The  endgame  device  wil 
still  look  more  like  a  Palm  or  Visor  than  a  cellular  phone,"  h« 
says.  He  notes  that  voice  capabilities  (like  phone)  will  likel 
be  an  important  feature  but  refuses  to  elaborate. 

Dubinsky  insists  there  is  plenty  of  room  in  the  market  fo: 
Handspring  and  its  competitors.  "Wanting  to  be  the  biggest  i: 
pursuing  a  false  god,"  she  says.  "Wanting  to  be  an  innovator 
and  wanting  to  make  a  lasting  impact  on  people's  lives  is  truh 
what  building  an  important  personal  technology  is  about 
That's  what  I  want  to  do." 

For  once,  neither  Hawkins  nor  Colligan  finish  hei 
thought.  They  only  nod  in  agreement. 
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NEW 

WORLD 


e-business 

First  there  were  stock  prices  and  movie  times  online. 

Then  there  were  new  business  plans  and  bold  new  valuations. 

Now,  e-business  is  a  part  of  the  basic  DNA  of  every  business, 

regardless  of  size,  industry  or  sophistication.  Not  as  "Internet 

foray,"  but  as  broad  strategic  plan.  Not  in  lieu  of  business 

principles,  but  in  search  of  radically  new  business  results.  Not 

as  faddish  technology,  but  as  basic  business  infrastructure. 

The  hype  has  peaked, 

but  the  meaningful  change  has  just  begun. 


VI  E  PRO 

Dcable  design  sense  at  the  same  time  deserve  a 


C  OMPACT 
jD  ISC  ▼ 
;Who  could  have  pre- 
dicted that  magnetic 
storage  would  be  so 
magnificent  as  this 
1980  coinvention 
of  Sony  and  Philips? 


MB 


STREAMLINED 
locomotive  T 
In  1938  the  great  indus- 
trial designer  Raymond 
Loewy  gave  pure  power 
a  sleek  allure  that 
brought  sex  to  steam. 


PENTIUM 
microprocessor  ^ 
Intel's  1993  mini- 
masterwork  displays 
an  architecture  any 
Renaissance  city  might 
envy  and  has  made 
many  folks  richer  than 
the  Medicis. 


engineer 
rnack  made 
)hy  fast  and 
913,  but 
lolding 
t  sell 
-i  Cartier 
picked 
1933. 


PALM     V  ► 

Not  only  will  this  little 
handheld  computer 
let  you  run  your  life 
under  real  palms,  it 
delights  the  eye  as 
it  boggles  the  mind. 


A  K  -  4  7 
assault  rifle  T 

Designed  in  1947  by  Mikhail  Kalashnikov  for 
the  Soviet  army,  the  AK-47  is  still  the  weapon 
of  choice  for  troublemakers  both  right  and 
left.  Takes  a  licking  and  keeps  on  spitting. 


er  ▲ 

Apple  of 
bs'  eye 
n  but 
combined 
nd  brains. 


B  O  S  E    WAV  E 
radio  T 
In  1993  Dr.  Amar 
G.  Bose  managed 
to  cram  really 
big  sound  into  a 
really  small — and 
pretty  —  package. 


calculator  ▲ 
Euclid  would  have 
killed  for  one  of  these 
dazzling  little  devices. 
Since  its  appearance 
in  1972,  once-vexing 
math  is  easy  as  pi. 


NEW  BANDWIDTH 

NEW  WIRELESS 

NEW  STANDARDS 

NEW  DEMANDS 

NEW  EXPECTATIONS 

NEW  WORK 

[new  world] 


NEW  SERVERS 


IBM  (©server  x Series 

Affordable,  Linux-ready,  Inter-based  servers  with  mainframe-inspired  reliability  technologies. 

1U  rackable  server  I  up  to  2-way  Intel  Pentium"  III  processors  1  GHz  I  new  cable-chaining  technology  I  up  to  4GB 
memory  I  integrated  service  processor  I  hot-swap  drives  I  Light  Path  Diagnostics'"  I  runs  Linux,  Windows  2000  and 
Windows  NT"  I  Netfinity*-  Director "  management  software  I  the  x330  starts  at  84,426*  I  xSeries  models  start  at  $1,413° 


IBM  (©server  iSeries 

Fast  implementation,  high  performance  and  near-zero  maintenance  for  thousands  of  ready-to-run  business  solutions 

Sixth  generation  64-bit  chips  I  new  copper  and  SOI  technology  I  up  to  16GB  memory  I  up  to  4TB  disk  I  hot-plug  PCI  I 
1GB/s  high-speed  link  I  enterprise-class  Logical  Partitioning  (LPAR)  I  99.9+%  reliability  out  of  the  box  I  integrated 
operating  system,  middleware,  database  and  communications  for  high  psrformance  and  fast  ROI  I  1-year  warranty,  24x7 
onsite  service  I  the  iSeries  400  Model  820  starts  at  $34,925"  I  iSeries  models  start  at  $10,413' 


IBM  (©server  pSeries 

The  most  powerful,  technologically  advanced  UNIX  servers. 

RS64  IV  64-bit  processor  600MHz  I  16MB  L2  cache  I  6-,  12-,  18- or  24-way  configurations  I  up  to  873GB  hot-swap 
storage  I  supports  up  to  45TB  of  SSA  storage  I  4GB  SDRAM  expandable  to  96GB  I  IBM  AIX*  operating  system,  rated  #1 
by  D.H.Brown'-  I  the  p680  starts  at  $420,000'  I  pSeries  models  start  at  $13,599'° 


1  I 


IBM  (©server  zSeries 


Designed  for  up  to  99,999%  availability"  (down  just  5  minutes/year)  I  up  to  640-way.  clustered  with  up  to  2TB  memory  I 
integrated  cryptographic  coprocessors  yielding  64,000  SSLs/sec.';  I  automatic  system  resource  reallocation  I  runs  z/OS, 
Linux,  S/390' software  I  HiperSockets  @24GB/sec.  I  workload-based  software  pricing  I  as  low  as  $500  per  Linux  image'3 


(e)  server 


For  the  next  generation  of  e-business. 


:=~=,,  For  more  information  or  to  buy  direct,  go  to  ibm.com/eserver 


3ased  on  SPECweb99  benchmark  result  current  as  ot  9/20/00.  See  www.spec.org  for  details.  1  Certain  enablement  lees  may  apply.  1  Price  claim  based  on  z900  Configuration  for  Linux 
$1,200,000)  running  2500  separate  instances  of  Linux.  Storage  not  included.  See  www.ibm.comfeserver^series/linuxconfig  for  full  details  on  this  configuration.  '  IBM  list  price  for  xSeries  330 
nlodel  865411 Y  with  800MHz  processor,  256MB  memory  and  open  bay,  not  including  hard  drive,  operating  systems  or  other  options  '  IBM  list  price  for  xSeries  200  Model  847840X  with  800MHz 
>rocessor,  128MB  memory  and  open  bay.  not  including  hard  drive,  operating  systems  or  other  options  "  IBM  list  price  for  iSeries  400  Model  820.  FC  #2395.  uni-processor.  256MB  memory  and 
1.58GB  disk  1  IBM  list  price  for  iSeries  400  Model  270,  FC  #2422,  uni-processor,  256MB  memory  and  8.58GB  disk  •  Rated  #1  UNIX  operating  system:  D.H  Brown  Operating  Syst6..i  Scorecard, 
i/24/00. '-  IBM  list  price  for  pSeries  680  with  6  processors.  4GB  memory  and  9.1GB  disk  and  unlimited  user  license  for  AIX  4.3.3.'°  Special  price  available  only  through  ShoplBM  for  pSeries 
540  with  POWER3-II  375MHz  copper  chip,  1-way,  256MB  memory,  9.1GB  disk  and  unlimited  user  license  of  AIX  4.3.3."  Requires  available  Parallel  Sysplex'  technology. In  a  full  Parallel  Syspax 
:luster.  "  Price  claim  based  on  z900  Configuration  tor  Linux  ($1,200,000)  running  2500  separate  instances  of  Linux.  Storage  not  included.  See  www.ibm.com/eserver/zseries/lmuxconfig  for 
ull  details  on  this  configuration.  Actual  reseller  prices  on  all  systems  may  vary.  List  prices,  specifications  and  availability  may  change  without  notice.  IBM,  iSeries.  pSeries,  zSeries,  xSeries, 
Netfinity,  S/390,  Parallel  Sysplex,  AIX.  WebSphere,  Light  Path  Diagnostics.  Netfinity  Director  and  the  e-business  logo  are  trademarks  or  registered  trademarks  of  International  Business  Machines 
Corporation  UNIX  is  a  registered  trademark  of  The  Open  Group  Windows  and  Windows  NT  are  registered  trademarks  of  Microsoft  Corporation.  Intel  and  Pentium  are  registered  trademarks 
)f  Intel  Corporation  Linux  is  a  registered  trademark  of  Linus  Torvalds.  All  other  companies  or  products  are  trademarks  or  registered  trademarks  of  their  respective  companies.  ©2000  IBM 
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C  O  N  C  O  R  D  e 

Never  has,- the  dream 
of  flight  come  true 
more  elegantly.  Alas, 
one  crash  may  have 
the  doubly  tragic 
effect  of  grounding 
forever  the  most 
splendid  airplane 
of  all  time. 


225 


NEW 

THINKING 


A  new  world  demands  new  thinking. 

New  thinking  about  e-business  infrastructure  and 
new  thinking  about  servers-from  how  they're 
designed,  delivered,  integrated  and  supported  to 
how  they  are  assured  in  operation. 

Why?  Because  business  today  means  preparing, 
evaluating  and  adjusting,  every  day,  for  relentless 
change  and  unpredictable  growth. 

In  infrastructure,  this  new  world  means  breaking 
away  from  a  rigid  past  of  single  platforms,  closed 
standards,  and  integration  as  an  afterthought. 
It  means  embracing  and  championing  flexibility 
and  openness,  without  compromising  reliability. 

At  IBM,  it  means  an  entirely  new  breed  of  servers, 
built  from  the  ground  up  for  e-business. 

Introducing  IBM  (©server 

Servers  made  possible  by  new  IBM  innovations, 
legendary  mainframe-level  expertise,  acknowledged 
e-business  leadership,  and  a  commitment  to  create 
new  tools  to  meet  new  demands. 

This  is  not  about  a  few  more  megahertz.  This  is 
about  new  thinking  backed  up  with  new  actions. 


New  servers.  A  new  line  of  best-of-breed  servers, 
covering  every  platform  from  Windows'  2000  to  UNIX' 
to  Linux:  And  new  enhancements  to  WebSphere,  " 
IBM  e-business  software,  to  provide  web-enabled 
integration  across  35  application  environments. 

Superior  performance.  New  raw  power  and  cost- 
effectiveness  through  IBM  science,  like  the  30%  to 
40%  speed  gains  of  new  IBM  second-generation 
copper  chips  with  silicon-on-insulator  technology. 
Proof?  The  new  p680  server,  which  employs  both 
technologies,  is  the  fastest  Web  server  on  earth! 

Open  standards.  New  IBM  servers  are  built  to 
embrace  open  standards  like  Linux,  and  all  of  IBM  is 
ready  to  support  Linux.  Want  the  best  of  both  worlds? 
Match  the  flexibility,  aftordability  and  freedom  brought 
to  you  by  the  Linux  community  with  the  assurance  of 
IBM  service,  support  and  consulting  services. 

Capacity  on  demand.  Have  extra  capacity  on  hand, 
but  don't  pay  for  it  until  you  use  it.2  IBM  now  offers 
Capacity  Advantage— additional  internal  processors 
or  even  entire  servers  preinstalled  onsite,  ready  for 
activation,  24x7,  on  a  pay-as-you-grow  basis. 

Uptime  assurance.  High  availability  services  from 
IBM  can  help  assure  uptime  performance  on  new  IBM 
servers,  even  help  assure  uptime  across  applications, 
networks  and  entire  enterprises. 


NEW 

SCIENCE 

Power.  IBM  just  built  the  world's  fastest  computer,  Efficiency.  IBM  Memory  expansion  Technology 

capable  of  over  12  trillion  calculations/second—  doubles  the  capacity  of  server  memory.  Soon  you 

enough  power  to  process  an  online  transaction  from  can  cut  memory  costs  without  sacrificing  perfor- 

every  man,  woman  and  child  on  earth  in  one  minute,  mance,  or  increase  performance  at  no  extra  cost. 

Maximum  Linux. The  new  z900  server  can  run  thousands  of  Linux  images  simultaneously  as  virtual 
servers.  Ail  for  under  $500  an  image,  putting  it  among  the  most  cost-effective  Linux  servers  in  the  world.- 


PAR 


Product  Guide 


ARC 


A  brief  introduction 


to  four  old-timers 
at  Xerox  PARC 


Y  GARY  ANDREW  POOLE 

i  the  early  1970s,  in  a  beige  office  building  in  the  Palo  Alto  hills,  a  couple  hundred  or  so  scientists  launched  the  computer 
evolution.  The  mouse.  The  laser  printer,  SmallTalk  (the  object-oriented  programming  language  that  influenced  the  develop 
lent  of  C++  and  Java).  All  were  created  by  brilliant  scientists  at  Xerox's  Palo  Alto  Research  Center  (Xerox  PARC). 

But  as  the  years  went  by,  this  techno-sandbox  lost  its  luster.  (In  fact,  it's  rumored  to  be  for  sale.)  The  vast  majority  of  those 
cientists  —  including  Bob  Metcalfe,  who  went  on  to  found  3Com,  and  John  Warnock,  founder  of  Adobe — left  PARC  for  much 
reener  pastures.  Yet  some  decided  to  stay.  They  are  lifers — the  old-timers  at  PARC  who  presided  over  the  computer  revolu- 
on  but  reaped  little  reward.  Still  hidden  in  the  catacombs  of  obscurity,  they're  now  trying  to  create  the  next  revolution. 


»TEVE  PUTZ 

GE:  40 

T  PARC  SINCE:  1975.  (He  joined  while  in  high  school.) 

EHICLE:  1986  Jeep  Cherokee  with  133,000  miles  but  recently 

urchased  2001  Toyota  Prius  gas-electric  hybrid 

IIP  FACTOR:  Wears  Birkenstocks  (with  dress  socks);  likes  to 

lay  with  Legos  in  spare  time 

LAIM  TO  FAME:  Coinventor  on  four  patents 

RIEND  IN  HIGH  PLACE:  Tim  Berners-L.ee,  inventor  of  the 

Vor\d  Wide  Web 

iREATEST  HISTORICAL  MOMENT:  Taken  for  granted  now, 
he  invention  and  implementation  of  the  BITBLT  function 
or  efficiently  manipulating  bitmap  images.  This  made 
possible  user-interface  features  like  overlapping  windows 
nd  pop-up  menus. 


CURRENT  PROJECT:  Trying  to  make  better  software 
MISSED  OPPORTUNITY:  When  the  Web  was  just  an  idea,  and 
he  was  hanging  out  with  Berners-Lee,  Putz  gave  a  talk  at  the 
Web's  first  international  conference  in  Geneva.  Putz  was 
pushing  everyone  (and  not  everyone  was  enthusiastic)  to 
make  the  Web  interactive,  not  just  static  documents. 
WHY  HE  STAYS:  "PARC  is  a  special  place  with  rich  history, 
good  people,  and  a  promising  future." 

BILL  GATES,  HE'S  NOT:  "I've  always  tended  to  move  on  to 
something  else,  rather  than  capitalize." 

STAYING  PUT  REGRET  METER  (1  to  10  scale,  10  being  most 
regretful):  2 


r  >IEGELSEN 

AGE:  56 

AT  PARC  SINCE:  1970 
VEHICLE:  1968  Porsche  912 
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PARKED  AT  PARC 


HIP  FACTOR:  Office  filled  with  '70s-style  hanging  plants 
CLAIM  TO  FAME:  40  patents;  contributed  to  the  development 
of  the  laser  printer 

FRIENDS  IN  HIGH  PLACES:  Chuck  Geschke  and  John  Warnock 
at  Adobe,  Don  Scifres  at  SDL,  Tu  Chen  at  Komag 
GREATEST  HISTORICAL  MOMENT:  Saw  the  first  laser-printed 
document:  His  wife's  thesis  was  the  first  text  ever  to  be  writ- 
ten on  a  word  processor  and  printed  on  a  laser  printer. 
CURRENT  PROJECT:  "Precisely  moving  paper."  Using  air  jets 
fabricated  by  circuit  boards,  documents  are  transported  on 
hundreds  of  jets  of  air,  never  coming  in  contact  with  the 
machine  between  the  input  and  output  trays. 
DEFINING  QUOTE:  "I  change  my  center  of  expertise  every  three 
or  four  years,  so  I'm  always  finishing  off  something  and  starting 
something.  The  best  way  to  change  the  future  is  to  invent  it." 
WHY  HE  STAYS:  "Where  else  would  I  go?" 
BILL  GATES,  HE'S  NOT:  "My  net  worth  is  more  than  I  need. 
More  would  probably  make  me  feel  guilty  and  driven." 
STAYING  PUT  REGRET  METER  (1  to  10  scale):  1 

RICHARD  BRUCE 

AGE:  54 

AT  PARC  SINCE:  1982 
HIP  FACTOR:  Avid  surfer 

VEHICLE:  Splurged  on  a  1999  Explorer  because  his  1985  VW 
Vanagon — with  more  than  200,000  miles  on  it — broke  down 
CLAIM  TO  FAME:  More  than  20  patents 

FRIEND  IN  HIGH  PLACE:  Played  high  school  tennis  with  Dennis 
Ralston,  who  won  the  Wimbledon  doubles  title  at  the  age  of  17 
GREATEST  HISTORICAL  MOMENT:  Attempted  in  1992  to  com- 
mercialize a  pen-based  computing-based  "electronic  whiteboard" 
he  helped  develop  at  PARC.  The  company  he  started,  Lightworks, 
went  bankrupt,  at  which  time  Bruce  returned  to  PARC. 
CURRENT  PROJECT:  Applying  printing  technology  to  bio- 
technology, among  others 


WHY  HE  STAYS:  "PARC  provides  me  with  challenges  and 
stimulation.  At  PARC  we  are  serious  about  work  that  involves 
multiple  disciplines." 

BILL  GATES,  HE'S  NOT:  "I've  had  a  lot  of  opportunities  to 
leave  for  other  companies.  Some  have  been  very  successful 
and  some  not.  My  net  worth  would  have  been  a  lot  more 
with  the  former  and  a  lot  less  with  the  latter." 
STAYING  PUT  REGRET  METER  (1  to  10  scale):  3 


JOHN  SEELY  BROWN 

AGE:  Early  50s.  ("I'll  have  to  look  that  up,"  he  says,  being  coy.) 
AT  PARC  SINCE:  1978 

HIP  FACTOR:  Curriculum  vitae  is  13  pages  long 
VEHICLE:  BMW  R1100RS  motorcycle 
CLAIM  TO  FAME:  Four  patents 

FRIENDS  IN  HIGH  PLACES:  Eric  Schmidt,  Novell;  Pradeep 
Sindhu,  Juniper  Networks 

GREATEST  HISTORICAL  MOMENT:  Witnessed  the  invention  of 
the  worm  by  John  Shoch.  "This  was  the  seminal  idea  of 
computational  viruses  and,  ironically,  a  nearly  indestructible 
computational  system." 

CURRENT  PROJECT:  As  PARC's  chief  scientist  and  most  visible 
employee,  he  guides  PARC's  research,  serves  as  the  company's! 
leading  cheerleader,  and  makes  sure  he  helps  the  corporate 
bottom  line. 

DEFINING  QUOTE:  "I'm  particularly  interested  in  the  way  that 

the  new  digital  media  might  provide  us  a  chance  to  create  a 
true  culture  of  learning  in  our  country." 

WHY  HE  STAYS:  "Can't  imagine  a  better  place  to  create: 
and  learn." 

BILL  GATES,  HE'S  NOT:  If  he  had  cashed  in  on  his  non-PARC! 
opportunities,  his  "net  financial  capital  would  be  gigantic,  netl 
wisdom  probably  about  the  same,  net  happiness  less." 
STAYING  PUT  REGRET  METER  (1  to  10  scale):  0  » 
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Indian  Software 

for  the 


By  Dewang  Mehta 


AGE 


■  ^  ndia  has  undergone  an  "e"  transformation.  An  erstwhile  nation  of  snake  charmers,  India  is  rap- 
|  J  idly  becoming  a  nation  of  mouse  users.  The  dexterity  with  which  the  majority  of  Indian  software 
companies  handles  the  appendages  and  tools  of  the  computer  age  has  become  something  of  a  legend, 
and  Indian  talent  in  IT  is  earning  the  respect  of  the  country's  contemporaries  around  the  globe.  Whether 
coming  from  President  Clinton  or  software  luminary  Bill  Gates,  the  opinion  is  unanimous:  India  is  the 
engine  that  is  beginning  to  power  the  global  IT  industry. 

What,  then,  is  the  secret  mantra  that  Indian  software  companies  are  chanting  to 
achieve  such  great  heights? 

DEWANG  MEHTA,  India's  well-known  IT  guru,  analyzes  the  growth  of  the  Indian  soft- 
ware industry  along  with  its  implications  for  the  global  market. 


On  his  recent  tour  of  India, 
Bill  Gates,  chairman  and  chief 
software  architect  of  Microsoft, 
made  two  significant  remarks. 
One  was  that  India  was  already 
a  software  superpower.  The  other 
was  that  if  the  U.S.  has  gained  first- 
mover  advantage  in  software  prod- 
ucts, then  clearly  India  is  establ- 
ishing first-mover  advantage 
in  software  services. 


The  Indian  software  tigers  are  on  the  prowl, 
and  the  world  is  their  stage.  A  quick  look  at  the 
facts  and  figures  demonstrates  how  India  is 
increasing  competitive  advantages  for  corpora- 
tions around  the  world. 

•  In  the  year  2000,  the  Indian  software  indus- 
try should  earn  $6.3  billion  in  exports,  i.e.,  almost 
15%  of  India's  total  exports. 

•  Within  eight  years,  India's  software  industry  is 
expected  to  gross  $87  billion,  with  $50  billion  coming 
from  exports,  according  to  a  study  conducted  uy 
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McKinsey  &  Co.  and  the  National  Asso- 
ciation of  Software  &  Services  Compa- 
nies (NASSCOM). 

•  India's  universities  are  pumping  out 
122,000  engineering  graduates  a  year, 
and  the  number  reaches  nearly  1  million 
when  polytechnics  and  the  country's 
3,000  computer  training  institutes  are 
included.  The  number  of  engineering 
graduates  will  increase  to  500,000  per 
annum  by  2008. 

•  India's  English-speaking  scientific 
manpower,  in  terms  of  numerical 
strength  alone,  ranks  second  to  that  of 
the  U.S. 

•  The  IT  industry  in  India  will  employ 
an  additional  2.2  million  knowledge 
workers  by  2008. 

•  Out  of  only  34  companies  that  have 
achieved  Level  Five  on  the  worldwide 
quality-certified  Software  Engineering 
Institute  Capability  Maturity  Model  (SEI 
CMM),  18  are  listed  in  India. 

•  According  to  NASSCOM,  the 
market  cap  of  tech  stocks  in  India 
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including  the  Nasdaq  and  the  NYSE.  At 
least  20  more  companies  are  expect- 
ed to  be  listed  in  the  next  eighteen 
months.  More  than  203  Indian  soft- 
ware companies  have  established 
operations  in  the  U.S. 

During  1999  alone,  185  of  the  com- 
panies in  the  Forbes  1000  outsourced 
their  software  development  require- 
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has  grown  tenfold,  to  $55  billion, 
within  one  year. 

•  In  1999,  30%  of  Internet/e-com- 
merce  start-ups  in  Silicon  Valley 
were  created  by  entrepreneurs  of 
Indian  origin. 

Indian  companies  are  establishing 
an  identity  in  stock  markets  overseas, 
particularly  in  the  U.S.  As  of  Septem- 
ber, key  Indian  infotech  companies 
such  as  Infosys  Technologies,  Satyam 
Infoway  Ltd.,  Rediff.com,  VSNL  and  Sil- 
verline  Industries  were  already  listed 
on  prestigious  stock  exchanges. 


ments  to  India.  Included  in  this  list 
were  such  prestigious  name  brands  as 
General  Motors,  British  Airways,  Wal- 
Mart,  Coke,  General  Electric,  Ford, 
Sony,  Nokia,  Siemens,  United  Airways, 
Pepsi,  Boeing  and  Citibank. 

LIFE  BEYOND  Y2K 

During  the  last  three  years,  the 
successful  debugging  of  Y2K  by 
Indian  programmers  has  not  only 
helped  the  country  earn  a  hefty  $2.5 
billion  in  revenues,  but  has  also 
enabled  Indian  software  companies  to 


obtain  vital  repeat  orders  in  the  fields 
of  software  engineering,  software 
support  and  maintenance,  e-com- 
merce  solutions  and  IT-enabled  serv- 
ices, including  medical  transcriptions, 
call  centers  and  revenue  accounting. 
Today,  Indian  software  houses  are 
providing  sophisticated  solutions  for 
e-commerce,  mobile  Internet,  e-bank- 
ing,  telecom  software,  WAP,  e-CRM, 
SCM,  robotics,  embedded  software, 
microelectronics  design  and  software 
engineering,  among  others.  Undoubt- 
edly, the  proliferation  of  diverse  soft- 
ware services  from  India  is  a  testa- 
ment to  the  skills,  expertise  and 
experience  of  the  4  million  software 
professionals  working  in  India  today. 

ON  A  FAST  TRACK 

Bolstered  with  such  a  technically 
sound  resource  base,  the  Indian  soft- 
ware industry  has  grown  by  leaps  and 
bounds.  With  a  compounded  annual 
growth  rate  of  more  than  50% 
between  1992  and  1999,  the  Indian 
software  sector  expanded  almost 
twice  as  fast  as  the  U.S.  software 
industry  during  the  same  period, 
though  from  a  smaller  base.  India's 
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TCS  e-business  solutions.  Powering  you  ii 


In  the  e-world  no  one  talks  hours  or  minutes;  everything 
happens  in  seconds.  To  stay  one  step  ahead,  you  need 
someone  who  understands  exactly  where  you  want  to  go,  and 
how  to  get  you  there.  Like  TCS.  We  strategise,  architect 
and  implement  end-to-end  e-solutions  that  seamlessly 
integrate  with  your  enterprise  applications.  Enabling  you  to 


give  your  customers  the  power  of  anytime,  anywhere,  any 
device  e-business.  In  addition,  we  are  working  with  worldwide 
ICE  leaders,  to  extend  the  reach  of  the  internet.  No  wonder  we 
are  the  preferred  partners  of  top  corporations  worldwide. 
Email  us  at  <e-biz@usa-tcs.com>.  We'll  take  your  business  places. 
TCS.  Beyond  the  obvious. 
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software  industry  statistics  stand  as 
a  testimony  to  both  the  massive 
strides  achieved  by  this  sector  and  the 
opportunities  that  lie  ahead.  Accord- 
ing to  NASSCOM  estimates  for  the 
fiscal  year  1999-2000,  the  country's 
software  industry  is  worth  $5.7  billion, 
up  from  $50  million  10  years  ago. 
NASSCOM  predicts  that  the  best  is 
yet  to  come.  Out  of  a  total  revenue  of 
$5.7  billion  for  the  fiscal  year  1999- 
2000,  software  export  figures  crossed 
the  $4  billion  mark,  while  the  domes- 
tic software  market  fetched  revenues 
of  approximately  $1.7  billion.  A  study 
conducted  by  renowned  consultancy 
firm  McKinsey  &  Co.  for  NASSCOM 
predicts  an  $87  billion  gross  for  the 
Indian  software  industry  in  2008,  with 
$50  billion  coming  from  exports. 

A  number  of  Indian  software  com- 
panies are  making  tremendous 
strides  in  the  software  exports  mar- 
kets. Take  Ramco  Systems  of  Chen- 
nai  (Madras),  which  has  been 
labeled  a  "role  model  for  the  Indian 
software  product  developer  commu- 
nity" by  software  guru  Bill  Gates. 
Ramco  started  out  in  the  mid-90s  as 
an  ERP  product  company  and  has 
since  evolved  into  an  enterprise 
solutions  provider  with  a  portfolio  of 
products  and  services  targeted  at 
the  e-commerce  and  emerging  c- 
commerce  (collaborative  commerce) 
market.  Today,  Ramco  solutions  run 
at  over  650  customer  locations 
worldwide  at  companies  like  Intel, 
Swatch,  NEC,  Indian  Airlines  and 
Hyundai.  Ramco  also  offers  project- 
based  services. 

E-COMMERCE  SOLUTIONS 

A  number  of  Indian  software  com- 
panies have  emerged  under  the  new 
dot-com  avatar.  These  companies 


have  added  to  their  repertoire  of 
skills  by  including  e-business/ e-com- 
merce solutions  and  expertise,  which 
are  currently  the  hottest  and  most 
"in-demand"  services  in  both  over- 
seas and  domestic  markets.  The 
most  important  fallout  of  the  e-com- 
merce revolution  has  been  the  influx 
of  global  majors  into  India  to  out- 
source key  software  development 
projects  in  the  areas  of  legacy  to 
Web,  interactive  architectures,  ASPs, 
B2B,  B2C,  B2G,  B2E,  exchanges  and 
e-marketplaces,  Web  design  and  con- 
tent development. 

A  company  that's  making  waves  in 
the  e-commerce  segment  is  Tata  Con- 
sultancy Services  (TCS),  a  highly 
experienced  name  on  the  e-business 
side,  and  one  that's  becoming  syn- 
onymous with  high-quality,  cutting- 
edge  e-commerce  solutions.  India's 
number  one  software  company  in 
terms  of  revenue  and  a  leader  in  the 
export  arena,  TCS'  experience  in  a 
large  number  of  business  domains  and 


diverse  technologies  places  it  in  a 
strong  position  to  deliver  custom- 
made,  end-to-end  e-business  solutions. 
The  company  strategizes  and  imple- 
ments solutions  that  seamlessly  inte- 
grate with  enterprise  applications, 
enabling  customers  to  access  the 
power  of  any  e-business.  TCS  has 
alliances  with  Broadvision,  E-Piphany 
and  OpenSite  for  e-commerce  and 
Internet  services.  The  company's  e- 
business  offerings  comprise  e-com- 
merce and  Internet  services,  Enter- 
prise Resources  Planning  (ERP), 
Customer  Relationship  Management 
(CRM),  Supply  Chain  Management 
(SCM),  Business  Intelligence  (Bl)  and 
enterprise  applications.  With  more 
than  15,000  software  professionals, 
TCS  works  on  various  platforms  with  a 
who's  who  of  worldwide  ICE  leaders. 
"TCS  offers  strategic  advice  on 
improving  a  company's  business 
processes,  along  with  how  to  subse- 
quently implement  the  solution  and 
manage  it,"  says  S.  Ramadorai,  the 
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dynamic  chief  executive  officer  of 
TCS.  Such  capabilities  allow  TCS  to 
focus  on  its  customers'  problems 
based  on  their  unique  needs.  On  the 
ERP  front,  TCS  offers  comprehensive 
services  at  all  stages  of  the  ERP  life 
cycle,  including  enterprise  visioning, 


viding  infrastructure,  application  and 
process  support. 

Yet  another  Indian  software  house 
that  is  becoming  synonymous  with 
state-of-the-art  e-commerce  solu- 
tions —  including  Web-based  appli- 
cations and  services  —  is  that  of 


start-ups  and  established  dot-coms, 
as  well  as  a  number  of  brick  and 
mortar  enterprises.  Some  of  its 
clients  include  U.S. -based  compa- 
nies like  Procter  &  Gamble,  Soft- 
bank, Apple  Vacations,  iSyndicate 
and  PointSpeed,  European  compa 
nies  like  Eyestorm,  the  Chinese 
company  Zhaopin  and  the  Middle 
Eastern  division  of  IBM.  The  soft- 
ware house,  which  began  operations 
in  1996,  has  enjoyed  rapid  growth. 
Capital  funding  was  provided  by 
eVentures,  an  incubator  formed  as  a 
joint  venture  between  Softbank  of 
Japan  and  News  Corp.  The  compa- 
ny's strengths  lie  in  its  complemen- 
tary set  of  skills,  which  feature 
strategy  consulting,  technology 
implementation,  creative  design,  a 
structured  methodology,  a  reusable 
component  framework,  scalable 
infrastructure,  a  cost-effective  on- 
site/offshore  delivery  model  and 
technology-neutral  solutions  with  the 


ability  to  develop  software  using 
multiple  platforms  and  tools.  Its 
offerings  are  delivered  within  well- 
defined  components,  either  inde- 
pendently or  sequentially  depending 
on  the  client's  preference.  These 
components  are  eBusiness  Strategy 
(business  modeling,  Internet  strate- 
gy), eBusiness  Design  (visuals,  infor- 
mation architecture,  copywriting), 
eBusiness  Development  (complete 
software  development),  eBusiness 
Promotion  (online  branding,  audi- 
ence traffic  management)  and  eBusi- 
ness Management  (ongoing  mainte- 
nance). Recently,  NetAcross  created 
ripples  in  the  Indian  IT  industry  when 
it  announced  its  merger  with 
Mumbai-based  e-solutions  provider 
Online  Solutions.  Out  of  this  merger 
has  come  NetAcross  Online  Solu- 
tions, a  leading  e-business  consult- 
ing firm  with  over  383  professionals. 
Operating  out  of  offices  in  New 
Delhi,  Mumbai,  New  York,  San  Jose, 
London,  Dubai  and  Singapore,  the 
company  provides  end-to-end  Web 
solutions  for  clients  worldwide. 

INDIA'S  SOFTWARE  SKILLS: 
MANY  TAKERS 

No  longer  limited  to  Web-based 
applications,  India's  software  titans 
are  now  supplying  virtually  everything 
—  from  animation  for  Hollywood  films 
such  as  The  King  and  I  to  the  3D 
imagery  used  in  flight  simulators  by 
Airbus  Industries.  On  the  networking 
side,  Indian  companies  are  creating  a 
number  of  products  for  foreign  corpo- 
rations, including  everything  from 
browsers  used  in  wireless  phones  to 
e-commerce  Web  sites.  Apart  from 
revenues  and  profit,  another  signifi- 
cant indicator  of  the  country's 
infotech  success  lies  in  the  industry's 


INDIA'S    SOFTWARE    TITANS    ARE  NOW 
SUPPLYING  EVERYTHING  FROM  ANIMA- 
TION FOR  HOLLYWOOD  FILMS  TO  3-D 
FLIGHT  SIMULATOR  IMAGERY  • 
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best  practices  evaluation,  gap  analy- 
sis, package  selection,  prototype 
development,  organization  design  and 
data  conversion  and  migration.  TCS' 
alliances  include  SAP,  Baan  and 
Oracle.  The  company  has  emerged  as 
a  one-stop  outsourcing  partner,  pro- 


NetAcross,  headquartered  in  New 
Delhi.  NetAcross  focuses  on  empow- 
ering businesses  through  its  start-up 
incubator  solutions,  as  well  as  its 
internationally  acclaimed  Internet 
growth  and  enterprise  solutions. 
NetAcross'  client  list  covers  Internet 
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•  An  SEI-CMM  level  4  Company  and  ISO  9001 
certified 

•  Global  presence  with  20  overseas  offices. 

•  On-site  development  centers  at  New  Jersey  - 
USA  Ascot  -  UK,  Singapore  and  Abu  Dhabi  - 
UAE. 

•  A 1 700  strong  professional  team  with  over  8000 
person-years  of  project  experience. 

•  Portfolio  of  Bluechip  Clients  includes  Fortune 
500  Companies  like  AT&T,  Computer  Associates, 
CISCO,  Computer  Science  Corporation, 
Deutsche  Bank,  MSAS  Global  Logistics, 
Parametric  Technology  Corporation,  etc 

•  Strategic  tie-ups  with  global  IT  giants  like  IBM, 
Oracle,  BEA  Systems,  Siebel,  and  many  more. 
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market  capitalization  figures.  Surveys 
show  that  the  market  capitalization  of 
dot-com  companies  jumped  from  $4 
billion  in  January  1999  to  $55  billion 
in  September  2000.  As  international 
clients  line  up  to  capitalize  and  lever- 
age on  Indian  software  expertise,  ana- 
lysts are  beginning  to  predict  that  the 
software  export  statistics  being 
touted  by  the  McKinsey/NASSCOM 
report  will  in  fact  be  realized. 

Even  international  leaders  don't 
seem  to  tire  of  exalting  India's  soft- 
ware expertise.  President  Clinton  —  a 
self-confessed  admirer  of  the  Indian 
software  sector  —  talks  incessantly 
about  the  country's  software  skills  and 
growing  power  in  the  global  market. 
Software  has  also  become  the  driver 
for  bilateral  relations  between  New 
Delhi  and  Washington.  During  Presi- 
dent Clinton's  visit  to  India  earlier  this 
year,  software  proved  to  be  a  common 
thread  during  crucial  talks  between  the 
two  countries.  Software  mogul  Bill 
Gates  has  immense  faith  in  India's  soft- 
ware capabilities.  Referring  to  India  as 
an  IT  "powerhouse"  during  a  visit  last 
September,  Gates  is  prepared  to 
strengthen  ties  with  India's  software 
bigwigs.  Collaborations  with  Indian 
software  leaders  aside,  Microsoft  has 
been  increasing  its  investments  in  the 
software  development  facility  that  the 
corporation  founded  in  the  south  Indian 
city  of  Hyderabad.  Alternatively,  Indian 
companies  are  setting  up  their  own 
subsidiaries  in  the  U.S.,  Europe  and 
Japan.  Today,  over  203  Indian  software 
companies  have  established  bases  of 
operation  in  the  U.S.  This  has  helped  in 
bringing  these  companies  closer  to 
their  U.S.-based  customers. 

One  such  company  is  Majesco  Soft- 
ware, Inc.  A  subsidiary  of  Mastek,  a 
$57.5  million  global  software  services 


Now  you  can  give  your  business  some  bite.  With  solutions  that  go 
beyond  the  ordinary.  That  leverage  emerging  technologies  while  optimizing 
and  transforming  legacy  applications.  That's  the  power  of  M.  Translating 
technology  projects  to  business  wins.  Adding  value  via  our  architecture 
practice,  domain  expertise,  certified  quality  process,  strong  development 
bandwidth  and  creative  engagement  models. 

But  these  are  just  some  of  our  strengths.  We  believe  in  adding 
empathy  to  our  expertise.  We  believe  that  our  core  competence  lies  in 
building  bridges  between  clients  and  consumers,  between  existing  systems 
and  new  technologies,  between  older  distribution  channels  and  new 
generation  ones,  between  onsite  and  off-shore  teams. 

Not  surprisingly,  we  have  acquired  a  premium  client  base  that  includes 
giants  in  financial,  retail,  logistics  and  technology  industries. 

So  when  would  you  like  to  sink  your  teeth  into  the  future? 
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Interactive  Integrators 

www.mphasis.com 


Architecture  &  strategy  •  Delivery  of  3rd  generation  e-Solutions 
transformation  of  legacy  applications  •  Co-sourcing  and  more  ... 

For  the  Financial,  Retail,  Logistics  6k  Technology  verticals. 
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organization,  Majesco  has  been 
catering  to  an  international  set  of 
clients  from  its  home  base  in  Silicon 
Alley  for  over  a  decade.  Majesco/ 
Mastek  features  well-equipped  offshore 
facilities,  ISO  9001  and  SEI  CMM  Level 
Five-certified  software  development 
processes  and  a  team  of  over  1,000 
highly  skilled  employees.  In  a  world 
where  no  more  than  20%  of  software 
projects  get  delivered  on  time,  Majesco 
improved  its  on-time  delivery  record 
from  89%  in  1999  to  94%  in  2000  while 
still  managing  to  maintain  its  world- 


CRM  application  integration  services 
include  implementation  and  integration 
of  products  from  leading  vendors,  includ- 
ing BroadVision,  Clarify,  Siebel  and  Van- 
tive.  Witb  an  already  impressive  track 
record,  Majesco/Mastek  is  a  company 
to  watch  out  for  in  the  future. 

Yet  another  software  company  from 
India  that  has  carved  a  niche  for 
itself  is  DSQ  Software  Limited.  Estab- 
lished in  1992,  DSQ  is  one  of  India's 
leading  software  companies  and  is 
counted  among  the  top  20  compa- 
nies in  the  world  to  be  assessed  at 
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class  standards  and  generate  substan- 
tial value  for  its  clients.  A  pioneer  in  the 
field  of  third  generation  offshore  out- 
sourcing, Majesco  provides  lifetime 
application  management  services  cov- 
ering new  development,  applications 
integration  and  maintenance/enhance- 
ment of  front-office  applications,  includ- 
ing CRM,  eCRM  and  e-business  appli- 
cations. While  the  first  and  second 
generations  of  offshore  outsourcing 
were  essentially  driven  by  cost,  avail- 
ability and  throughput,  third-generation 
outsourcing  is  driven  by  the  additional 
factor  of  time-to-market.  Majesco's 


SEI  CMM  Level  Four.  Moreover,  it 
was  the  youngest  Indian  company  to 
obtain  the  ISO  9001  Certification. 
DSQ  enjoys  a  market  capitalization  of 
over  $1  billion.  The  company's  equity 
partners  include  Bank  of  America  and 
Credit  Suisse  First  Boston.  Head- 
quartered in  Chennai,  DSQ  serves  a 
global  clientele  through  its  develop- 
ment centers  and  business  offices  in 
the  U.S.,  U.K.,  Germany,  Netherlands, 
UAE,  Japan,  Singapore,  Australia  and 
New  Zeaiand,  apart  from  multiple 
locations  throughout  India.  DSQ 
meets  the  diverse  requirements  of  its 


customers  through  its  global  team  of 
over  2,000  skilled  software  profes- 
sionals armed  with  state-of-the-art 
resources.  Over  the  last  six  years, 
DSQ  has  accumulated  over  8,000 
person-years  of  experience  in  exe- 
cuting software  projects. 

QUALITY:  THE  MAGIC  MANTRA 

Outsourcing  software  requirements 
depends  mostly  on  quality  of  servic- 
es, and  quality  has  emerged  as  the 
hallmark  of  the  Indian  software 
industry.  It  was  in  1994  that  Edward 
A.  Gargan  first  reported  in  the  New 
York  Times  that  the  Indian  software 
industry  was  breaking  new  ground 
with  a  software  unit  in  Bangalore 
that  had  earned  the  SEI  CMM  Level 
Five  certification.  Since  then,  the 
quality  and  maturity  of  the  Indian 
software  industry  has  been  proven 
again  and  again.  Of  the  top  300 
Indian  software  companies,  170  have 
already  acquired  ISO  9000  certifi- 
cation. And  whereas  in  June  of  2000 
only  34  companies  in  the  world  had 
acquired  the  SEI  Level  Five  certifica- 
tion, 18  were  located  in  India. 

Among  those  in  the  software  indus- 
try that  have  earned  a  reputation  for 
providing  high-quality  solutions  is  NUT 
Limited.  A  leading  Indian  software 
exporter,  Nl IT  has  positioned  itself  as 
a  global  e-business  solutions  corpo- 
ration. The  company  recorded  sales 
of  $238  million  for  the  year  as  of 
March  31,  2000.  with  nearly  half  of 
its  revenues  coming  from  overseas 
operations  in  30  countries.  N I  IT'S  e- 
commerce  products  —  NIITePayserv- 
er,  NIITeMart,  NIITePortal,  NIITeSer- 
vice  and  NIITeProcurement  —  enable 
its  customers  to  receive  cost  effec- 
tive e-commerce  solutions.  In  the  last 
year,  NIIT's  focus  on  e-commerce 


Maybe  it's  time 
you  discovered 
a  Silicon  Valley 
of  your  own. 

Leading  corporations  in  21  countries  already  have, 
and  you  can  too. 


Our  eBusiness  solutions  are  developed  with  reusable 
components,  complete  life-cycle  productivity  tools  and 
an  enterprise  learning  architecture.  This  helps  reduce 
cycle  times  and  gets  your  business  connected ,  faster. 

NUT  is  one  of  the  first  12  companies  worldwide  to  be 
assessed  at  SEI-CMM  Level  5  -  the  highest  level  of 
maturity  in  software  development  processes,  against 
SEI-CMM  framework.  Our  ability  to  provide  the  highest 
quality  software  solutions  has  already  delivered  results 
for  organizations  such  as  Checkfree,  British  Airways, 
Toshiba,  SEI  Investments  to  name  a  few.  NIIT's 
reputation  as  dependable  software  partner  is  built  on 
innovative  learning  techniques,  delivering  robust 
solutions  across  continents  for  wide  ranging 
applications. 


With  commitment  to  research  and  creation  of 
intellectual  capital,  backed  by  our  exacting  standards, 
working  with  us  is  like  having  a  Silicon  Valley  of  your 
own. 

In  other  words,  if  you  need  quality  solutions  on  a  large 
scale,  (and  fast)  contact  Rajeev  Katyal  at 
rajeevk@niit.com.  To  discover  a  whole  new  world  for 
yourseif,  log  on  to  www.niit.com. 

HYim  Software 
1111 1  Solutions 

Assesed  at  SEI-CMM  Level  5 


NIIT  (USA)  Inc.,  1050,  Crown  Pointe  Parkway.  #900,  Atlanta,  GA  30338 
Atlanta  •  London  •  Delhi  •  Singapore  •  Sydney  •  Tokyo 


RediffuMon-DYerR/Del/NIIT/308 
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solutions  —  which  comprise  e-busi- 
ness solutions  with  e-transformation 
and  e-knowledge  solutions  —  has 
led  to  a  four-fold  growth  in  e-rev- 
enues  for  the  quarter  ending  June 
30,  2000.  Moreover,  these  same  e- 
revenues  count  for  nearly  38%  of 


Japan,  Check  Free,  the  U.S. -based 
Ashton  Tate  Group  and  Lucent  Tech- 
nologies, Ary  of  the  Middle  East, 
Leigh  Marden  of  Australia  and  a 
host  of  clients  in  Singapore,  includ- 
ing the  Singapore  Inland  Revenue 
Authority  and  the  Singapore  Sports 


WHEREAS  IN  JUNE  OF  EODD  ONLY  3M  COMPA- 
NIES IN  THE  WORLD  HAD  ACQUIRED  THE 
SEI  LEVEL  FIVE  CERTIFICATION-, 
Ifl  WERE  LOCATED  IN  INDIA. 


((to))) 


the  company's  total  revenues.  NUT 
was  one  of  the  first  12  companies 
worldwide  to  be  assessed  at  the  SEI 
CMM  Level  Five,  the  highest  level  of 
software  process  maturity.  The  com- 
pany features  a  vast  base  of  satis- 
fied clients,  including  names  such 
as  Misys  of  the  U.K.,  NTT  Data  of 


Council.  The  NUT  has  endeavored  to 
create  an  environment  that  enhances 
employee  satisfaction  levels.  With 
innovative  HR  policies  and  its  attrac- 
tive ESOP  option,  NUT  is  steadily 
increasing  its  knowledge  assets  in 
order  to  build  up  an  even  greater 
base.  The  company  now  operates  in 


collaborative  commerce, 
marryan 

Indian. 

India's  leading  enterprise  solutions 
provider  is  looking  for  partners. 

Interested?  Be  a  part  of  Romeo  ValueNet. 
Meet  us  at  a  city  near  you. 

18  Jan-New  York 
22  Jan-Chicago 


24  Jan-Houston 
26  Jan-Boston 


29  Jan-Frankfurt 
31  Jan-London 
02  Feb-Zurich 


Our  Enterprise  solutions 
now  run  in  over  650  customer  locations. 
Our  clients  include  Intel,  Sunkist, 
Swatch  and  Migros,  to  name  a  few. 


WM 


RAMCOD 


Visit  us  at  www.romco.com/valuenet 
E-moil:  webquery@rsi.ramco.com 


etter,  longer  lasting  enterprise  solutions  and  services 


CONTACT:  USA:  Kamesh  Romomoorthy,  Tel.  (609)  620  4825,  620  4800. 
igole  fel.  (020)  8901  7355,  8901  4075.  GERMANY:  S.  Ketharaman,  Tel.  (69)  66  55  44  85 
SWITZERLANi>  Hans-Peter  Jacobi,  Tel.  (61)  205  2525. 


over  30  countries  and  has  more  than 
4,200  employees. 

Yet  another  quality  vendor  from  India 
is  Global  Tele- Systems  Limited  (GTL). 
This  rapidly  growing,  international  IT 
consulting  and  software  services 
provider  has  established  its  credentials 
in  a  very  short  span  of  time.  Today,  GTL 
has  the  distinction  of  serving  world  busi- 
ness leaders  like  Sony,  Enron  Corpora- 
tion and  GE  Information  Systems.  GTL's 
facility  at  Mahape  in  Mumbai  is  an  off- 
shore software  development  center  that 
provides  timely,  high-quality  services  to 
all  of  GTL's  international  offices.  These 
services  include  telecom,  Internet  serv- 
ice providers,  value-added  programs, 
computer  telephony  integration  (CTI) 
solutions,  Internet  solutions,  electronic 
data  interchange  (EDI),  software  prod- 
uct development,  customized  software 
development  services,  IT  consulting  and 
system  integration.  GTL's  well-defined 
methodology  and  stringent  quality  con- 
trol measures  (the  company  is  ISO 
9001-certified)  ensure  timely,  cost- 
effective  and  quality  solutions,  tailored 
for  each  customer's  specific  require- 
ments. The  software  and  Internet 
branches  of  GTL  have  successfully  exe- 
cuted several  major  technology  proj- 
ects, having  provided  software  solutions 
for  telecom  networks,  Web-enabled  sys- 
tems, e-commerce,  payment  gateways, 
client/server  relations  and  Universal 
Information  Kiosk  management  systems 
for  domestic  and  international  clients. 
Apart  from  e-business  applications  and 
e-epmmerce  services,  GTL  manages 
over  600  dedicated  Internet  services.  IT 
has  also  set  up  13  Internet  Data  Cen- 
ters with  state-of-the-art  facilities.  This 
approach  has  made  GTL  an  end-to-end 
e-business  solutions  company,  one  that 
is  actively  building  its  e-business  plat- 
forms with  a  formidable  client  base 
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comprising  the  top  300  of  the  world's 
major  corporations. 

LARGE  POOL  OF  PROFESSIONALS 

Today,  India  serves  as  a  beacon  for 
software  customers  on  account  of  its 
solid  base  of  skilled  manpower.  The 
advantages  offered  by  this  labor  pool 
can  never  be  overemphasized.  As  of 
March  2000,  India  had  over  340,000 
employed  software  professionals, 
including  dot-com  personnel.  Every 
year,  73,000  to  85,000  out  of  a  total  of 
122,000  new  engineers  are  ready  to 
join  the  software  industry.  Some 
migrate  overseas  or  join  end-user  organ- 
izations. Most  of  these  technical  work- 
ers are  being  supplied  by  educational 
institutions  and  polytechnics  like  the 
prestigious  Indian  Institutes  of  Tech- 
nology (NTs).  In  addition,  thousands  of 
graduates  from  private  institutes  are 
also  available.  As  per  NASSCOM's 
"Operation  Knowledge,"  India  will 
increase  its  annual  output  of  new  engi- 
neers to  nearly  500,000  by  2008.  The 
coming  of  age  of  private  sector  com- 
puter education  also  has  helped  the 
country  bolster  the  technical  prowess 
of  its  manpower  base.  Today,  computer 
training  is  provided  both  in  the  class- 
room and  on  the  Internet.  Concepts 
such  as  e-learning  and  distance  learn- 
ng  are  therefore  becoming  accepted  as 
new  and  effective  ways  of  imparting  IT- 
Dased  training.  A  host  of  Indian  soft- 
ware companies  have  begun  to  offer 
education  on  the  Internet. 

INFRASTRUCTURE: 

rHE  STRENGTHENING  LINK 

The  Internet  has  become  an  integral 
3art  of  the  Indian  software  business, 
["his  is  evident  from  its  frequent  usage 
or  software  development  and  deliv- 
ery. The  delivery  of  information 


In  an  industry  where  less  than  20% 

of  software  applications  are  delivered  on  time, 


ajesco  improved  its  on-time  delivery  record 
from  89%  in  1999  to  94%  in  2000. 


There's  more  to  outsourcing  than  just  sending  in  a  team. 

Cost,  availability  and  throughput  drove  the  first  and  second 
generations  of  offshore  outsourcing.  Third  Generation  Outsourcing 
is  driven  by  time-to-market. 

Majesco  is  the  U.S.  subsidiary  of  a  global  software  services 
company,  Mastek,  a  P-CMM  Level  3  company.  Mastek 
employs  ISO  9001  and  SEI's  SW-CMM  Level  5  certified 
methodologies  to  execute  software  projects  and  engagements, 
reducing  risks,  crashing  time-to-market  and  delivering  higher 
throughput  for  clients  worldwide. 

Through  its  global  offices  and  offshore  development  facilities 
Majesco  provides  the  benefits  of  Third  Generation  Outsourcing, 
while  delivering  additional  value  in  resource  availability,  lower  cost, 
higher  quality  and  improved  time-to-market. 

When  3rd  generation  outsourcing  is  the  question, 

Majesco  is  the  answer. 


Majesco  Software  Inc. 

Millennium  Center  Suite  2025N, 

222  West  Las  Colinas  Blvd., 

Irving,  Texas  75039,  USA. 

Tel.:  +1  972-556-8200  Fax:  +1  972-556-8222 


ran  mim  w§  m@mm 
a  wm  a  «w  pots 


www.majesco.com 
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through  high-speed  connectivity  has 
been  a  factor  in  the  successful  glob- 
alization of  the  Indian  software  indus- 
try. Today,  software  development  is 
not  simply  confined  to  one  or  two 
Indian  cities.  Prominent  development 
venues  include  Bangalore,  Hyderabad, 
Pu.ne,  Calcutta,  Bhubaneshwar,  Gand- 


Santacruz  Electronic  Export  Process- 
ing Zone  (Seepz),  the  additional 
Seepz  (Seepz  ++),  the  International 
Infotech  Park,  the  Millennium  Busi- 
ness Park,  the  Airoli  Knowledge  Park, 
the  Dronagiri  IT  Hardware  Park,  the 
Talwade  Software  Technology  Park, 
the  Bhosari  Software  Technology 


AS   PER   NASSCOri'S   "OPERATION  KNOWL- 
EDGE-,"   INDIA    WILL    INCREASE  ITS 
OUTPUT    OF    NEW    ENGINEERS  TO 
~m\     NEARLY  50D-.00Q  BY  2QDfl. 


hinagar,  Vadodara,  Trivandrum,  Chen- 
nai,  Goa,  Chandigarh,  Mumbai,  the 
Delhi-Noida-Gurgaon  belt,  Indore, 
Jaipur  and  Lucknow.  Most  of  these 
cites  have  state-of-the-art  software 
facilities  as  well  as  a  large  number  of 
overseas  vendors.  The  role  of 
the  IT  technology  parks  and 
Software  Technology  Parks 
(STPs)  in  providing  global 
class  infrastructure  has  also 
been  key  for  facilitating  soft- 
ware development. 

A  major  "knowledge  corri- 
dor" within  the  country,  and 
one  that  has  attracted  signifi- 
cant investments  in  infra- 
structure, is  the  Maharashtra 
Industrial  Development  Corpo- 
ration (MIDC).  MIDC  is  rapid- 
ly emerging  as  the  backbone 
of  the  knowledge  industry  in 
India.  The  Mumbai-Pune  corri- 
dor promoted  by  MIDC  today 
constitutes  the  infrastructural  jewel 
in  the  crown  of  the  Indian  software 
industry.  The  MIDC  will  ultimately 
include  nearly  a  dozen  high-tech  parks 
(including  some  that  are  already  oper- 
ational), thereby  propelling  India  into 
the  new  century.  These  include  the 


Park,  the  Pune  Infotech  Park  in  Hin- 
jawadi  and  the  Center  for  Develop- 
ment of  Advanced  Computing.  Since 
its  inception  in  1962,  the  MIDC  has 
established  211  industrial  areas  in 
addition  to  having  emerged  as  an  e- 


infrastructure  company.  Recently, 
however,  the  corridor  has  focused  on 
developing  infotech  parks  within  the 
state.  One  of  the  largest  is  the  Mil- 
lennium Business  Park  (MBP),  which 
is  currently  being  developed  in  New 
Bombay.  Spread  over  18  hectares,  the 


MBP  will  comprise  32  "intelligent" 
buildings  specially  designed  for  soft- 
ware and  IT-enabled  services. 

OFFSHORE  SOFTWARE 
DEVELOPMENT 

It  is  not  only  the  growing  bank  of  pro- 
fessionals that  lends  distinction  to  the 
Indian  software  industry,  but  their  inno- 
vative methods  of  development  and 
delivery.  One  of  the  unique  ways  in 
which  Indian  software  companies  deliv- 
er competitive  advantages  to  their 
clients  is  offshore  software  develop- 
ment. This  involves  the  usage  of  high- 
speed (64  kbps,  2  Mbps  or  above)  dat- 
acom  links  to  enable  computers 
situated  anywhere  in  the  world  to  be 
used  by  programmers  in  India  on  a  real- 
time, on-line  basis.  The  most  popular 
model  of  offshore  software  develop- 
ment, however,  involves  the 
design,  construction  and  sup- 
port of  technology  solutions 
that  allow  for  the  leveraging  of 
business  opportunities  while 
transforming  and  optimizing 
legacy  applications.  The  client- 
centric  companies  that  provide 
these  solutions  build  bridges 
between  clients  and  con- 
sumers, between  existing  sys- 
tems and  new  technologies, 
and  between  old-  and  new-gen- 
eration distribution  channels. 

One  such  company  is  Mpha- 
siS,  a  global,  multicultural 
organization  formed  by  the 
merger  between  MphasiS  Cor- 
poration, a  California-based  firm  of  inter- 
active architects,  and  BFL  Software  Lim- 
ited, a  quality  development  house 
located  in  India's  silicon  plateau.  Led  by 
Jerry  (Jaithirth)  Rao,  the  ex-chief  exec- 
utive officer  of  Citibank's  Transaction 
Technologies  Inc.  (TTI),  the  company's 


fhis  is  the  first  question  to  our  customers. 


Ve  want  your  business  to  transcend  into  the  age  of  high-speed  Internet  environment, 
'here  business  moves  at  the  speed  of  thought.  At  Global  we  integrate  your  business 
o  function  like  a  web:  a  flat  intricately  woven  form  that  links  your  partners,  employees, 
ustomers  and  suppliers.  We  call  it  Management  by  Web. 

-Business  Application  Services  I  E-Commerce  Services  I  Software  Development  &  IPR  I  Engineering  Services 

www.gtl.co.in 

end-to-end  e-business  solutions 


Zealand-  Pavitra  Roy,  e-mail:pavitra@ihug.co.n7  Australia-  Sanjeev  S  Khare,e-mail:sanjeevk@gtl  co  in  Singapore-Prem  Prakash 
il:prem  prakash@igtl.com. sg  Mauritius-  Gerry  Misquitta,  e-mail:gerrym@igtl.com.sg  Dubai-  Jeevan  Rai,e-mail:igtl@emirates.net.ae 
lany-  Vijay  Nair,  e-mail :vijaynai r@gtl . co  in  UK-Deepak  Rao,e-mail:deepakrao@gtl  co  in  USA-L  Y  Desai,e-mail:lydesai@gtl.co.in 
.  Oft:  Global  Vision,  Electronic  Sadan  II,  M.I. DC,  Mahape,  T.T.C.  Industrial  Estate  Area,  Navi  Mumbai  400  701,  India. 
1-022  761  2929  /  768  41  1  1 ,  Fax:91-22-761  7519.  saatchis.saatchi.329/200om 
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executive  team  reflects  a  combination 
of  domain  and  technology  leadership. 
The  MphasiS  Architect  Community 
(MAC),  the  Competency  Communities 
and  the  Knowledge  Management  lab 
(along  with  its  sector  specialists)  pro- 
vide the  extra  edge  to  transform  a 
technology  project  into  a  business  win. 
With  a  1,450-strong  mobile  develop- 
ment team,  MphasiS  has  the  band- 
width to  undertake  large  multilocation 
projects.  Solutions  from  MphasiS  are 
tailored  for  the  financial,  retail  and 
technology  verticals.  Key  value  factors 
are  internationality,  architecture  prac- 
tice, domain  expertise,  certified  quali- 
ty processes,  strong  development 
bandwidth  and  result-focused  engage- 
ment models.  The  company  has  estab- 
lished competency  communities  with  a 
view  to  creating  a  vibrant  exchange  of 
information  and  knowledge  regarding 
those  technologies  and  products  that 
have  a  high  potential  for  becoming 
industry  standards.  In  addition,  Mpha- 
siS has  chosen  to  focus  on  three  verti- 
cals: finance,  retail  and  logistics,  and 
technology  segments.  Its  customer 
base  includes  names  such  as  Chase 
National  Consumer  Services,  ABN 
Amro,  Diners  Club.  Citicorp.  Shinsei 
Bank  of  Japan,  Standard  Chartered 
Bank,  Delta  Airlines,  Singapore  Air- 
lines, FedEx  and  Home  Depot. 

FUTURE  GROWTH 

While  the  software  industry  has 
given  a  phenomenal  performance 
over  these  last  two  decades,  the 
best  is  yet  to  come.  The  Internet, 
coupled  with  the  emergence  of  the 
new  e-conomy,  is  presenting  more 
opportunities  than  India  has  ever 
imagined  in  the  past.  The  country 
is  becoming  a  major  player  in  the 
areas  of  e-commerce,  e-business  and 


e-services,  owing  to  the  fact  that 
Indian  software  and  service  compa- 
nies have  already  geared  up  to  face 
the  challenges  created  by  these 
emerging  market  segments.  As  pro- 
jected by  the  McKinsey/NASSCOM 
study,  the  Indian  IT  software  and 
services  industry  is  expected  to 


gross  an  annual  $87  billion  in  rev- 
enue by  2008.  Thanks  to  the  new 
environment  and  the  growing  list  of 
possibilities  for  software  talent,  the 
sky  is  clearly  going  to  be  the  limit.  ■ 

Dewang  Mehta  is  president 
of  NASSCOM,  India.  He  can  be 
reached  at  dewang@nasscom.org. 


j/s  it  a  golf  course  with  an  IT  park  attached, 


or  the  other  way  round...? 


Neither.  This  is  the  Infosys  Technologies'  Software  Development  Centre  at 
Pune  Infotech  Park.  Just  one  of  the  many  such  IT  Parks  set  up  by  MIDC 
in  the  Knowledge  Corridor1  linking  Pune,  the  seat  of  higher  technological  learning 
and  Mumbai,  the  commercial  capital  of  India.  There  are  three  major  IT  Parks  in 
Mumbai  and  three  giant  campus-type  IT  Parks  in  Pune.  Both  cities 
are  now  connected  by  a  newly  constructed  Super  Expressway  and  Optic  Fibre 
Cables.  In  addition  to  the  above,  many  more  smaller  IT  Parks  are  under 
development  in  seven  districts.  All  offer  both  constructed  premises  as  well  as  plots 
that  boast  excellent  connectivity,  latest  telecom  facilities  and  the  best  quality 
infrastructure.  All  at  the  most  competitive  prices.  Golf,  anyone? 


Infrastructure  @  the  speed  of  thought 
^iDpmdia.com  /  www.maharashtraitparks.com/e-mail:  snage@midcindia.org 
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BY  JASON  KELLY 

Everything  begins  with  the  con- 
tract book.  What  a  script  is  to  a  play 
or  a  playbook  to  an  NFL  football 
team,  the  contract  book  is  to  any 
Motorola  launch.  To  change  any  ele- 
ment other  than  a  typo,  at  least  20 
people  from  various  departments  have 
i  sign  off.  That's  just  the  way  it  is. 

On  June  3,  1999,  the  contract  book  was  created 
>r  the  6300  Series  of  two-way  radios,  to  be 
unched  in  the  fall  of  2000.  By  the  eve  of  the 
unch,  after  undergoing  several  major  iterations, 
ie  book  had  grown  from  a  few  sheets  to  39  pages, 
was  invoked  weekly  in  mandatory  face-to-face 
id  conference-call  meetings  that  would  last  more 
lan  two  hours  and  include  representatives  from 
'ery  department — from  engineering  to  marketing 
i  industrial  design — essential  to  every  step.  These 
mtract  book  meetings  were  held  to  fend  off  crises 
id  literally  keep  everyone  on  the  same  page  and 
>  keep  the  product — a  radio  meant  for  outdoor 
ithusiasts  and  "active  families,"  as  Motorola  calls 
iem — on  track. 


The  6300  Series  is  part  of  the  Talkabout  brand, 
one  of  four  major  brands  that  comprise  Motorola's 
wireless  products.  The  product  line  was  managed 
out  of  Motorola's  suburban  Atlanta-based  Con- 
sumer Solutions  Group,  which  relocated  from  the 
72-year-old  electronics  com- 
pany's suburban  Chicago 
headquarters  in  1998.  For  six 
months,  the  launch  team  fol- 
lowed the  contract  book, 
rarely  deviating  from  the 
game  plan.  But  as  the  launch 
neared,  they  faced  several  turning  points  that  chal- 
lenged their  plans  and  theories. 

LATE  DECEMBER  1999 

A  crisis  of  second-guessing  dominated  the  holidays. 
The  launch  team  was  paying  the  price  for  a  decision 
back  in  October  to  show  a  prototype  at  the  mam- 
moth Consumer  Electronics  Show  (CES)  in  Las 
Vegas  in  January  2000.  Now  they  weren't  sure  it 
was  such  a  good  thing. 

"How  far  is  too  far  ahead  to  show  something? 
It's  a  key  opportunity  to  meet  buyers,"  Kimberly 
Lovelace,  a  director  of  the  retail  products  division, 
remembers  thinking.  From  a  marketing  perspec- 
tive, the  6300  Series  is  her  baby.  But  she  had  some 
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THE  SHIPPING  BLUES 


serious  doubts  as  she  participated  in  the  weekly  contract  book 
call  via  cell  phone  while  driving  across  Florida.  "On  the  other 
hand,  are  we  ready  to  show  this  to  competitors?  Are  we  really 
putting  our  best  foot  forward?" 

In  addition  to  fearing  they  might  expose  the  product  to  the 
competition  before  it  was  ready  to  roll  out,  the  team  had  more 
public  concerns.  The  mainstream  and  technology  media  swarm 
CES  every  year,  trying  to  determine  which  product  will  be  the 
"gotta-have"  gadget  for  the  coming  year.  Motorola's  newest 
radios  wouldn't  be  available  until  September  at  the  earliest. 
"The  channel  partners  [distributors  and  vendors]  want  infor- 
mation. The  media  wants  working  models,"  says  Lovelace. 
"The  misconception  is  you're  holding  out." 

But,  as  far  as  Lovelace  was  concerned,  they  weren't.  She  had 
asked  engineering  for  hundreds  of  prototypes  to  loan  to  the 
media.  No  dice.  Engineering  couldn't  rush  the  process.  After 
further  pleading,  she  finally  rounded  up  half  a  dozen  dummy 
radios  that  required  the  media  to  focus  on  the  concept  rather 
than  the  execution,  as  the  products  were  to  be  touched  only  by 
Motorola  staffers.  In  other  words,  Motorola  was  asking  the 
media  to  use  their  imaginations — a  precarious  proposition 
under  any  circumstances. 

But  the  gambit  worked,  maybe  a  little  too  well.  Based  on 
strong  media  coverage  —  including  appearances  on  Good 
Morning  America  and  CNN  as  well  as  a  "Best  of  Show" 
award — would-be  buyers  called  and  visited  retail  outlets  ask- 
ing for  the  product.  The  retail  outlets,  annoyed  about  missing 


sales,  were  pressuring  Motorola  to  move  faster.  In  reality, 
Motorola  was  pushing  hard  to  make  the  ship  dates  it  had 
promised  its  distribution  partners,  dates  codified  by  the  con- 
tract book.  At  every  turn,  Lovelace  and  the  marketers  were 
making  demands  on  engineering  to  get  the  product  done  faster. 
Simultaneously,  Motorola  representatives  were  priming  the 
channel  partners  for  shelf  space  and  prime  store  placement,  a 
process  that  began  in  early  spring  of  2000  and  entailed  regular 
meetings  to  determine  configurations,  packaging,  and  the 
actual  number  of  radios  each  channel  partner  would  receive. 

JULY  2000 

Part  of  creating  buzz  is  wooing  and  satisfying  the  press. 
Motorola  had  almost  always  excelled  at  this.  The  marketing 
team  devised  a  two-day  media  "adventure"  junket  in  Col- 
orado. Teams  composed  of  the  media,  distribution  partners, 
and  staffers  from  Motorola  and  its  public  relations  firm  would 
navigate  an  obstacle  course  using  the  two-way  radios  to  com- 
municate. The  outcome  of  this  time  and  expense,  Motorola 
hoped,  would  be  positive  press  coverage  that  would  ultimately 
drive  sales.  But  once  again,  marketing  was  out  ahead  of  the 
product  development  realities  outlined  in  the  contract  book. 
The  lead  time  of  the  publications  required  Motorola  to  host 
the  event  well  before  the  product  was  done. 

Now,  just  after  the  initial,  mostly  internal  testing  had  been 


completed  and  hundreds  of  changes  had  been  made,  marketing 
wanted  hundreds  of  flawless  radios.  Engineering  came  through 
with  enough  radios,  but  not  everyone  was  confident  aboul 
whether  they'd  work  well  enough.  An  engineer  and  a  product 
manager  spent  the  week  before  the  event  in  Colorado  running 
every  radio  through  its  paces  in  a  full-out  dress  rehearsal 
There  were  no  major  snags  during  the  actual  event.  The  press 
seemed  won  over.  The  contract  book,  once  a  navigational  aid. 
was  now  nearly  obsolete.  The  launch  was  a  go. 

SEPTEMBER  7,  2000 

On  a  dreary  late  afternoon,  in  one  of  the  hundreds  of  subur- 
ban Atlanta  strip  malls,  the  Motorola  team  was  positionec 
behind  a  two-way  mirror,  hanging  on  the  every  word  of  a 
high  school  student.  Behind  the  mirror,  Lovelace  and  repre 
sentatives  from  quality  assurance,  industrial  design,  and  prod- 
uct management  listened  to  the  student,  and  later  her  mother, 
talk  about  how  they  would  use  a  two-way  radio. 

This  session  was  a  slice  of  the  research  that  Motorola  regu- 
larly conducts  for  each  product.  Although  this  particular  ses- 
sion was  geared  toward  a  new  generation  of  lower-end  wireless 
radios  to  be  launched  next  year,  its  content  and  focus  were 
embodied  in  a  contract  book  similar  to  the  one  that  supported 
the  previous  launch.  About  50  people  would  participate  in  three 
such  North  American  sessions  for  this  new  product.  The  find- 
ings of  these  qualitative  sessions  would  influence  the  quantita- 
tive studies  —  mostly  done  through  phone  surveys  —  which 
were  scheduled  to  begin  in  October  2000. 

"This  one  reminds  me  of  an  SUV.  Don't  ask  me 
why,"  the  student  says,  in  response  to  a  questior 
by  the  market  researcher,  who  encourages  her  tc 
"talk  freely,  say  whatever  comes  to  mind."  Initi- 
ally hesitant,  the  student  soon  talks  nonstop.  "The 
design  set  needs  to  match  up  with  the  feature  set,' 
the  student  says  nonchalantly.  "You  need  to  get  her  working 
in  your  lab,"  someone  on  the  Motorola  team's  side  of  the 
glass  cracks  to  the  industrial  design  manager. 

The  team  sat  by  the  glass  wearing  headphones,  listening 
for  nuances  in  the  conversation,  jotting  down  notes,  sharing 
comments.  "The  movie  The  Matrix  had  a  big  influence  on  kids 
trends,"  one  person  says,  as  the  student  talked  about  whicl 
radio  is  the  most  appealing  aesthetically.  The  researcher  le 
the  student  handle  a  dozen  different  radio  models,  asking 
which  one  she  liked  best,  even  soliciting  her  opinion  on  vari 
ous  color  schemes. 

The  team  regrouped  for  a  research  postmortem  to  deter 
mine  how  the  qualitative  results  of  these  encounters  woulc 
affect  the  quantitative  research.  With  that  research  in  hand 
the  team  would  move  ahead  to  the  next  tier  of  the  two-wa; 
radio  launch  of  a  line  that's  geared  more  to  the  family  than  t« 
adventurers.  Through  it  all,  Motorola  would  stick  to  the  pro 
cess,  using  the  contract  book  as  its  navigational  aid.  "There' 
a  lot  of  ownership  of  things,"  says  Cortlandt  Minnich,  a  mar 
keting  manager  who  came  to  the  company  in  late  1 995 
"There's  a  lot  of  cajoling  and  discussing.  You  don't  have  a  lo 
of  'yeah,  whatever'  here."  i 


Jason  Kelly  is  editor  in  chief  of  digitalsouth  magazine,  a] 
Atlanta  publication  covering  technology  companies. 


The  contract  book,  once  a  navigational 
aid,  was  now  nearly  obsolete. 
The  launch  was  a  go. 
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BY  GARY  ANDREW  POOLE 

NCE  THIS  WAS   A  CUTTING-EDGE  Computer 

icompany.  Five  thousand  people  worked  at  its 
'North  American  headquarters  in  Sacramento, 
California.  Now  only  500  are  left,  and  only  15 
of  them  are  engineers.  And  it  seems  like  someone  quits 
every  other  day,  leaving  those  who  remain  even  more 
shorthanded,  even  more  overworked.  They  toil  for  NEC 
Computers,  which  was  once  Packard  Bell  NEC,  a  force  in 
the  United  States  personal  computer  market  until  lagging 
quality  and  competition  made  NEC  into  a  shell  of  a  com- 
pany, a  subsidiary  of  a  larger  Japanese  firm. 

Just  100  steps  away  from  its  headquarters  building, 
NEC  used  to  manufacture  desktop  and  notebook  com- 
puters in  the  old  Sac- 
A  FADING  COMPANY  HAS  ramento  Army  Depot. 

The  VPs  had  their  own 
golf  carts,  which  they 
painted  different  colors 
to  suit  their  egos.  But  the 
golf  carts,  and  just  about 
everything  else,  were 
auctioned  off  months  ago.  NEC  took  a  $1.5  billion  write- 
off in  December  1999.  Manufacturing  has  been  out- 
sourced to  a  plant  in  South  Carolina,  and  instead  of  selling 
consumer  PCs,  NEC  is  targeting  the  reseller  market  with  a 
mid-  to  high-range  line.  It  already  has  a  good  seller  with  its 


SOMETHING  TO  PROVE  WITH 
ITS  NEWEST  PRODUCT:  THAT 
IT'S  STILL  IN  THE  GAME 


PowerMate  line.  But  its  current  offering  is  18  months  old, 
hardly  obsolete  but  still  being  overtaken  by  competitors. 
NEC  needs  to  introduce  its  next  product,  the  PowerMate 
CT  Desktop,  to  replace  its  PowerMate  ES.  Very  soon. 
There  is  only  one  problem:  Launch  of  the  PowerMate  CT 
has  fallen  at  least  a  month  behind  schedule. 

Although  it  is  what  they  call  a  "me-too  product" — 
its  competitors  are  introducing  or  will  introduce  a  simi- 
lar machine — NEC  hopes  its  newest  computer  line  will 
generate  35%  of  the  company's  revenue.  It  is  the  begin- 
ning of  September,  and  its  customers  want  to  see  it  now 
and  are  complaining  to  the  sales  reps.  The  sales  reps  are 
promising  to  ship  test  units  in  just  over  a  month. 

The  product's  tardiness  can  be  traced  back  to  April, 
when  NEC  product  managers  decided  to  upgrade  the 
machine.  In  May  there  was  a  product  meeting  in  Tokyo. 
The  meeting  was  not  unusually  contentious,  but  arguing 
took  place  between  the  representatives  from  the  Japanese, 
European,  and  American  divisions,  primarily  about  which 
network  interface  card  (Intel  or  3Com)  to  use.  This  is 
meat-and-potatoes  stuff.  The  more  commonly  a  product 
can  be  purchased  among  divisions,  the  better,  because  ai 
hardware  company  usually  supports  a  machine  for  at  least 
three  years.  To  fully  extend  the  support  of  the  product, 
however,  five  years'  worth  of  spare  parts  are  needed,  says 
Stacy  Wu,  NEC's  director  of  product  marketing.  If  a  prod- 
uct has  even  two  variations,  it  adds  up  to  a  lot  of  different 
spare  parts,  which  also  have  to  be  supported.  But  NEC 
also  must  struggle  with  three  different  customer  bases. 

Wu  started  worrying  when  she  heard  rumblings  from 
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The  new  workplace  portal  would 
f  define  the  corporate  desktop  far 
into  the  future*  The  stakes  couldn't 
get  any  higher*  The  goal?  Create  a 
tangible  strategic  business  advantage,  connecting 
absolutely  everything  -  SAP  and  non-SAP  applica- 
tions, trading  partner  websites,  employees,  customers 
and  suppliers  -  in  a  simple,  elegant  and,  above  all, 
intuitive  environment.  To  accomplish  this  feat,  SAP 
worked  side-by-side  with  a  partner  who  shared  their 
vision,  who  wasn't  intimidated  by  the  challenge  or 
the  timetable  and  who  contributed  a  key  piece  of 
patented  technology:  Drag  and  Relate:  That  partner 
was  TopTier  Software.  If  our  technology  is  equal  to 
the  stringent  demands  of  the  ^r":r^ 

11,1  ,  1  ,  easy  to  deploy  and  shockingly  easy  to  use. 

worlds  largest  enterprise  applica-  ^^^.^00-™^. 

Point.  Click.  Drag.  Drop.  Anyone  who  can 

tion,  imagine  what  it  can  do  for  you. 

>  O  /  to  use  TopTier  to  swiftly  access,  link  and 

OAA    O  /  A    OTTO/  a_  '  relate  data  -  even  data  from  disparate 

oUuooUoJZo/www.toptier.com  ^-mm^^o^. 

■:■  TopTier 


SOFTWARE 


©2000  TopTier  Software,  Inc.  TopTier  is  a  registered  trademark  and  Drag  and  Relate  is  a  trademark  ol 
TopTier  Software,  Inc.  SAP  is  a  registered  ttadem.uk  and  mvSAP.com  Workplace  is  a  trademark  of  SAP  AG. 
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BETTER  LATE 


the  sales  force  that  NEC's  competitors  planned'to  launch  simi- 
lar products  with  advanced  graphics,  a  faster  CPU,  and  more 
memory,  in  July  or  August.  Wu,  36,  didn't  exactly  panic.  She'd 
been  at  NEC  for  six  years  and  had  come  to  know  that  NEC's 
customers  really  wanted  a  top-of-the  line  graphics/video  card. 
But  she  was  also  suspicious  of  her  competitors'  claims  of 
introducing  their  products  in  July. 

She  phoned  Intel.  The  person  servicing  the  account  couldn't 
break  confidentiality  and  tell  her  what  her  competitors  were 
doing,  but  Wu  could  ask  the  date  when  certain  components 
would  be  mass-produced.  She  deduced  from  the  answer  that 
her  competitors'  products  would  probably  come  out  in  Septem- 
ber. NEC's  would  be  a  month  later.  She  tried  to  soften  the  news 
to  her  sales  force,  urging  them  not  to  panic.  She  also  informed 
the  financial  department  that  a  transition  from  the  PowerMate 
ES  to  the  CT  was  about  to  be  made.  "You  have  to  plan  for  the 
bloodbath,"  says  Wu.  What  she  means  is  that  when  a  product 
transition  or  evolution  occurs,  there  is  heavy  discounting  on  the 
previous  product.  NEC  doesn't  want  to  discount  the  product 
too  early.  Millions  of  dollars  in  revenue  are  still  at  stake. 


Here's  where  NEC's  corporate  travails  could  have  hurt  the 
product,  says  Wu.  The  sales  force  was  going  through  major 
changes,  and  everyone  needed  to  be  in  sync.  Overselling  the  old 
line  or  overpromising  the  new  could  be  risky. 

Wu  had  seen  it  happen  before.  The  sales  force  oversold  a 
new  product  before  the  manufacturing  had  been  ramped  up. 
One  time,  NEC  had  to  satisfy  customer  demand  by  air- 
shipping  computers  from  Europe  to  the  United  States,  which 
costs  $60  to  $80  per,  and  pretty  much  wiped  out  its  margins. 

Rusty  Wilson,  an  NEC  sales  rep  in  Southern  California, 
works  with  Del  Mar  Medical  Systems,  which  supplies  Holter 
monitors  to  cardiologists.  It  wants  NEC's  new  machine 
because  of  its  graphics  capabilities.  Del  Mar  buys  in  excess  of 
$1  million  worth  of  machines  from  NEC.  Wilson  wants  to 
keep  Del  Mar  happy  because  he  says  it  is  a  very  demanding 
client.  Wilson  talks  with  Wu  and  her  staff  weekly,  telling  them 
what  Del  Mar  wants  in  the  product,  mostly  graphics  capabili- 
ties. "In  a  heartbeat,"  he  says,  "they  would  leave  NEC."  Wu 
wants  feedback  from  the  field.  She  calls  salespeople  like  Wil- 
son "warriors"  and  respects  them  because  they're  going  to 
battle  for  their  clients. 

Meanwhile,  in  May,  NEC  brought  in  Steve  Boogar  as  its 
chief  operating  officer.  Boogar,  who  had  founded  his  own 
management  consultant  company  and  who  once  worked  on  a 
Polaris  submarine  as  an  electrician,  orders  take-out  pizza 
delivered  to  his  office  almost  every  day.  (He  dines  at  a  nearby 
burrito  joint  on  the  other  days.)  Boogar's  charter  is  to  restruc- 
ture the  company  as  a  strong  provider  to  resellers.  Along  the 
way,  he  has  to  deal  with  morale  problems  and  a  disorganized 
infrastructure.  He  has  a  difficult  job,  and  he  also  has  to  get 
il  from  his  Japanese  and  European  superiors  on  major 
•\s  for  getting  the  PowerMate  CT  out  the  door, 


Boogar  says,  "It's  on  deck  and  ready  to  go." 

In  mid-July,  Wu  had  another  baby  to  worry  about:  her  own. 
She  was  still  working  12-hour  days,  but  she  was  very  preg- 
nant. Her  due  date  was  July  18.  On  July  15,  she  stopped 
working.  The  joke  around  the  office  was  that  she  was  email- 
ing everyone  from  the  delivery  room.  Her  second  in  com- 
mand, Shannon  O'Donnell,  a  product  manager,  took  over. 
O'Donnell  came  from  the  manufacturing  side  of  the  business 
and  is  considered  competent.  Wu  says  she's  not  worried. 

Still,  Wu  is  paid  to  worry.  At  home  with  her  newborn,  she  is 
concerned  about  how  the  release  date  will  correspond  with  sales. 
On  August  21,  in  her  weekly  conference  call  with  the  engineers, 
O'Donnell  admits  feeling  the  pressure.  "Madrid  [the  code  name 
for  the  ES]  is  going  to  die  fast.  It's  not  competitive,"  she  says. 

Bill  Edwards,  the  project's  chief  engineer,  says,  "We  under- 
stand, Shannon.  But  we  don't  have  some  of  the  samples  from 
the  vendors." 

Bill  Loss,  head  of  New  Product  Introduction  (Manufac- 
turing), adds,  "Where  is  this  going  to  fit  into  the  transition 
plan?  Can  Solectron  [its  outsourced  manufacturer]  fit  it  into 
its  schedule?" 

O'Donnell  retorts,  "Look,  we  need  to  bring  in 
what  is  competitive  in  the  marketplace.  Lisbon 
[the  new  product's  code  name]  is  competitive.  Sol 
how  about  October  17  for  first  customer  ship?" 

Loss  responds  wryly,  "Time  to  pull  back  to  16- 
hour  days." 

On  Friday,  September  1,  at  10  a.m.,  NEC  holds  its  Silverbox 
meeting,  in  which  it  reviews  the  status  of  the  product's  bill  ol 
goods.  Everyone  goes  over  the  part  numbers  to  see  if  they're 
correct  and  if  they're  being  ordered.  Necessary  but  irritating  for 
the  engineering  team  is  corporate's  scheme  to  unify  all  its  part 
numbers,  and  part  ordering,  with  NEC  Europe.  This  means  the 
219  possible  parts — from  "Screw  M3.0x5X6  PHP  5.5  Hex"  tc 
"Pentium  III  800  MHz  processor,  256K  with  133  MHz  FSB" — 
that  go  into  Lisbon  must  jibe  with  the  European  part  numbers. 
It  might  seem  like  a  minor  problem,  but  Europe  is  a  yeat 
behind  the  United  States  in  the  technology  it  sells.  Furthermore, 
the  engineers  complain  that  sometimes  the  French  don't  con- 
sider the  Americans'  business  unit  a  priority,  so  when  they  ask 
for  information,  the  French  take  their  own  sweet  time  to  gel 
back  to  their  American  counterparts. 

O'Donnell,  whom  people  describe  good-naturedly  as  "ana 
retentive,"  is  on  the  phone  to  the  Sacramento  engineers.  She's 
at  home  for  a  personal  day,  but  she  has  called  in  because  the 
product  is  at  a  crucial  stage.  The  engineers  and  O'Donnell  g( 
through  a  list  of  the  parts,  or  bill  of  materials,  they  will  buy  foi 
this  product.  If  they  don't  order  the  correct  number  or  mis; 
something,  they  will  delay  the  product  and  cost  NEC  marke 
share.  Generally  a  product  has  a  two-week  window.  "I  worrv 
now  about  getting  the  machines  to  the  customers,"  Wu  hac 
said  earlier,  drawing  a  line  in  the  sand.  "If  a  customer  evaluate: 
our  competitor,  he'll  sit  there  and  wait  for  a  couple  weeks  fo: 
ours,  but  sooner  or  later  he  has  to  decide  which  machine  tc 
buy."  Despite  a  threadbare  staff  and  morale  continuing  to  waver 
the  engineering  team  exudes  fairly  good  spirits,  probabb 
because  this  product — even  though  it's  late — represents  some 
thing  to  them:  a  chance  to  rebuild  their  company  and  to  feel 
as  they  are,  in  Wu's  words,  still  close  to  the  market.  i 


Despite  a  threadbare  staff  and  morale 
continuing  to  waver,  the  engineering 
team  exudes  fairly  good  spirits. 
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HE  first  time  I  saw  a  Palm,  I  realized  it 
was  exactly  the  same  size  as  a  prescription 
pad,"  says  Dr.  Stuart  Weisrnan,  for  12  years  a 
practicing  gastroenterologist  in  Mountain 
View,  California.  "I  immediately  started  think- 
ing about  how  the  Internet  connected  to  the 
Palm  could  change  health  care." 

Plenty  of  others  have  been  thinking  about 
the  same  thing.  Vendors  ranging  from  giants 
like  McKessonHBOC  to  small  niche  players 
are  spending  millions  to  develop  applications 
and  devices  to  entice  physicians,  whom  they 
correctly  identify  as  the  gatekeepers  of  the 
trillion-dollar  health  care  industry. 

Yet  despite  all  the  hype  heralding  the 
advent  of  the  technology-savvy  physician 
delivering  increasingly  precise,  cost-effective 
health  care,  the  reality  so  far  is  that  informa- 
tion technology  has  scarcely  influenced  the 
way  most  doctors  practice  medicine. 

A  study  by  the  American  Medical  Associ- 
ation, released  in  December  1999,  found  that 
the  percentage  of  physicians  who  use  a 
computer  has  remained 
virtually  unchanged 
over  the  past  two  years 
at  41%.  The  much- 
anticipated  electronic 
medical  record  (EMR) 
remains  an  elusive  goal, 
used  by  5%  to  7%  of  all  physicians,  accord- 
ing to  several  estimates.  Even  by  2004,  only 
20%  of  physician  offices  will  have  eliminated 
paper  charts,  projects  a  GartnerGroup  report. 
"The  problem  is  the  complexity  of  physi- 


cian transactions,"  says  Dr.  Brian  Roach, 
who  has  been  practicing  medicine  for  more 
than  two  decades — the  last  15  years  as  an 
administrator.  "It's  very  difficult  to  reduce 
physician  activity  to  a  single  place  or  a  single 
document  because  of  all  the  interfaces." 

Physicians  also  want  to  decide  what  tech- 
nology to  pick,  not  have  it  thrust  upon  them 
by  managed  care,  hospitals,  drugmakers,  or 
even  pesky  patients.  Physicians'  biggest  beef 
today  is  with  managed  care,  which  has  forced 
them  to  accept  lower  fees,  treat  greater 
volumes  of  patients,  and  adhere  to  rigorous 
guidelines  for  providing  care — everything 
the  once-autocratic  profession  despises.  "If 
physicians  don't  feel  like  they  'own'  some- 
thing, they  will  reject  it,"  says  Luther  Nuss- 
baum,  CEO  of  First  Consulting  Group  in 
Long  Beach,  California. 

Still,  advances  in  two  related  fields — wire- 
less devices  and  Web-enabled  software  tools — 
are  bringing  technology  closer  to  the  way 
doctors  actually  do  their  jobs,  overcoming 
what  Nussbaum  calls  the  "last-yard  problem." 
Physicians  on  the  move  from  their  office  to  a 
hospital,  from  one  exam  room  to  the  next, 
want  technology  that  is  unobtrusive,  mobile, 
and  fully  standardized  with  a  ubiquitous 
interface,  he  suggests. 

Because  of  the  multiple  fragmentations  of 
U.S.  health  care,  change  will  never  be  quick 
or  easy.  For  all  of  technology's  promise  to 
streamline  procedures,  eliminate  duplication, 
and  save  costs,  there  is  very  little  actual 
proof  that  it  does  so  in  health  care.  It's  a 
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chicken-and-egg  problem.  Physicians  live  by  the  mantra  of 
"evidence-based  medicine" — that  is,  they  want  to  see  their 
peers  use  technology  and  benefit  by  it  before  they  will.  Some- 
one has  to  go  first. 

EARLY  VS.  LATE  ADOPTERS 

At  his  home  in  Santa  Rosa,  California,  clad  in  jeans  and  a 
sweatshirt,  Dr.  David  Tully-Smith  talks  on  the  telephone 
while  typing  on  a  laptop.  He  is  speaking  to  a  patient  who 
needs  an  antibiotic.  But  antibiotics  often  provoke  allergic 
reactions,  and  the  patient  is  vague  about  her  medical  history. 

A  family  physician  who  has  been  practicing  since  1976, 
Tully-Smith  asks  her  to  wait  while  he  uses  a  wireless  modem 
to  access  her  electronic  chart,  which 
resides  in  his  office  45  miles  away  in 
Mill  Valley.  It  turns  out  she's  allergic  to 
five  different  antibiotics,  but  there's  one 
she's  used  safely  in  the  past.  He  writes 
an  electronic  prescription,  which  his 
office  will  forward  to  the  patient's  phar- 
macy, and  picks  up  the  phone  to  inform 
the  patient.  The  whole  transaction  takes 
only  a  few  minutes. 

But  this  is  atypical.  Most  physicians 
still  work  like  Dr.  Brian  Roach.  Seventy 
miles  or  so  south  of  Tully-Smith,  in  Bur- 
lingame,  California,  Roach,  who  is  pres- 
ident and  CEO  of  the  Mills-Peninsula 
Medical  Group,  studies  a  patient's 
chart.  A  desktop  computer  sits  nearby, 
unused,  although  he  could  have  utilized 
it  to  retrieve  the  latest  lab  results  for 
this  patient.  But  an  office  assistant  has 
already  printed  those  out  and  inserted 
them  into  the  paper  chart. 

Roach  acknowledges  the  technology 
is  "basically  there"  for  physicians  to 
become  fully  wired,  but  he  sees  no  com- 
pelling reason  to  do  so.  The  choices  are 
too  complicated  and  technology  isn't 
compatible  with  the  way  he  and  his  col- 
leagues work.  Although  many  physicians 
are  connected  within  their  own  office  or 
hospital,  they  face  a  myriad  of  outside 
transactions  whose  technology  setups 
may  be  incompatible  with  the  doctor's 
or  with  each  other's.  That  problem  is 
particularly  acute  in  health  care,  where 
much  of  the  installed  base,  especially  in 
hospitals,  is  proprietary. 

"We  need  to  get  everybody  on  the 
same  platform,"  Roach  complains.  At  a 
recent  conference,  he  recalls,  the  speaker 
was  asked,  "How  come  an  ATM  any- 
where can  tell  me  whether  I'm  eligible 
and  how  much  money  I  have  avail- 
able, but  my  doctor  can't?"  There  was 
no  answer. 

Cost  and  time  are  two  other  barriers. 


Reeling  from  cuts  by  managed  care,  physicians  are  reluctan 
to  fund  the  up-front  costs  for  technology.  "It's  not  even  thi 
hardware  or  software  that's  the  most  expensive  thing,"  Roacl 
says.  "It's  development  and  training."  Physicians  who  are  see 
ing  more  patients  and  filling  out  increased  paperwork  don' 
have  time  to  learn  technology.  Indeed,  computers  in  physiciai 
offices  generally  are  used  for  billing  and  scheduling — worll 
done  by  staff,  not  doctors. 

A  provocative  Forrester  Research  study  entitled  "Wh; 
Doctors  Hate  the  Net"  (March  2000)  echoes  doctors'  con 
cerns.  Michael  Barrett,  a  senior  analyst  in  health  can 
e-commerce,  interviewed  40  nonphysician  executives  and  2( 
physicians  who  are  active  Net  users.  Eighty  percent  of  the  lat 
ter  said  doctors  will  not  embrace  thi 
Net  because  they  don't  believe  it  wil 
improve  productivity  or  allow  them  tc 
expand  reimbursable  services. 

"What's  critical  to  physician  adop 
tion  is  ease  of  use,"  says  Barrett.  Befort 
adopting  the  Web-enabled  technology 
that's  trumpeted  as  offering  just  that 
he  says,  physicians  will  ask  six  ques 
tions:  Does  it  save  time?  Is  it  free?  Doe 
it  work?  Does  it  bear  a  trusted  qualir 
stamp?  Does  it  strengthen  my  powe 
position?  Does  it  help  with  regula 
tory  mandates? 


DR.  DAVID  TULLY-SMITH,  PRIMARY-CARE  PHYSICIAN,  MILL 
VALLEY  (CALIFORNIA)  MEDICAL  GROUP 

When  Tully-Smith  opened  his  practice  in  1983,  it 
was  computerized  from  the  beginning:  first, 
dumb  terminals  linked  to  a  central  system,  then 
networked  PCs,  and  today  a  client-server  sys- 
tem with  wireless  access  via  pen  computers 
that  hook  up  to  any  PC  on  the  system. 

Using  the  pen  computer,  "I  can  document 
what  patients  tell  me,  when  they  tell  me,"  says 
Tully-Smith,  who  stores  it  in  his  electronic  med- 
ical record  from  ChartWare.  He  can  access  the 
ChartWare  database  from  anywhere  and  then 
interact  with  it  by,  for  instance,  ordering  tests  or 
getting  lab  results  for  a  particular  patient. 

Despite  being  a  technology  advocate,  Tully- 
Smith  sometimes  worries  that  new  electronic 
tools  make  him  too  accessible  to  his  patients. 
"There's  an  infinite  demand  for  health  care 
services,"  he  notes,  "while  managed  care 
rewards  you  for  conserving  resources." 

Nonetheless,  he  uses  the  electronic  record 
because  of  the  flexibility  it  gives  in  responding 
tc  patient  needs.  "I'm  one  of  the  few  doctors 
who  takes  my  own  calls  24-7,"  Tully-Smith  says. 
"I'm  incentivized  to  keep  my  patients  healthy 
and  not  calling  me  all  the  time.  They're  incen- 
tivized not  to  piss  rne  off." 


WIRELESS  WONDERS 

Handheld  wireless  devices  answer  a  lo 
of  these  questions  in  the  affirmative.  Ii 
Barrett's  study,  wireless  devices  rankec 
second  (behind  medical  informatiot 
sites  targeted  to  physicians)  as  a  Net 
based  tool  that  could  be  useful  in  a  doc 
tor's  clinical  work  flow. 

"There  are  problems  to  address  ii 
optimizing  wireless,  but  physicians  set 
use  of  PDAs  [personal  digital  assistants 
as  a  winning  strategy,"  Barrett  says.  Fo 
one  thing,  hospitals,  pharmaceutical  com 
panies,  and  others  are  handing  out  th« 
PDAs  for  free  or  at  very  low  cost.  Fo 
another,  because  they're  not  tethered  tc 
a  desktop,  these  devices  can  acces: 
needed  information  at  the  all-importan 
point  of  care  (POC),  while  a  physician  u 
talking  to  the  patient  or  making  round 
at  rite  hospital. 

Current  limitations  to  wireless,  how 
ever,  include  lack  of  bandwidth,  small 
screen  size,  inaccurate  handwriting  recog 
nition,  and  need  for  standardization.  Al 
of  those  problems  appear  to  be  eminently 
solvable  as  technology  advances.  Fo: 
example,  Bluetooth,  the  standard  fo 
short-range  wireless,  could  allow  device: 
like  a  PDA  and  a  cell  phone  to  commu 
nicate  without  a  connecting  cable.  Bette 


esolution  and  color  could  make  the  small  screen  more  palat- 
ible.  Speech  recognition  or  plug-in  keyboards  could  replace 
landwriting  recognition. 

The  adoption  of  wiieless  by  physicians  will  be  gradual, 
panning  a  decade  or  more.  They  already  are  using  devices 
or  scheduling,  notes  Dr.  Larry  Fagan,  a  senior  research  scien- 
ist  at  Stanford  University's  Medical  Informatics  program. 
That  means  those  are  part  of  the  physician's  work  flow." 

Next  on  the  horizon  is  wireless  access  of  discrete  informa- 
ion  like  lab  reports,  patient  data,  some  online  medical  mate- 
ial,  drug  lists,  and  clinical  decision  support,  followed  by 
asks  like  writing  prescriptions  and  ordering  diagnostic  tests. 
:urther  out  is  interacting  with  the  EMR,  so  far  nonexistent  at 
aost  health  care  organizations. 

Optimally,  Fagan  believes,  wireless  will  shrink  time  and 
listance.  Physicians  will  get  clinical  information  immediately 
ipon  viewing  new  patient  data,  rather  than  waiting  until  they 
;et  to  a  convenient  location  like  the  office. 


Do  you  think  physicians  view  the  Internet 
as  useful  or  extremely  useful  for  the  following? 


Providing  patient 
education 


Obtaining  or 
transferring 
medical  records 

Processing 
health  insurance 
claims 


36% 


— I  Nonphysician  health  care 
business  leaders 

Physicians  active  on 
*  the  Internet 


All  physicians* 


'From  2000  AMA  Study  on  Physicians '  Use  of  the  World  Wide  Web 


5ASES  OF  CHANGE 

Consultant  Nussbaum  says  the  evolutionary  change  to  wire- 
;ss/Web-based  tools  is  occurring  first  among  physicians  affili- 
ted  with  academic  medical  centers  such  as  Stanford.  Other 
arly  adopters  are  physicians  in  aggressively  competitive  man- 
ged  care  markets  along  the  West  Coast  and  in  New  England, 
/hich  also  coincide  with  centers  of  technology  innovation. 

One  facility  committed  to  wireless  is  Cedars-Sinai  Medical 
Center  in  Los  Angeles.  It's  targeting  2,000  affiliated  physi- 
ians,  who  work  outside  the  hospital  but  who  have  admitting 
irivileges,  with  a  test  program  involving  Palm  VIIs. 

Dr.  Ray  Duncan,  technology  director  for  Cedars-Sinai's 
iformation  services  department,  says  the  hospital  decided  two 
ears  ago  to  move  from  a  legacy  environment  that  utilized  a 
lainframe  and  dumb  terminals  to  a  Web-based  client-server 
ystem.  Within  the  hospital,  physicians  can  link  to  the  system 
sing  one  of  about  400  PCs  scattered  in  all  the  patient  care 
reas.  But  outside  the  hospital,  the  solution  was  different. 

Duncan's  predecessor  had  tried  installing  PCs  in  external 
'hysician  offices  to  allow  them  to  connect  with  Cedars-Sinai, 
but  the  support  burden  became  too  great,"  he  says.  Now  the 
im  is  to  get  all  the  physicians  on  Palm  VIIs,  letting  them 
ccess  clinical  information  and  do  email  via  a  secure  Web  site. 

Currently,  physicians  can  obtain  recent  lab  results  and 
atient  data  such  as  vital  signs  in  a  read-only  mode,  he  says. 
Is  a  limited  subset  of  what  hospital  physicians  can  do, 
iecause  the  wireless  connection  is  much  slower  than  one  via 
he  internal  network.  Physicians  can't  view  images  such  as 
£  rays,  for  example,  or  get  lengthy  medical  documents.  Down 
he  road  is  using  the  system  to  prescribe  and  order  things  like 
ib  tests  instead  of  dictating  them  to  a  clerk  to  type. 

Nonhospital  physicians  must  pay  for  the  Palms  them- 
elves,  although  Cedars-Sinai  buys  them  in  bulk  and  preloads 
hem  with  the  needed  software,  then  resells  them  at  close  to 
ost.  "The  price  is  small  enough  that  if  physicians  think 
hey're  going  to  save  even  a  few  hours  a  week,  they'll  buy  it," 
ays  Duncan.  He  estimates  several  hundred  of  the  hospital's 
.,000  doctors  currently  use  the  handheld  devices. 

To  Duncan,  "It  seems  very  clear  that  cables  in  the  wall  for 
letworking  in  hospitals  will  be  a  legacy  technology."  Cedars- 


Sinai  has  outfitted  its  conference  rooms  with  an  RF  (radio  fre- 
quency) wireless  network;  users  can  pick  up  a  laptop  and  stay 
connected.  In  the  emergency  department,  physicians  use  wire- 
less laptops  to  move  from  patient  to  patient  and  dictate  notes 
via  speech-recognition  software.  For  new  buildings,  "We're 
thinking  about  making  wireless  the  main  form  of  network- 
ing," he  says,  "because  bandwidth  won't  be  a  problem  in 
about  three  years."  However,  so  far  Cedars-Sinai  is  not  put- 
ting wireless  into  heavy  patient  care  areas  like  ICUs,  Duncan 
says,  "because  we're  worried  about  interference." 

The  University  of  Michigan  in  Ann  Arbor  is  testing  wire- 
less delivery  of  Web-based  applications  in  a  more  tentative 
fashion.  The  university  has  provided  handheld  devices  to  a 
30-physician  group  to  see  how  they  are  used.  In  this  case  the 
device  is  a  Sharp  flip-top  that  includes  a  touch  screen  and  a 
small  keyboard. 

"It's  a  fully  functional  networked  device,"  says  Dr.  Bill 
Bria,  medical  director  of  clinical  information  services.  Physi- 
cians can  get  patient  data,  lab  results,  and  even  some  images; 
they  also  can  input  information  by  typing  or  writing.  At  this 
point  "it's  madness  to  settle  on  a  device,"  he  maintains, 


What  would  the  Internet  killer  app  for  doctors  do? 


Improve  practice 
management 
solutions 
Improve  claims 
processing 

Improve  patient 
communications 

Provide  secure 
EMR 

Improve  customer 
service 

Manage  medical 
literature 
Supply  marketing 
platform 


52% 


Percent  ol  60  health  care  professionals  interviewed 
(multiple  responses  accepted) 
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because  the  technology  will  get  faster  and' more  portable. 
What  he'd  like  to  settle  on  is  which  applications  physicians 
find  useful.  "Just  having  the  nomadic  device  isn't  the  answer. 
It's  what  to  do  with  it." 

PALM  DOCTORS 

Despite  Bria's  caution,  the  Palm  is  clearly  the  favorite  among 
physicians,  some  of  whom  are  so  excited  by  its  potential 
they're  developing  software  tor  it. 

Stuart  Weisman's  enthusiasm  for  the  Palm  led  him  to 
become  an  entrepreneur-in-residence  at  Benchmark  Capital, 
which  along  with  Sierra  Ventures,  put 
up  financing  for  ePhysician,  the  firm 
Weisman  founded  and  presides  over. 
The  privately  held  company's  offering, 
ePad,  allows  a  Palm-packing  doctor  to 
write  prescriptions  with  a  few  strokes  of 
a  stylus,  upload  via  the  Internet  to 
el'hysician's  server,  which  shows 
possible  contraindications  and  health 
plan  restrictions,  then  transmit  a 
printed  prescription  via  tax  to  a  nearby 
pharmacist, 

Two  years  ago,  Dr.  Richard  Fiedotin, 
trained  as  a  general  surgeon,  and  fellow 
Stanford  MKA  Jeffrey  Tangncy  founded 
ePocrates  to  create  "the  handheld  net- 
work tor  physicians."  They  seeded  the 
market  with  qRx,  a  free  pharmaceutical 
database  software  for  the  Palm,  con- 
taining information  on  1,600  commonly 
prescribed  clings.  Replacing  bulky  books 
like  the  Physicians'  Desk  Reference, 
ePocrates  can  be  updated  daily  via  the 
Internet.  In  March,  when  the  diabetes 
drug  Rc/.ulin  was  taken  off  the  market, 
the  more  than  SO, 000  doctors  who  had 
downloaded  qRx  were  among  the  first 
to  know. 

Tangney  says  ePocrates  decided  to  use 
the  Palm  as  a  platform  after  a  focus 
group  of  doctors,  who  were  given  Palms 
and  Windows  CE  devices,  said  they 
preferred  the  former  by  24  to  1.  Com- 
petition may  come  from  the  latest  incar- 
nation of  Microsoft's  Pocket  PC  and  a 
variation  of  the  IBM-developed  Cross- 
Pad,  the  size  of  a  paper  legal  pad. 

Still,  "We  believe  that  the  PalmPilot 
will  be  the  enabling  technology  for  med- 
ical applications,"  declares  Dr.  Richard 
Lin,  trained  as  a  surgeon  and  now  a  gen- 
eral partner  in  Three  Arch  Partners,  a 
health-oriented  venture  capital  firm. 
Expect  a  wave  of  medically  minded 
entrepreneurs  trying  to  gain  a  foot  hold 
in  physician  offices  and  hospitals.  "VCs 
were  talking  to  10  to  20  new  startups 
seeking  financing  last  fall,"  Lin  recalls. 


DR.  KIM  SWANSON,  CARDIOLOGIST,  SOLO  PRACTITIONER, 
NEWPORT  BEACH,  CALIFORNIA 

As  a  solo  practitioner,  Swanson  has  the  envi- 
able freedom  to  structure  his  practice  the 
way  he  wants.  That  means  using  a  wireless 
Psion  palmtop  and  customized  software  to  track 
his  patients. 

He  prefers  the  Psion  because  the  British- 
made  device  has  a  small  keyboard,  more  mem- 
ory capability,  and  an  operating  system  that 
allows  for  very  compressed  data,  compared 
with  alternatives  like  the  American-made  Palm. 
As  he's  talking  to  patients,  Swanson  discreetly 
keys  data  onto  his  Psion,  including  facts  about 
their  condition  and  his  analysis. 

The  Psion  works  for  Swanson  because  he 
can  maintain  eye  contact  with  the  patient. 
"A  laptop  or  desktop  isn't  transparent  enough," 
he  says.  "The  patients  want  to  feel  like  I'm 
focusing  on  them  Anything  larger  than  a  palm- 
top is  too  noticeable." 

His  notes  and  other  data  are  transferred  to 
PCs  in  his  office  and  home,  as  well  as  printed 
out  and  inserted  into  the  patient's  paper  chart 
What  he  wants  next  is  technology  that's  Web- 
based  and  synchronized,  so  he  can  enter  some- 
thing into  his  Psion  and  simultaneously  update 
the  same  information  wherever  else  he  uses  it. 

"We  will  see  the  synchronization  before  too 
long  because  I  know  what  I  need  and  that's 
what  I'm  going  to  push  for,"  Swanson  says. 


EDGING  TOWARD  EMR 

Partners  HealthCare  System,  an  integrated  delivery  network 
based  in  Boston,  is  introducing  an  KMR  system  to  its  outpa 
tient  clinics.  The  Web-based  system  offers  modules  in  whicf 
physicians  and  their  staffs  can  track  preventive  care,  medication 
use,  patient  problems,  allergies,  adverse  reactions,  procedures, 
and  clinical  notations.  Eventually,  the  system  will  general 
automatic  reminders  for  when  exams  and  diagnostic  proce 
dures  like  a  Pap  smear  are  due. 

"Our  5,000  physicians  are  always  asking  for  more  acces 
from  more  locations,  including  their  homes,"  says  Dr.  Samuc 
Wang,  senior  informatics  specialist  fo 
Partners.  That's  why  Partners  is  working 
on  a  browser-based  solution  applicabj 
to  both  desktop  and  wireless.  Righ 
now  users  can  access  the  F.MR  onl; 
through  a  Partners  workstation  withii 
the  network,  a  disincentive  for  tnobH 
physicians  who  must  log  in  at  each  nev 
location.  "Physicians  want  to  be  conj 
nected  all  the  time,"  he  believes. 

One  of  Partners'  primary  competitor 
in  Massachusetts  is  CareGroup,  a  unioi 
of  six  big  medical  centers,  the  largest  a 
which  is  Beth  Israel  Deaconess  Medica 
Center.  CareGroup,  too,  is  implementinj 
an  EMR  for  its  affiliated  physicians 
and  is  even  allowing  patients  to  access  " 
on  a  limited  basis.  CareGroup  Chia 
Information  Officer  Dr.  John  Halamk. 
says  the  Web-based  PatientSite  progran 
has  been  rolled  out  to  43  physiciai 
practices  and  has  more  than  1,001 
enrolled  patients. 

Using  a  password,  patients  can  rea< 
portions  of  their  own  medical  records 
including  what  medications  they're  takt 
ing,  what  interactions  there  could  be 
and  the  consequences  of  over-  or  under 
dosing.  Also  available  are  selected  la 
and  radiology  results  and  their  physi 
cian's  appointment  calendar.  Throug 
the  site,  patients  can  email  questions 
appointment  changes,  refill  request? 
and  any  corrections  to  their  record. 

The  selling  point  to  patients  is  avoid 
ing  that  phone  call  to  an  overloade^ 
staff.  "The  patients  have  said  they  reall 
loathe  being  put  on  hold  by  the  medic, 
staff,"  says  Halamka.  "PatientSite  elimi 
nates  the  phone  to  do  common  transae 
tions."  Already,  PatientSite  is  receivin 
more  than  6,000  hits  every  weekda 
from  patients,  who  usually  look  at  th 
KMR  or  make  appointments. 

Halamka  wants  to  offer  PatientSite  t 
every  physician  office  in  CareGrou 
within  a  year.  Working  in  a  competitn 
managed  care  environment,  almost  ha: 
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of  CareGroup's  physicians  are  paid  a  fixed  amount  per  patient 
per  month.  If  PaticntSite  enables  more  efficient  use  of  office 
staff,  more  appropriate  utilization  of  services  by  eliminating 
duplicate  testing  and  unnecessary  office  visits,  and  better  inter- 
action with  patients,  then  physicians  will  use  it,  he  predicts. 

At  a  physician  office  level,  Dr.  Bruce  Bagley  and  his  seven- 
physician  group  in  Albany,  New  York,  are  spending  $500,000 
to  install  an  EMR,  a  significant  expenditure  for  an  organization 
with  $5  million  in  annual  revenue.  "We  have  to  struggle  with 
trying  to  get  it  up  and  running  without  reducing  our  produc- 
tivity," he  says.  The  group  hopes  to  pay  off  the  cost  in  about 
five  years  by  reducing  costs  such  as  transcription,  printing,  and 
prescription  writing.  Why  do  it?  "We  felt 
we  had  to,"  he  says.  "We're  being  asked 
to  do  things  we  never  did  before,  like 
take  responsibility  for  populations  of 
people.  We  didn't  have  a  way  to  manage 
all  the  data  required  for  that." 


EXPERIMENTS  WITH  EMAIL 

Still  hotly  debated  is  how  much  physi- 
cians will  interact  with  patients  via 
email.  Patients  may  see  it  as  a  conven- 
ience, but  physicians  worry  about  being 
overwhelmed  with  yet  another  demand 
on  their  time. 

In  fact,  analyst  Michael  Barrett  dispar- 
ages the  popular  theory  that  patients' 
demands  for  email  will  force  doctors  to 
use  it.  In  a  Forrester  survey  of  3,000 
consumers,  such  characteristics  as  the 
doctor's  attitude,  knowledge,  and  organ- 
ization were  rated  as  far  more  impor- 
tant than  whether  the  physician  would 
exchange  email.  (For  example,  77.5% 
of  consumers  considered  "whether  the 
doctor  is  organized  and  informed  about 
my  situation"  as  "extremely  important"; 
only  10.4%  felt  that  way  about  email.) 

"There's  a  huge  chasm  between  the 
expectations  of  email  proponents  and 
what  consumers  really  want,"  Barrett 
maintains.  In  addition,  physicians  won't 
respond  personally  to  email  because  it 
requires  their  time  with  no  compensa- 
tion. In  Forrester's  interviews  with  physi- 
cians and  health  care  executives,  only 
9%  believed  that  doctors  will  answer 
email  without  being  able  to  charge  for 
the  consultation.  (One  managed  care 
company,  First  Health  Group  in  Down- 
ers Grove,  Illinois,  has  announced  a  pro- 
gram to  begin  paying  physicians  for 
online  interaction  with  patients.) 

For  institutions  trying  email,  an  early 
pattern  is  emerging:  strict  limitations  on 
acceptable  content,  establishment  of  a 
middleman  (i.e.,  a  Web  site  or  office  staff) 
that  triages  the  email  so  physicians  don't 


DR.  ROBERT  D.  ROWLEY,  FAMILY  PRACTITIONER,  HAYWARD, 
CALIFORNIA 

Before  entering  medicine,  Rowley  started  out  in 
computer  programming,  which  gives  him  a  skill  few 
other  physicians  can  match.  At  his  three-person 
practice,  he  has  customized  an  electronic  sys- 
tem to  handle  tasks  like  prescription  refills. 

His  office  gets  40  or  50  requests  for  prescrip- 
tion refills  every  day,  arriving  via  faxes  from  vari- 
ous pharmacies.  "Some  staff  member  had  to 
pick  up  the  fax,  pull  the  patient's  chart,  and  put 
it  all  in  a  pile  that  I'd  look  at,"  Rowley  says.  Then 
he  would  determine  which  refills  were  justi- 
fied and  hand  it  back  to  a  staff  member  to  fax 
to  the  pharmacy. 

Using  eFax  and  software  Rowley  designed, 
pharmacy  faxes  are  routed  to  an  email  box.  He 
responds  electronically  and  clicks  on  the  send 
button,  and  that  creates  a  fax  for  the  pharma- 
cist and  a  record  in  his  practice  database.  No 
staff  member  is  involved.  "Using  IT  tools  really 
changes  work  flow,"  Rowley  says.  "You  have  to 
rethink  what  you  do  every  day." 

By  year's  end  he  plans  to  put  up  a  Web  page  so 
patients  can  fill  out  forms  to  change  appointments 
or  email  routine  queries.  What  Rowley  wants 
from  technology  is  support  for  medical  decision 
making.  "I'd  like  to  be  able  to  get  the  information 
I  need,  including  patient  emails,  wherever  I  am." 


get  bombarded,  and,  somewhat  surprising,  very  slow  con 
sumer  participation. 

Providence  Health  System  in  Seattle  is  using  a  progran 
from  MedicaLogic/Medscape  called  About  My  Health  t( 
manage  consumer  email.  Besides  looking  at  their  charts  (in  i 
manner  similar  to  CareGroup)  on  the  About  My  Health  Wei 
site,  patients  can  send  messages  such  as  appointment  requests 
prescription  refills,  and  clinical  questions  to  a  clinic  in-box. 

"This  doesn't  manage  the  volume  (of  email),  but  it  does  se 
up  an  intermediary  where  it's  directed  to  the  appropriate 
place,"  says  Dr.  Dick  Gibson,  chief  medical  information  offi 
cer  for  Providence.  Physicians  get  clinical  questions,  whili 
staff  handle  appointment  and  other  rou 
tine  requests.  Consumers  who  sign  uj 
for  the  program  are  cautioned  tha 
urgent  matters  and  lengthy  question 
that  require  consultation  with  the  physi 
cian  should  not  be  emailed. 

"Our  own  physicians  are  not  100°/ 
behind  this,"  Gibson  acknowledges 
"because  they  see  it  as  the  potential  t( 
use  more  of  their  time.  Our  responsi 
is  that  helping  patients  to  be  mon 
informed  makes  for  better  health  care." 

Providence  started  offering  the  emai 
system  a  year  ago  at  one  family  practici 
clinic  in  Wilsonville,  Oregon,  with  threi 
physicians  and  has  since  added  a  second 
larger  clinic  in  Seaside  with  11  physi 
cians.  Rollout  to  additional  clinics  wa: 
awaiting  an  upgrade  from  MedicaLogic 
At  Wilsonville,  about  280  patients  wen 
using  the  service  as  of  September.  Botl 
the  number  of  patients  and  emails  wen 
short  of  the  original  targets,  says  Dr.  Kar 
Magsarili,  a  physician  at  the  Wilsonvilli 
clinic,  so  Providence  is  pushing  patient: 
to  sign  up  through  promotional  mater 
ials  sent  by  mail. 

So  far,  Magsarili  says,  he's  getting  threi 
messages  a  day,  up  from  only  a  couple  ; 
week  when  the  pilot  project  started 
Patients  are  usually  seeking  nonurgen 
medical  advice,  referrals  to  specialists,  o 
medications.  Email  has  cut  down  slightl; 
on  phone  calls  and  office  visits.  But,  h> 
says,  "If  they  really  need  to  contact  me 
they're  still  going  to  pick  up  the  phone." 

An  unabashed  email  champion,  Di 
Steven  Katz,  associate  professor  of  medi 
cine  at  the  University  of  Michigan,  says 
"Electronic  communication  betweei 
patients  and  physicians  is  an  enormou 
missed  opportunity."  In  his  view,  emai 
could  solve  some  of  the  problems  intrin 
sic  to  managed  care,  by  reducing  sched 
ule  delays,  delivering  test  results  ant 
prescription  refills,  and  addressing  con 
cerns  without  the  need  for  an  office  visit 
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How  will  the  physician-patientemail  situation  play  out? 


Physicians  will 
respond  personally, 
but  not  until  they're 
compensated 


Physicians  will 
not  respond 
personally;  staff 
will  handle 
routine  email 


72% 
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Percent  of  53  health  care  professionals 


Katz  is  overseeing  a  randomized  con- 
trolled email  trial  involving  120  primary- 
care  physicians  who  practice  at  the 
university.  Sixty  of  them  invited  their 
patients  to  access  an  email  and  Web 
communication  portal  handled  by  nurse 
clinicians  who  triage  the  messages.  The 
other  60  physicians  are  continuing  with 
their  present  phone  system.  Intel  pro- 
vided a  grant  to  sponsor  the  trial. 

Six  months  into  the  experiment,  Katz 
says  less  than  10%  of  eligible  patients 
have  used  email,  even  though  in  a  pre- 
liminary survey  about  half  of  UM's 
patients  had  identified  themselves  as 
active  email  users,  and  three-fourths  said 
they  would  like  to  be  able  to  email  their 
doctors.  "This  is  uncharted  territory," 
says  Katz.  "When  it  comes  to  health 
care,  there's  so  much  emotion  involved 
in  any  change." 

THE  GROUND  IS  SHIFTING 

Even  the  most  conservative  of  profes- 
sions can't  ignore  the  technology  revolu- 
tion. Experts  predict  that  such  advances 
as  wireless,  Web-based  tools,  and  email 
will  continue  to  make  forays,  enlarging 
their  sphere  from  academic  medical  cen- 
ters into  urban  areas  and  rural  ones 
(which  perhaps  have  more  to  gain  from 
technology).  In  the  next  decade,  the  EMR 
will  become  firmly  established,  linked  to 
secure  Web  sites,  and  available  to  both 
health  care  professionals  and  patients. 

Nearer  term,  about  25%  of  physi- 
cians will  use  wireless  devices  intensively 
within  the  next  five  years,  predicts 


Physicians  will 
respond  personally, 
rewarded  by 
productivity  gains 
elsewhere 


0% 

Physicians  will 
respond  personally, 
absorbing  the  time 
and  expense 


Source:  Forrester  Research. Inc. 


DIAGNOSING  THE 
OBVIOUS  Physicians 
aren't  going  to  respond 
to  patient  email  unless 
they  get  paid  for  it. 
With  no  compensation 
mechanism  in  place, 
overburdened  physicians 
are  concerned  that 
responding  personally 
to  patient  email  will 
take  up  too  much  of 
their  time. 


Dr.  Peter  Kilbridge,  practice  director  at 
First  Consulting  Group  in  Boston.  Email 
will  increase  even  more  rapidly,  so  that 
in  the  same  period  half  of  all  physicians 
will  communicate  electronically  with 
patients  on  a  limited  basis. 

Analyst  Barrett  says  physicians  will 
face  the  "professional  dislocation"  that 
the  technology  revolution  has  brought 
to  other  fields  when  the  Internet  con- 
verges with  biogenetics,  starting  mid- 
decade.  "As  individual  genetic  maps 
become  available,  the  average  person 
will  begin  to  think  less  like  a  consumer 
and  more  like  a  client,"  he  says.  Pre- 
dictive medicine  and  strategic  health 
planning  will  move  to  the  forefront, 
with  physicians  and  consumers  working 
as  a  team. 

To  be  part  of  this  transition,  wireless 
and  Web-based  tools  must  prove  they 
save  physicians  that  most  precious  com- 
modity, time.  And  they've  got  to  do  it  in 
real-life  medical  environments  like  the 
ones  presented  in  this  article.  More  thar 
any  other  profession,  physicians  heec 
the  experience  of  their  peers,  which  sc 
far  has  been  less  than  impressive  wher 
it  comes  to  IT.  "The  biggest  problem  u 
convincing  physicians  that  [technology 
is  a  path  to  a  better  place  and  not  just 
an  additional  burden,"  says  Dr.  Bruce 
Bagley,  a  technology  champion  who'; 
president  of  the  American  Academy  o: 
Family  Physicians. 

Steve  Ditlea,  a  freelancer  in  Riverdale 
New  York,  contributed  to  this  article. 
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inding  fingerholds  on  sheer  rock  at 
20,000  feet  doesn't  leave  much  room  for  dig- 
ital entertainment  technology.  But  in  today's 
close-up,  obsessed,  visually  overstimulated  world, 
we  are  being  teased  into  believing  otherwise. 

As  my  friend  Mike  Graber  says,  "You're  either 
operating  inside  the  911  umbrella,  or  outside  the  911 
umbrella."  He  should  know.  As  one  of  the  world's 
foremost  adventure  cameramen,  his  23-year  career 
has  spanned  the  war  in  Afghanistan,  the  floodwaters 
of  the  Amazon,  the  major  summits  of  the  Himalayas, 
and  the  real  tornado  footage  in  the  film  Twister. 

A  little  over  a  year  ago,  we  covered  an  adven- 
ture together.  Graber  went  to  Pakistan's  Karako- 
ram  to  film  the  first  ascent  of  Great  Trango  Tower, 
the  world's  biggest  rock  wall.  I  stayed  in  San  Fran- 
cisco, directing  coverage  for  Quokka  Sports,  the 
digital  sports  Webcasting  company.  A  year  later, 
we  caught  up  by  phone,  just  as  the  television  show 
Survivor  reached  the  summit  of  public  attention. 

"It  was  R-E-E-L,  not  real.  Who  was  providing  the 
sunblock?"  Graber  snorted,  confirming  the  disdain  we 
both  shared  for  the  stagy,  39-day  "endurance"  con- 
test. "Technology  gives  us  power  to  tell  the  story," 
he  added.  "But  sometimes  it  gets  between  us  and 
the  essential  moment.  Survivor  disgusted  me  because 
it  artificially  tried  to  persuade  us  those  barriers 

don't  exist."  To 

The  danger  was  that  we  were 


distracting  them  from  their 
primary  goal  —  staying  alive. 


illustrate,  he  cited 
our  common  expe- 
rience on  Great 
Trango  Tower. 
Last  year,  three 

 of  the  world's  best 

climbers,  Alex 
Lowe,  Mark  Synnott,  and  Jared  Ogden,  were 
equipped  with  so  much  technological  gadgetry — 
from  digital  cameras  to  a  portable  satellite — that 
they  needed  a  technical  support  team  at  base 
camp.  All  this  stuff  would  allow  Web  viewers  to 
follow  the  team  into  the  far  reaches  of  the  Karako- 
ram  and  up  the  20,618-foot  northwest  face  of 
Great  Trango  Tower.  The  feat  took  two  months; 
the  climbers  spent  43  days  suspended  on  the  wall. 

Sometimes  the  burden  of  being  accessible,  to  be 
real,  and  to  survive  proved  too  great  for  the  climbing 


team.  Stress,  fatigue,  even  old  grudges  began  intrud- 
ing into  their  performances.  At  one  point,  the  three 
were  stymied  by  a  disagreement  over  which  route 
they  should  take.  And  then  bigger  issues  erupted — 
over  leadership — but  not  openly.  Instead  of  holding 
a  videotaped  tribal  council  a  la  Survivor,  the  three 
decided  to  turn  their  cameras  and  microphones  off. 

While  they  sorted  things  out,  I  waited  in  my 
office  and  thought  about  all  the  levers  we  were 
pulling  that  had  contributed  to  this  situation.  We 
were  literally  peering  over  the  climbers'  shoul- 
ders, probing  their  psyches,  looking  for  their  misgiv- 
ings—  for  the  sake  of  entertainment.  The  danger 
was  that  we  were  distracting  them  from  their  pri- 
mary goal — staying  alive.  Still,  we  pressed  them  to 
push  on.  At  one  point,  cameraman  Graber  found 
his  survival  instincts  pitted  against  his  show  busi- 
ness instincts.  He  pleaded  that  the  climbers  should 
jettison  some  of  the  transmitting  equipment  if  they 
wanted  to  safely  attain  the  summit. 

In  the  end,  the  team  left  behind  all  but  the  mini- 
mum tech  equipment,  and  Lowe,  the  40-year-old 
climber  many  call  the  greatest  of  our  generation,  led 
the  final  charge  to  the  top.  Within  minutes,  raw  and 
unedited  digital  photos  and  audio  of  the  historic 
exploit  were  broadcast  on  the  Web.  The  rawness 
testified  to  the  pure  drama  of  the  moment. 

Three  months  later,  Lowe  would  encounter 
another  type  of  rawness  that  technology  cannot 
transcend.  Ever  the  showman,  he  had  accepted  an 
adventure  that  NBC  was  taping  in  Tibet.  He  was 
part  of  a  team  attempting  to  surmount  26,291 -foot 
Shishapangma  and  then  ski  down  the  face. 

On  October  5,  1999,  thousands  of  tons  of  snow 
broke  away  from  the  mountain  6,000  feet  above 
Lowe  and  a  cameraman.  The  mass  was  traveling  at 
100  mph  when  it  obliterated  the  pair.  Subsequent 
photos  shot  from  a  distant  vantage  point  showed 
only  a  blank  mountain  face,  indifferent  to  the  vic- 
tims or  survivors.  As  viewers,  we  had  been  fooled 
into  thinking  there  were  no  boundaries  to  witness- 
ing and  experiencing  this  human  endeavor,  but  the 
snow-whipped  mountain  face  told  a  different  story. 

Sitting  in  front  of  my  computer  7,300  miles 
away,  I  struggled  with  the  words  to  write  a  proper 
obituary  to  be  broadcast  on  Quokka's  Web  site.  ■ 
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ne  of  Biotech's  biggest  struggles  over  the 
past  eight  years  has  been  trying  to  bust  out 
of  the  low  market  cap  trap  that  gripped 
many  public  companies  and  thwarted  private  firms' 
dreams  of  initial  public  offerings.  Institutional 
investors  are  increasingly  hesitant  to  buy  into  com- 
panies with  a  market  cap  under  $500  million,  no 
matter  how  promising  the  technology  or  the  devel- 
opment pipeline.  The  net  result  has  been  that  all 
but  the  top  15  public  biotech  stocks  found  them- 
selves stuck  in  what  Elizabeth  Silverman  (then  of 
Robertson  Stephens)  termed  "roach  motels" — 
investors  could  check  in,  but  they  couldn't  check 
out.  And  the  companies  often  got  stranded  with- 
out access  to  the  cash  needed  to  move  product 
development  forward. 

While  the  Wall  Street  climate  has  improved  for 
biotech,  the  $500  million  mark  is  still  there.  Con- 
sequently, biotechnology  companies  are  consolidat- 
ing in  an  effort  to  create  the  needed  critical  mass  of 
technology,  cash,  and  expertise  to  burst  through  this 
barrier.  The  problem  is  that  all  too  often  we  get  two 
small  dogs  making  one  larger  dog. 

The  classic  example  of  that  has  to  be  Scios,  with 
its  1992  merger  with  Nova  Pharmaceutical.  This 
deal  brought  together  two  companies  on  opposite 

sides  of  the  continent, 

Biotechnology  companies  are   with  no  proprietary 

products  close  to  mar- 
ket, no  overlap  in  tar- 
geted markets,  and 
rocky  histories  on  Wall 
Street.  Eight  years  later, 
Scios  shows  no  clear 
shareholder  benefit 
from  the  deal  and  still 
has  no  proprietary 
products  on  the  mar- 
ket. The  only  bright 
spot  was  spinning  out 
most  of  the  Nova-related  expertise  to  form  Guilford 
Pharmaceuticals,  which  now  enjoys  a  market  cap 
about  $100  million  higher  than  its  parent.  Scios 
shareholders  didn't  share  in  that  good  fortune. 

In  spite  of  the  lack  of  blockbuster  deals,  the  pace 
of  acquisition  has  accelerated,  driven  primarily  by 
the  continued  effects  of  the  long  biotech  investing 


consolidating  in  an  effort 
to  create  the  needed  critical 
mass  of  technology,  cash, 
and  expertise. 


drought.  About  13  deals  were  consummated  in  1997, 
14  in  1998,  and  26  in  1999.  Many  of  the  acquired 
companies  were  on  their  last  legs,  thanks  to  failing 
products  or  patents,  although  they  brought  some 
technology  dowry  to  their  new  owners. 

August  marked  the  start  of  a  new  firm  formed 
by  one  of  the  first  really  interesting  biotech  consoli- 
dation deals  —  a  three-way  merger  that  created 
Curis,  designed  to  be  a  powerhouse  in  the  regenera- 
tive medicine  arena.  Curis  was  formed  from  two 
private  companies,  Ontogeny  and  Reprogenesis, 
and  one  public  one,  Creative  BioMolecules.  All 
three  are  based  in  or  near  Cambridge,  Massachu- 
setts. The  combo  caught  my  attention  because  it 
combined  three  relatively  small  players  into  an 
entity  greater  than  the  sum  of  its  parts,  with  a  full 
research  and  product  pipeline  spanning  several 
enabling-technology  platforms. 

Ontogeny's  then-CEO,  Dr.  Doros  Platika,  was 
the  driving  force  behind  this  merger.  When  he  came 
to  the  company  in  1996,  Ontogeny  was  one  of  the 
early  players  fusing  developmental  biology  (under- 
standing how  organs  and  tissues  develop  and  dif- 
ferentiate in  living  organisms,  including  the  human 
body)  and  functional  genomics  (figuring  out  what 
genes  do  in  the  body).  This  initial  approach  was  a 
great  way  to  mine  the  information  coming  from  the 
Human  Genome  Project  for  products  that  could  be 
used  to  stimulate  tissue  growth  and  repair  or  to 
block  abnormal  growth  in  diseases  like  cancer.  As 
the  U.S.  population  ages,  advances  like  better  knee 
replacements  and  more  effective  cancer  drugs  could 
go  a  long  way  toward  improving  quality  of  life  and 
cutting  health  care  costs. 

Ontogeny's  research  identified  important  genes 
and  proteins  and  control  molecules  on  which  to 
base  drugs  for  nervous  system  diseases,  diabetes, 
skin  cancers,  and  hair  growth  (already  a  burgeon- 
ing baby  boomer  business).  But  Platika  soon  real- 
ized that  the  company's  potent  discovery  engine 
needed  to  be  coupled  with  drug  development  and 
marketing  capability  because  Wall  Street  rewards 
product  revenues,  not  promising  research. 

Platika  also  was  keenly  aware  of  the  huge  pres- 
sure on  biotech  stocks  with  low  market  caps,  and 
vowed  to  avoid  the  "roach  motel"  syndrome.  He 
and  his  team  forged  a  four-year  plan,  backed  up  by 
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a  hefty  bank  account,  to  build  the  critical  mass 
needed  to  leap  into  the  $500  million  market  cap 
tier.  The  Ontogeny  team  drew  up  a  list  of  the 
ground  rules: 

The  merger  must  involve  more  than  one  other 
company  or  there  wouldn't  be  enough  technology, 
intellectual  property,  expertise,  and  product  pipe- 
line to  catapult  into  the  high  market  cap  realm. 
(Of  course,  it  would  also  make  it  easier  for  Onto- 
geny to  stay  in  control  if  it  didn't  merge  with  one 
larger  player.) 

The  companies  should  be  in  the  Boston  area,  to 
keep  logistics  simple. 

The  candidates  should  be  focused  in  areas  that 
fit  logically  with  Ontogeny's  existing  concentra- 
tion, averting  the  chance  of  substantial  layoffs. 

Ontogeny  had  a  powerful  discovery  research 
capability,  strong  molecular  and  cell  biology 
expertise,  a  focus  on  regenerative  medicine,  and 
a  desire  to  bring  in  product  development  capabili- 
ties and  other  technologies.  That  led  Platika  to 
Creative  BioMolecules,  founded  in  the  1980s  but 
languishing.  Creative  had  a  strong  patent  portfolio 
in  a  key  area  of  antibody  technology  and  in  the 
TGF-beta  family  of  regenerative  proteins,  coupled 
with  an  orthopedic  product  now  in  late-stage  clini- 
cal development  for  one  indication  and  in  regula- 
tory review  for  another.  But  many  investors  had 
given  up  on  the  company  long  ago  when  product 
development  kept  stalling. 

Further  investigation  showed  that  some  of 
Creative's  compounds  might  be  useful  in  treating  an 
expanded  array  of  orthopedic  problems,  periodontal 
disease,  kidney  failure,  and  neurological  disorders, 
including  stroke  and  Parkinson's  disease.  Creative's 
team  had  experience  in  the  large-scale  manufacture 
of  recombinant  proteins  and  capabilities  important 

for  downstream 
product  develop- 
ment. The  com- 
pany had  a  strong 
understanding  of 
the  biology  of 
these  tissue  regen- 
erative proteins, 
which  would  be 
important  to  Onto- 
geny as  its  research 
programs  moved 
into  early  testing.  And  that  antibody  technology 
would  be  very  useful  in  tinkering  with  the  develop- 
mental pathways  being  identified  by  Ontogeny  and  in 
generating  new  products. 

The  third  piece  of  the  puzzle  was  Reprogenesis, 
working  on  products  that  combined  a  delivery 
method  with  different  types  of  human  cells  and  a 
biodegradable  matrix  that  keeps  cells  happy  and 
growing  in  the  body.  These  products  are  aimed  at  cre- 
ating tissues  in  patients  to  repair  or  restore  function 


The  challenge  for  the  new  team 
is  to  finish  the  integration  and 
assimilation  of  three  companies, 
creating  a  dominant  entity. 


to  tissue  and  organ  defects.  Reprogenesis  was  a 
strong  product  development  house,  focused  on  tissue 
engineering  and  stem  cells,  with  good  manufacturing 
capacity  and  quality. 

In  structuring  the  merger,  "We  interviewed  more 
than  a  dozen  companies,"  says  Platika.  "It's  critical 
to  have  backups  and  backups  to  the  backups 
[because]  something  can  always  go  wrong."  His 
biggest  hint  for  pulling  off  a  strategically  thought- 
ful merger:  Don't  get  thrown  off  track  just  because 
the  financing  environment  changes,  if  your  basic 
analysis  is  still  intact.  As  he  was  getting  into  seri- 
ous discussions  in  late  1999  and  early  2000,  the 
biotech  window  suddenly  flew  open  and  money 
gushed  in.  It  was  a  challenge  to  stick  with  his 
team's  approach. 

"We  had  all  kinds  of  banks  poised  to  take 
[Ontogeny]  public  and  earn  those  fees.  Investors 
and  board  members  were  saying,  'If  we  had  gone 
public,  we  could  have  made  a  lot  of  money!' "  But 
Platika's  strategy  was  to  build  a  sustainable  com- 
pany that  would  continue  to  perform  over  the 
long  term.  "I  figured  the  right  companies  coming 
together  was  far  more  unusual  than  the  opening  ol 
the  financing  window,"  he  says. 

Platika  believes  that  he  has  now  created  an 
entity  that  will  give  his  investors,  and  those  ol 
Creative  and  Reprogenesis,  a  much  better  return 
in  the  long  term  than  taking  Ontogeny  public  b> 
itself.  (Curis  is  already  public,  traded  on  Nasdac 
under  CRIS.)  In  place  is  a  hefty  product  pipeline 
stretching  from  Creative's  lead  product,  OP-1,  up 
for  market  approval  in  the  United  States,  Australia 
and  Europe,  followed  closely  by  Reprogenesis  can- 
didates and  a  long  line  of  preclinical  and  early- 
stage  research  projects.  This  pipeline  creates  ar 
investing  vehicle  with  less  volatility  for  sharehold 
ers  than  the  traditional  biotech  stock.  The  chal 
lenge  for  the  new  team  is  to  finish  the  integratior 
and  assimilation  of  three  companies,  maintair 
productivity,  and  create  a  dominant  entity. 

Over  the  next  12  months,  investors  should  loot 
for  products  moving  forward,  new  deals  involving 
genomics  and  stem  cells,  and  product  developmen 
partners.  CEO  Platika  expects  the  Curis  discover 
engine  to  generate  one  or  two  new  product  candi 
dates  each  year.  He  has  more  than  $50  million  ii 
cash,  which  should  pay  for  another  18  months  o 
activity,  so  financings  are  likely  to  be  on  the  menu 
Says  Platika,  ''Look  for  additional  M&A  deals.  Thi 
is  part  of  a  rollout,  to  make  sure  we  can  craw 
before  we  run."  If  all  goes  well,  Platika  and  Onto 
geny  may  have  come  up  with  a  great  way  to  ge 
out  of  the  "roach  motel." 


Cynthia  Robbins-Roth,  Ph.D.,  is  the  foundin, 
partner  of  BioVenture  Consultants  and  author  c 
From  Alchemy  to  IPO:  The  Business  of  Biotechnol 
ogy  (Perseus  Books). 
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THE   GILDERED   AGE  ^  George  Gilder  and  Ridwrd  Vigilante 

The  Telecosm  Party 


Qualcomm's  cdma,  already  the  leading 
wireless  technology  in  North  America,  is 
now  poised  to  triumph  in  the  next  era  of 
wireless.  To  explain  why,  let  us  revisit  the  now- 
legendary  cocktail  party  that  Qualcomm  founder 
Irwin  Jacobs  long  ago  conceived  as  an  analogy  for 
cellular  systems.  At  the  party,  several  guests  have 
paired  off  in  conversation.  But  for  each  listener  the 
sum  total  of  all  the  other  speakers'  "transmissions" 
is  mere  noise,  interfering  with  his  ability  to  discern 
the  signal  sent  by  the  one  person  to  whom  he  is 
trying  to  listen.  What  happens  next?  Struggling  to 
be  heard,  each  speaker  talks  louder  and  louder,  but 
that  only  increases  the  total  noise  in  the  room — 
making  it  even  more  difficult  to  hear. 

Frantic  to  save  her  party,  the  hostess  tries  several 
solutions.  First  she  disperses  her  guests  into  different 
rooms,  one  pair  to  a  room. 
With  no  noise  at  all  in  the 
room  except  for  the  pair's  own 
conversation,  each  couple 
converses  unimpeded,  luxuri- 
ating in  silence.  This  solution 
is  frequency  division  multiple 
access,  the  technique  used  by 
analog  mobile  systems,  which 
dedicates  a  pair  of  narrow- 
frequency  channels  solely  to 
one  pair  of  users  in  a  cell.  Since 
the  frequencies  cannot  be 
reused  except  by  users  in  cells 
at  least  two  diameters  away, 
the  system  also  invokes  space 
division  multiplexing. 

Alas,  while  some  guests 
now  have  a  surfeit  of  silence, 
many  still  have  none.  This  is  a  Manhattan  cocktail 
party,  and  there  are  not  enough  empty  rooms 
(channels)  in  the  apartment  for  all  conversations. 

A  simple  spatial  division  won't  do.  Taking 
.'.pother  stab  at  the  problem,  the  hostess  now  places 
three  pairs  of  conversationalists  in  each  room.  All 
three  pairs  may  converse,  but  they  must  take  turns. 
Everv  20  seconds,  say,  one  pair  gets  to  talk;  the  other 
two  r  ust  be  silent.  Adapting  to  the  problem,  the 
guests         hat,  when  it  is  their  turn,  they  tend  to 


talk  faster  than  usual.  And  while  waiting,  they 
search  for  economical  turns  of  phrase,  to  encode 
more  meaning  in  less  transmission  time.  The  result  is 
time  division  multiple  access  (TDMA),  made  possible 
by  digitizing  the  voice  signals  so  we  can  send  them  in 
rapid  bursts,  combined  with  some  speech  compres- 
sion codes  to  save  bits.  It  also  triples  the  number  of 
conversations  the  hostess  can  accommodate. 

Unfortunately,  this  is  a  paradigm  party  of  leg- 
end, a  party  of  the  decade.  Guests  continue  to  throng 
in  at  a  rate  of  millions  per  week.  Fortunately,  the 
solution  dawns  on  the  hostess:  Her  party  is  ever  so 
cosmopolitan,  with  Japanese,  Koreans,  Indians,  and 
polyglot  Chinese  and  Europeans.  So  she  asks  every- 
one to  return  to  the  main  room  and  speak  as  softly 
as  they  can  manage,  but  each  pair  in  a  different  lan- 
guage. Mirabile  dictu,  everyone  can  hear  and  under- 
stand the  signal  meant  for  him  or  her.  It's  a  little 
better  if  a  few  guests  leave;  a  little  worse  if  a  few 
more  show  up,  but  satisfactory  in  any  event.  In  the 
real  world  of  wireless  this  is,  of  course,  code  divi- 
sion multiple  access  (CDMA). 

Adding  silence,  taking  away  noise,  the  solutions 
have  progressed  on  a  continuum  from  the  purely 
physical  to  the  predominantly  logical.  In  the  first, 
the  analog  solution,  our  only  resources  were  physi- 
cal— separating  the  speakers  by  space.  In  the  TDMA 
solution,  we  employed  two  physical  dimensions 
and  built  our  isolation  chamber  out  of  both  space 
and  time.  TDMA  plied  logic  as  well,  compressing 
communications  to  fit  better  into  those  slots.  Bui 
only  the  final  solution,  CDMA,  is  predominanth 
logical — assigning  each  speaker  a  different  lan 
guage,  or  code.  Coding  the  messages  into  differen' 
languages  provides  virtual  silence,  since  listener; 
easily  filter  out  the  sounds  of  languages  they  do  no 
understand,  readily  identifying  them  as  "noise' 
rather  than  signal. 

Adding  silence  in  this  way  is  only  part  of  thi 
story.  Also  crucial  is  silence  removal. 

Consider  again  our  hostess.  Her  first  solution— 
each  conversational  pair  got  its  own  room — wastec 
silence.  With  each  speaker  occupying  an  entiri 
channel,  much  of  what  flows  through — some  65% 
in  fact — is  silence.  In  typical  phone  conversations 
each  speaker  talks  about  35%  of  the  time,  witl 
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THE  GILDERED  AGE 


both  parties  silent  about  30%  of  the  time.  And  because  the 
analog  signals  in  the  communication  "look"  just  like  the 
sound  waves  they  imitate,  they  cannot  be  compressed  or 
accelerated.  TDMA,  despite  employing  digital  compression, 
still  wastes  65%  of  its  bandwidth  on  empty  but  rigidly  .sched- 
uled time  slots. 

SORTING  SILENCE 

While  TDMA  wastes  silence,  CDMA  spends  logical  millions  of 
instructions  per  second  (mips)  to  both  save  and  manufacture 
silence.  Under  the  guidance  of  Qualcomm  cofounder  Andrew 
Viterbi,  who  created  crucial  coding  algorithms  used  in  nearly 
all  digital  communications  systems,  Qualcomm  developed  the 
variable  rate  vocoder.  In  TDMA  or  CDMA,  a  vocoder  condenses 
the  64,000  kilobits-per-second  (Kbps)  digitized  version  of 
human  speech  down  to  between  8  and  13  Kbps.  But  during 
moments  of  silence,  CDMA's  variable  rate  vocoder  will  output 
at  as  little  as  one-eighth  of  the  full  rate.  The  momentarily  silent 
user  opens  up  space  in  the  channel  for  other  conversations.  The 
variable  vocoder  alone  accounts  for  a  250%  increase  in  the 
capacity  of  a  CDMA  cell,  but  it  would  be  pointless  in  a  TDMA 
system,  which  shares  time  but  cannot  share  silence. 

Thanks  to  the  law  of  large  numbers  in  CDMA,  the  salvaged 
silence  is  spread  out  across  the  shared  1.25  megahertz  chan- 
nel in  a  variant  of  statistical  multiplexing,  the  basic  economiz- 
ing principle  behind  any  shared  channel,  such  as  an  Ethernet 
or  the  Internet.  As  with  an  Ethernet,  there  is  only  a  "soft" 
limit  on  the  number  of  users:  Adding  one  more  will  increase 


the  interference  in  the  channel  only  marginally.  Our  hostess 
need  not  panic  if  a  late  guest  shows  up  at  the  door. 

Even  more  auspicious  for  CDMA  in  the  coming  era  of  the 
wireless  Web:  The  hostess  need  not  despair  even  if  scores  of 
guests  decide  to  deliver  speeches  with  PowerPoint  slides  or 
transmit  lengthy  PostScript  files.  Because  the  CDMA  system 
spreads  all  the  data  across  all  the  available  spectrum  all  the 
time,  it  can  accommodate  the  bursty  bitstreams  characteristic 
of  the  Internet. 

Thus  CDMA  exploits  processing  to  add  silence  where  it  is 
needed  and  takes  it  away  where  it  would  be  wasted.  But 
CDMA's  greatest  feat  and  the  essence  of  the  system  is  that  it 
uses  processing  to  turn  noise  itself  into  silence. 

In  any  communication  channel,  all  the  transmission  power 
ends  up  either  as  noise  or  signal,  and  some  of  it  ends  up  as 
both,  because  even  a  well-shaped  signal  is  noise  to  a  user  try- 
ing to  receive  a  different  signal.  In  TDMA,  there  are  only  two 
possible  fixes.  The  sender  can  raise  the  power  of  the  transmis- 
sion, thus  making  it  more  likely  that  the  bits  will  be  dis- 
cernible through  the  noise.  But  any  additional  power  will 
show  up  as  additional  noise  on  adjacent  channels,  con- 
fronting them  with  the  same  choice.  (The  guests  at  the  cock- 
tail party  have  started  to  shout.)  Or  the  sender  can  add  more 
bits — e.g.,  in  the  form  of  more  elaborate  error  correction — 
but  this  will  decrease  the  information  rate  of  the  channel. 
(The  guests  at  the  party  have  started  to  repeat  themselves.) 

CDMA  soaks  up  all  this  overflow  of  noise  and  bits  with  DSP 
millions  of  operations  per  second  (mops).  The  CDMA  transmitter 
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first  multiplies  the  information  bits  by  a  pseudorandom  noise 
code  and  then  spreads  the  resulting  apparently  randomized  sig- 
nal across  a  slice  of  spectrum  more  than  100  times  the  band- 
width of  the  original  signal.  Like  a  platoon  spreads  out  to 
avoid  death  from  a  single  grenade,  the  spread  signal  cannot  be 
wiped  out  by  noise  in  any  narrow  portion  of  the  channel. 

When  the  signal  is  spread  by  a  factor  of  more  than  100,  its 
energy  is  necessarily  spread  as  well,  and  so  is  the  energy  of 
the  other  users  of  the  same  spectrum.  Collectively,  the  signals 
of  dozens  of  users  have  acquired  the  essential  characteristics 
of,  if  not  quite  white,  then  "gray"  Gaussian  noise.  The  result 
is  scores  of  decibels  of  "processing  gain":  the  apparently 
magical  power  of  hearing  a  soft  sound  above  a  much  louder 
one  of  similar  pitch.  Abandoning  the  attempt  to  power  past 
competing  users,  CDMA  lowers  the  energy  of  all  signals  to  the 
minimum  needed  to  reach  the  receiver.  Because  the  receiver 
has  the  matching  noise  code — which  is  inverted  to  delete  the 
noise  through  destructive  interference — the  message  can  be 
extracted  from  the  background  drone.  What  would  have 
been  a  cacophony  of  competing  voices  now  appears  as  a  low 
murmur,  like  the  celestial  hum  of  a  Gregorian  chant  against 
which  the  soloist  stands  in  vivid  relief. 

STRAIGHT  TO  THE  OUTSOURCE 

Of  course,  the  CDMA  profile  of  risk  and  reward  offered  by 
Qualcomm  and  others  will  not  suit  everyone.  Attempting  to 
reduce  exposure  to  political  spikes  and  marketing  noise, 
many  of  you  will  spread  your  wireless  investments  across 


such  technologies  as  LMDS  (local  multipoint  distribution  sys- 
tem), MMDS  (microwave  multipoint  distribution  system), 
Metricom's  (Nasdaq:  MCOM)  frequency-hopping  "Ricochet," 
wireless  optics,  Bluetooth,  and  the  world's  thousands  of  cellu- 
lar and  personal  communications  service  (PCS)  vendors. 

On  the  other  hand,  readers  can  choose  the  one  company 
whose  capabilities  play  across  the  entire  range  of  these  tech- 
nologies. That  company  is  Wireless  Facilities  Inc.  (WFI,  Nasdaq: 
WFII)  of  San  Diego,  California.  With  more  than  1,000  wireless 
professionals  with  previous  work  experience  from  Bell  Labs 
to  Bell  South,  WFI  provides  outsourced  services  covering  the 
gamut  of  wireless  functions. 

Among  Wireless  Facilities'  customers  were  all  the  first  12 
American  deployers  of  PCS,  including  both  Sprint  PCS  and 
AT&T  partners  TeleCorp  PCS  (Nasdaq:  TLCP)  and  Triton  PCS 
(Nasdaq:  TPCS).  With  overseas  ventures  in  Mexico,  Poland, 
India,  Nigeria,  Singapore,  Australia,  and  the  United  King- 
dom, to  name  but  a  few,  WFI  services  the  globe. 

With  a  growing  backlog  of  projects,  WFI  is  situated  at  the 
heart  of  the  wireless  new  world.  As  the  company  increasingly 
concentrates  on  advanced  data  projects,  it  will  necessarily 
have  to  become  chiefly  a  CDMA  specialist.  Anticipating  this 
paradigmatic  destiny — and  appreciating  its  current  prom- 
ise— we  think  WFI  is  an  up-and-comer.  ■ 

George  Gilder  is  a  contributing  editor  at  Forbes  ASAP.  He 
coauthors  the  monthly  Gilder  Technology  Report  with  Richard 
Vigilante.  For  a  newsletter  subscription,  call  1-800-292-4380. 
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NOTHING  VENTURED 

Beyond  the  Theme  Park 


T 


-0 


58 
58 


HE  term  irrational  exuberance  was  intended 
to  refer  to  public  investors,  but  it  aptly 
describes  the  mind-set  of  venture  capitalists 
until  recently.  VC  funding  peaked  in  the  dot-com 
period  from  January  1998  to  January  2000,  total- 
ing $87.2  billion.  As  late  as  the  first  quarter  of 
2000,  VCs  were  investing  $1  billion  per  week. 

Prompted  by  the  stunning  decline  in  the  Nas- 
daq, the  summer  of  2000  began  a  period  of 
regrouping  for  venture  investors — a  time  to  reflect, 
size  up  portfolios,  and  look  ahead. 

I  have  always  thought  of  Silicon  Valley  as  a  sort 
of  theme  park,  where  only  the  names  of  the  rides 
are  changed  occasionally.  With  the  Internet  invest- 
ing orgy  came  what  I  call  du  jour  or  theme-based 
investing,  with  VCs  boasting  of  the  number  of  B2B 
or  B2C  or  ASP  companies  in  their  portfolios. 

And  IPOs?  Investment  bankers  who  months 
ago  shunned  models  of  profitability  and  instead 
proclaimed,  "Land  grab,"  have  changed  their 
tunes  overnight — demanding  profitability  within 
at  least  one  year  of  an  IPO  and  telling  many  com- 
panies to  wait  a  few  years  before  considering 
a  public  offering.  Entrepreneurs  who  bristled 

when  investors 

I  have  always  thought  of  Silicon  required  detailed 

Valley  as  a  sort  of  theme  park,  operating  plans 

now    find  that 

where  only  the  names  of  the  metncs  such  as 

rides  are  changed  occasionally.         page  views,  num- 
ber of  unique  vis- 

— —  —  itors,  or  number 

of  customers  will 
not  propel  them  to  an  IPO.  Instead,  they're  asked 
for  traditional  projections  like  revenue  growth  and 
time  to  profitability. 

What  does  it  mean  for  the  next  five  years?  The- 
matic investing  will  not,  unfortunately,  go  away — 
wireless,  broadband,  and  optical  being  among  the 
themes  at  this  moment.  However,  it's  now  obvious 
that  this  leads  to  an  opportunity  pond  polluted 
with  too  much  money.  With  saturation  comes 
wholesale  valuation  downturns.  Dozens  of  public 
B2C  companies — from  Pets.com  to  Buy.com — find 
their  share  prices  frozen  in  the  single-digit  range 
after  the  analysts  who  supported  their  IPOs  down- 


graded them.  Even  the  heralded  B2B  exchanges 
found  themselves  redefining  their  business  models 
after  early  IPOs  like  Chemdex  (now  reinvented  as 
Ventro)  demonstrated  that  an  exchange  alone  was 
not  enough  to  build  large  revenues. 

Corporations  also  are  reeling  from  the  overexu- 
berance  of  the  VCs.  Technology  vendor  overpopu- 
lation will  likely  cause  corporations  to  pare  down 
their  suppliers  and  return  to  the  recognized  power- 
houses. Any  innovator  that  hopes  to  emerge  as  a 
major  player  will  be  defined  by  the  number  of 
smaller  companies  (partners)  dependent  on  it.  Ora- 
cle and,  more  recently,  Siebel  Systems  are  examples 
of  these  partner-powered  companies. 

In  this  environment,  islands  of  innovation  will 
not  survive.  Service  companies  that  have  sprung  up 
to  glue  together  the  thousands  of  stand-alone  tech- 
nology islands  also  will  find  severe  competition  as 
services  and  software  reunite  in  emerging  technol- 
ogy powerhouses. 

For  new  entrants,  the  bar  has  risen.  Investors 
should  search  for  differentiated  breakthrough  tech- 
nology vs.  reinvented  business  models  (and  stop 
reading  the  theme  reports  from  analysts!).  The 
edges  of  the  Internet  are  still  rough,  while  cus- 
tomers' expectations  are  higher  than  ever.  Akamai, 
which  offers  products  that  cache  content  across 
widely  distributed  Internet  applications,  and 
Rational,  which  for  the  past  decade  has  provided 
state-of-the-art  tools  for  code  development,  are 
just  two  examples  of  companies  defined  by  clear 
and  potentially  sustainable  technology  advantages 
targeted  to  real  customer  needs. 

Going  forward,  the  cadence  of  the  New  Econ- 
omy will  seem  a  bit  slower,  and  valuations  will 
be  more  realistic  for  both  private  and  public 
investors.  The  race  is  a  marathon  again  rather  than 
a  sprint.  For  venture  capitalists,  this  also  means 
going  "back  to  basics" — investments  will  remain 
private  longer  and  must  have  solid  customer  value 
propositions  that  lead  to  real  profitability.  ■ 

Ann  Winblad  is  a  founding  partner  of  Hummer 
Winblad  Venture  Partners  in  San  Francisco.  She 
may  hold  financial  positions  in  companies  cited. 
She  can  be  reached  at  awinblad@humwin.com. 
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ust-carry"  is  the  latest  government 
law  that  will  not  die.  It  has  already  spread 
from  cable  TV  to  satellite  dishes,  and  may 
soon  infect  your  PC. 

Enacted  as  part  of  the  1992  Cable  Act,  must- 
carry  gave  local  television  stations  the  right  to  a 
slot  on  basic  cable  TV  systems,  free  of  charge.  To 
counter  the  market  power  of  cable  operators,  the 
law  gave  priority  to  off-air  stations  that  the  cable 
system  might  bump  to  avoid  helping  a  competitor 
garner  local  advertising  minutes. 

Where  must-carry  hurts  viewers  is  in  the  trade-off 
between  a  little-watched  UHF  home  shopping  chan- 
nel and  a  cable  startup  like  Oxygen.com.  The  trade- 
off is  real:  The  average  U.S.  cable  system  features 
just  66  channels  of  capacity.  By  comparison,  more 
than  175  cable  television  nets  are  distributed  via 
satellite.  Thus  the  marginal  station  moved  up  by 
must-carry  often  pushes  off  cable  some  of  the  chan- 
nels viewers  might 
actually  like  to  watch. 

Crunch  the  num- 
bers. C-SPAN  CEO 
Brian  Lamb  has. 
Following  the  1992 
Cable  Act,  Lamb  esti- 
mates that  C-SPAN1 
and  C-SPAN2,  the 
premier  public  affairs 
cable  networks,  lost 
carriage  (full-  or  part- 
time )  in  nearly  5 
million  homes  due 
to  must-carry  rules. 
That's  a  definite  ouch,  but  tune  in  to  what's  up  next. 

In  April  1997,  every  U.S.  TV  station  received  a 
second  license.  This  one  is  to  transmit  digital  TV. 
The  Federal  Communications  Commission  is  now 
pondering  whether  to  make  these  new  DTV  signals 
also  eligible  for  must-carry  status.  Should  that 
happen,  the  number  of  cable  channels  "seized"  by 
regulators  could  double.  Established  cable  pro- 
gramming giants  like  CNN  and  ESPN  would  be  in 
no  danger,  but  niche  and  fledgling  cable  nets 
would  have  to  scramble  for  scarce  bandwidth. 

Even  more  ominous,  it  is  no  longer  clear  where 
your  cable  TV  system  stops  and  your  Internet  con- 
nection begins.  As  video  migrates  to  the  Web,  your 


Internet  service  provider  begins  to  look  a  lot  like 
a  deluxe  cable  TV  system.  Indeed,  cable  TV  is 
broadband  access  (just  ask  the  cable  company 
owners  of  the  two  largest  broadband  ISPs,  @Home 
and  Road  Runner). 

Must-carry  rules  recently  made  the  leap  from 
cable  to  satellite  TV.  Direct  broadcast  satellite 
(DBS)  companies  now  have  almost  12  million  U.S. 
subscribers.  Recent  growth  has  been  encouraged 
by  a  November  1999  law  allowing  DBS  systems  to 
retransmit  local  TV  stations.  Both  DirectTV  and 
EchoStar  immediately  began  offering  four  local 
channels  (affiliates  of  ABC,  CBS,  NBC,  and  Fox), 
plus  a  national  PBS  feed,  to  households  in  the  top 
20  U.S.  markets. 

But  the  1999  legislation  also  included  a  must- 
carry  poison  pill.  Slated  to  kick  in  January  1, 
2002,  it  will  force  satellite  providers  to  beam  down 
every  local  signal  in  any  market  in  which  they 
deliver  any  local  signal.  With  an  average  of  13 
channels  per  market  (not  counting  new  digital  TV 
signals),  DBS  must-carry  will  soak  up  channel 
capacity — effectively  strangling  competition  to 
cable.  As  EchoStar  Senior  Vice  President  David  K. 
Moskowitz  cried  to  the  New  York  Times,  "Must- 
carry  is  a  terrible  thing,  and  I  just  don't  under- 
stand the  logic  of  it." 

Is  the  Net  next?  The  regulation  of  Internet  con- 
tent is  more  than  mildly  controversial.  Hostile  pub- 
lic reaction  may  send  regulators  scurrying.  But  it  is 
premature  to  dismiss  the  threat.  TV  station  owners 
claim  to  have  spent  $16  billion  upgrading  analog  to 
digital.  Right  now,  this  makeover  looks  like  a  flop. 
However,  do  not  underestimate  the  National  Asso- 
ciation of  Broadcasters,  which  is  calling  for  "dra- 
matic, decisive  FCC  action"  to  implement  digital 
must-carry  to  rescue  the  "faltering"  transition. 

"I've  never,  seen  anything  more  unfair  than 
this,"  says  C-SPAN's  Lamb.  If  digital  must-carry 
flies  at  the  FCC,  he  says  glumly,  "We'll  be  killed." 
As  the  degrees  of  separation  between  video  streams 
and  streaming  video  evaporate,  take  heed,  you 
merry  Netizens.  You're  next.  ■ 

Thomas  W.  Hazlett  is  a  resident  scholar  at  the 
American  Enterprise  Institute.  He  is  writing  a  book 
about  the  Microsoft  antitrust  case  with  George 
Bittlingmayer. 
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very  August,  on  the  splendid  Pebble  Beach 
golf  course  on  the  Monterey  Peninsula  in 
California,  pilgrims  from  all  over  the  world 
stroll  among  glittering  ranks  of  the  most  beautiful 
automobiles  ever  made.  From  mid-'30s  Grand  Prix 
racers  to  postwar  Mercedes  300SL  gullwings  to 
grandly  arrogant  Packards,  the  fabled  machines  at 
the  Pebble  Beach  Concours  d'Elegance  excite  a 
religious  fervor  in  automotive  devotees. 

One  hundred  miles  to  the  north,  the  mood  at 
the  Tech  Museum  of  Innovation  in  San  Jose  is 
notably  less  exalted.  Yet  the  devices  on  display  are 
many  of  the  wonders  of  what  has  rightly  been 
called  the  Second  Industrial  Revolution.  They  are 
far  more  complex  and  astonishing  than  even  the 
most  legendary  cars,  and  infinitely  more  significant 
historically.  Yet  despite  the  miracles  of  digital  tech- 
nology, these  things  seem  not  to  ignite  passion, 
love,  or  even  much  affection. 

I'll  admit  that  I  keep  my 
first  Macintosh  SE  on  a  book- 
shelf in  my  office.  It  helped  me 
churn  out  the  words  that  are 
my  work,  and  it  has  a  certain 
sentimental  value.  But  in  my 
garage  is  a  Ducati  racing 
motorcycle  of  about  the  same 
vintage,  just  as  obsolete  in 
engineering  terms.  The  differ- 
ence between  these  two  ma- 
chines—  the  computer  very 
important  in  my  life,  the  bike 
a  mere  luxury — is  that  I  feel  a 
thrill  when  I  look  at  the  mo- 
torcycle that  the  Mac  doesn't 
replicate.  Is  this  because  the 
Ducati  reminds  me  of  play 
and  the  computer  reminds  me 
of  the  grind — the  stuff  of  life  versus  the  stuff  of  mak- 
ing a  living?  Partly.  Is  it  because  the  motorcycle  is 
aesthetically  pleasing  as  industrial  design,  a  beautiful 
metaphor  for  the  joy  of  speed?  Well,  maybe.  But  the 
Mac  is  an  exceptional  industrial  design,  too,  yet 
hardly  anyone  I  know  hangs  onto  his  or  her  out- 
moded digital  equipment.  So  why  do  we  respect  the 
avatars  of  the  digital  age  bur  not  love  them? 

There  are  two  reasons.  The  first  is  physicality — 
the  sound  and  fury  that  tell  us  something  amazing 


is  happening.  The  Italian  Futurist  poet  Marinetti 
wrote  that  a  roaring  car  was  more  beautiful  than 
the  famous  Victory  of  Samothrace  sculpture,  and 
this  provocation  made  sense  in  the  machine-dream- 
ing times  of  the  early  20th  century.  But  digital 
speed  and  power  function  on  such  a  tiny  scale  that 
they  seem  somehow  less  heroic,  less  inspiring.  A 
current  futurist,  Forbes  ASAP's  own  George  Gilder, 
has  compared  the  microchip  to  Gothic  cathedrals, 
and  in  a  recent  New  York  Times  column  Peter  H. 
Lewis  put  Apple's  new  Macintosh  G4  Cube  on  the 
level  of  no  less  majestic  an  achievement  than  the 
Parthenon.  Only  a  dedicated  nerd  can  buy  into 
such  grandiloquent  attempts  to  tie  today's  techno- 
logical marvels  to  the  glories  of  earlier  times. 

The  second  reason  is  the  dominance  of  software 
over  hardware,  an  overturning  of  the  traditional 
hierarchy  that  renders  the  object  itself  minimally 
relevant.  Function  is  everything,  form  nothing.  We 
may  talk  about  all  that  computers  do  for  us,  but 
the  computer  itself  is  just  a  passive  host  for  the 
tiny  chips  that  give  it  a  heart,  and  the  software  that 
gives  it  a  brain.  Compared  to  the  locomotives  and 
combines  that  drove  earlier  economic  revolutions, 
computers  seem  shy  and  introverted:  plastic  pan 
sies.  John  Henry  was  a  steel  drivin'  man,  but  will 
anyone  mythologize  a  code  writin'  man? 

In  fairness,  it  might  be  said  that  all  machines  are 
only  as  important  as  what  they  do,  that  function 
will  always  matter  more  than  form.  But  form  is 
what  satisfies  our  atavistic  souls.  Even  small,  highly 
utilitarian  objects  can  serve  as  talismans  as  well  as 
tools.  Design  is  about  emotion,  not  just  admirable 
efficiency  or  appealing  aesthetics.  I  believe  that  my 
father  loved  his  Zippo  lighter  for  its  combination 
of  looks,  feel,  sound,  and  smell  as  much  as  for  its 
faithful  devotion  to  lighting  his  Pall  Malls.  When 
I  think  of  that  handsome,  brushed-steel  lighter. 
I  think  of  my  father's  obvious  pleasure  using  it.  Wil 
my  son  remember  me  in  connection  with  my  Palrr 
Pilot,  also  well  designed?  I  doubt  it.  In  a  minute,  1 
can  list  every  car  my  family  ever  owned,  but  m> 
kids  hardly  noticed  when  I  changed  computers 
Potent  they  may  be,  but  the  boxes  that  have  trans 
formed  life  simply  resist  romance.  When  they  are 
overtaken  by  new  technology,  we  move  on  withou 
regret.  In  other  words,  alas,  they  are  not  you 
father's  Oldsmobile.  I 
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There  are  places  in  this  world  where  you  are  not  a  CEO, 
-FO,  a  president,  a  senior  VP,  a  VP,  a  mogul,  a  player 
even  a  hotshot.  Places  where  all  you  are  is  a 
lan  being.  The  question  you  must  ask  yourself  is, 


am  I  willing  to  go  there?  If  the  answer  is  yes  and  youd  like 
to  further  develop  your  newfound  respect  for  the  bigger 
picture,  then  we  suggest  you  visit  a  Land  Rover  Centre 
and  see  what  a  Range  Rover  is  really  made  of. 
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SIDE  LINES 


Clayton  Christensen 


Computers  and  DOCtOrS  Harvard  Professor  Claytoi 

Christensen  explain 
how  competition  oftei 
catches  you  flat-footei 
when  it  comes  up  fron 
the  bottom.  Example 
the  unmaking  of  mini 
computers  by  chea 
desktop  machines  tha 
were  once  dismissed  a 
hobbyists'  toys.  Who' 
the  next  victim  of  wha 
the  professor  calls  "dis 
ruptive  technologies" 
Watch  out,  M.D.s:  Technological  breakthroughs  could  dis 
rupt  the  economics  of  your  business.  Daniel  Fisher,  ou 
Southwest  bureau  manager  and  the  husband  of  a  doctor,  re 
ports  on  page  180. 

Stocks  and  Homes  For  all  the  fabulous  growth  in  stoc 
valuations  during  the  past  decade,  homes  are  a  bigger  asse 
than  stocks  for  most  people.  Do  you  pay  enough  attention  fc 
this  part  of  your  portfolio?  Our  year-end  investment  guide 
which  starts  on  page  229,  will  help  you  maximize  the  tax  ad 
vantages  and  income  potential  from  your  real  estate.  Th 
guide  also  contains  a  rich  lode  of  advice  on  such  topics  a 
limit  orders  and  market  psychology.  If  you  are  going  to  re 
spond  to  year-end  appeals  from  nonprofit  organization; 
bookmark  this  site:  www.forbes.com/charities.  It's  a  longe 
version  of  the  story  on  page  292 — our  annual  ranking  of  dc 
good  organizations. 

AdS  and  the  Net  Online  advertising,  with  its  targete 
pitches  and  precisely  measured  responses,  threatens  tradi 
tional  media — so  boasted  the  chief  executive  of  Yahoo  B 
Quentin  Hardy  of  our  Silicon  Valley  bureau.  So  Yahoo  i 
going  to  put  magazines  out  of  business?  Not  so  fast.  As  Hard 
himself  notes,  players  in  an  old  medium  are  quite  capable  c 
migrating  into  a  new  one.  Didn't  radio  broadcasters  take  ac 
vantage  of  TV,  and  TV  broadcasters  of  cable?  Another  point 
that  advertising  is  a  growth  industry.  As  the  economy  shifi 
its  weight  from  products  with  mostly  variable  costs,  like  iro 
ingots,  to  products  with  mostly  fixed  costs,  like  Viagra, 
makes  sense  for  producers  to  spend  an  ever  larger  fraction  c 
their  revenue  dollars  just  getting  your  attention.  Rea 
Hardy's  story  on  page  168.  And  don't  worry  about  FORBE 
We  plan  to  stick  around  for  a  while. 
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This  year,  don't  renew 
your  benefits. 

Reinvent  them 


Prudential  Benefits:  Setting  a  new  standard 


ential  associates 
gone  above  and 
id  the  call  of  duty 
s  time  and  time 
i,  and  have  come 
ith  some  great 
ions  in  emergency 
tions-not  some- 
I  find  common 
ig  employee 
fits  providers." 

Nerney, 

wrate  Manager, 

lan  Resources,  NTN  USA 


401(k)  and 
Retirement 
Services 


Group 
Insurance 


Voluntary 
Benefits 


Relocation 


Group  Annuities 
and  Stable  Value 
Products 


Customer 
Service 


Over  1,000  institutions  each  year  choose  Prudential.  More  choices  from 
leading  fund  families.  Plan  and  account  information  via  Web  and  Palm  VII™ 
wireless.  Award-winning  educational  materials. 

A  leader  in  new  group  life  and  disability  sales.  Newly  expanded  lineup 
including  Long  Term  Care  and  Business  Travel  Accident  insurance.  Integrated 
Disability  Management  programs.  Competitive  pricing.  Small,  medium,  and 
large  plan  capability. 

Prudential's  WorkingSolutions :  an  affordable  way  to  add  more  choice  to 
your  benefits  mix.  Home  and  Auto  insurance.  Long  Term  Care.  Optional  Term 
Life.  Financial  Management  and  Real  Estate  services.  Group  savings  and 
easy  administration.  Most  available  through  payroll  deduction. 

Innovative  front  and  back  office  technology.  Industry's  first  Web-based 
platform  for  managers  and  employees.  Powerful  combination  of  time-saving 
tools  and  outstanding  service. 

Products  backed  by  the  financial  strength  of  The  Rock®  Retiree  DC  plan 
distribution  annuity  options  at  group  savings.  Experts  in  underwriting  complex 
situations.  Credit-enhanced  AAA-rated  Guaranteed  Investment  Contracts." 

Over  $100  million  committed  to  improving  service  technology.  Enhanced 
websites.  Improved  reporting  capabilities.  Faster  turnaround.  All  designed 
to  lower  costs,  simplify  plan  administration,  and  serve  you  better. 


Be  sure  to  request  your  copy  of  A  New  Vision  for  Employee  Benefits  when  you  call  or  visit  the  SPOTLIGHT  section  at  prudential.com 


Compare  Prudential.  We  deliver  more  choice 
with  easier  plan  administration.  More  and  more 
of  today's  competitive  companies  are  choosing 
Prudential — and  finding  the  ideal  solution  for 
their  employee  benefits  needs. 


Contact  US  or  Visit  US  on  the  Web  for  more  reasons  why 
Prudential  should  be  on  your  short  list  of  benefits  providers. 
And,  be  sure  to  tell  your  broker  or  consultant  to  include 
Prudential  in  your  company's  next  provider  screening. 

Call  us  today  at  1-877-778-5899,  ext.  8262 

www.prudential.com 

(mfo  Prudential 


id  1999.  "Standard  &  Poor's  rating.  PACE  GIC  is  o  group  annuity  insurance  contract  issued  by  Pruco  Life  Insurance  Company;  investment  products  are  offered  through  Prudential  Investment  Management  Services 
ber  SIPC,  both  subsidiaries  of  The  Prudential  Insurance  Company  of  Ameiica,  751  Broad  Street,  Newark,  NJ  07 1 02.  ©2000  Prudential  Real  Estate  brokerage  services  are  offered  through  the  Network  of  franchisees 
jdentiol  Real  Estate  Affiliates,  Inc.,  a  subsidiary  of  The  Prudential  Insurance  Company  of  America.  Most  franchisees  ore  independently  owned  and  operated.  Equal  Housing  Opportunity.  t=J  Prudential  Relocation, 
mit  Lake  Drive,  Valhalla,  NY  1 0595.  Auto  and  Homeowners  provided  by  Merostar  Insurance  Company,  Chattanooga,  TN  3741 1-61 01 .  The  insurance  coverages  are  underwritten  by  The  Prudential  Insurance  Company 
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it's  the  bad  mamma-jamma 
I         of  wireless  computing 


SPANworks®  software  with  the  Toshiba  Bluetooth  Bluetooth  PC  Card  delivers  up  to  20  times  the  speed        Bluetooth  is  standards-based,  so  it  works 

PC  Card  allows  network  and  file  sharing,  presentation  of  a  traditional  V.  90  modem  with  a  range  three  times  worldwide  and  with  all  Bluetooth  devic 
sharing,  chat  and  business  card  data  exchange.  farther  than  other  PC  cards:  up  to  100  feet. 


pentium®///    Toshiba  recommends  Microsoft®  Windows®  2000  Professional  for  business. 


'The  Toshiba  Bluetooth  PC  Card  is  compatible  on  Microsoft  Windows  98  Second  Edition  and  Microsoft  Windows  Me  2When  products  become  available.  ©2000  Toshiba  America  Information  Systems.  Inc.  Tea 
SPANworks  is  a  registered  trademark  of  SPANworks,  Inc  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  Intel  SpeedStep  is  a  trademark  of  Intel  Corporation  I 


educing  the  totally  new  Tecra  8100.  The  first  ever  Bluetooth  PC  solution. 


The  Toshiba  Tecra®  8100  with  the 
Bluetooth™  PC  Card1  is  so  fine,  it's  poetry 
in  motion.  With  the  Bluetooth  PC  Card, 
in  connect  effortlessly  with  other  Bluetooth  PCs,  hand- 
devices,  LAN  and  Internet  connections  —  all  without 


wires  or  cables.2  Bluetooth  is  the  latest  mobile  computing 
innovation  pioneered  by  Toshiba  through  a  joint  venture  with 
industry  leaders.  Now  you  can  truly  work  without  being 
tethered  to  old  technology.  So  free  yourself  from  the  cables 
and  wires  that  bind.  You  don't  need  them  anymore. 


ithhas  128-bitencryplion,  which 
s  that  every  connection  is  secure. 


Superfast  Mobile  Intel®  Pentium®  III  processors  up 
to  850MHz  featuring  Intel  SpeedStep™  technology 
and  configurable  from  5  6  lbs.  light  and  1.5"  thin. 


Up  to  20  billion  byte  hard  drive  and  a  14.1" 
diagonal  TFT  active-matrix  color  display. 


choose  freedom" 

TOSHIBA 

To  buy  direct,  visit  bluetooth.toshiba.com  or  call  1-800-TOSHIBA 


Semarks,  and  chouse  freedom  is  a  trademark  ol  Toshiba  America  Information  Systems.  Inc  and/or  Toshiba  Corporation  Bluetooth  is  a  trademark  owned  by  its  proprietor  and  used  by  Toshiba  under  license 
re  subject  to  change  All  other  product,  service  and  company  names  are  trademarks,  registered  trademarks  or  servicemarks  ol  their  respective  owners  All  rights  reserved 
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HEADERS  SAY 


Arguing  Education 

The  article  "Accountability:  The 
Backlash"  (Nov.  13,  p.  238),  is  note- 
worthy for  its  amazing  lack  of  depth. 
The  author  boasts  that  his  arguments 
come  from  an  exhaustive  Nexis 
search,  and  consequently,  based  al- 
most entirely  on  news  articles,  con- 
cludes that  a)  there  is  a  backlash 
against  standards  and  testing,  and  b) 
accountability  won't  result  in  better 
education  but  in  droves  of  failing 
students. 

By  avoiding  talking  to  people  who 
are  in  the  know,  FORBES  ignores  the 
evidence  from  New  York  to  Virginia 
to  California:  Higher  standards  with 
accountability  have  resulted  in  more 
learning  and  a  clear  indication  for  the 
first  time  as  to  how  many  children  are 
not  being  educated.  This  information, 
rather  than  dooming  the  children,  is 
being  used  to  guide  policymakers,  to 
direct  schools  and  to  hold  their  feet  to 
the  fire.  The  alleged  backlash  is  the 
work  of  a  very  vocal  minority  of  ideo- 
logues, not  parents. 

JEANNE  ALLEN 
President 

The  Center  for  Education  Reform 
Washington,  D.C. 

Your  article  on  accountability  in  edu- 
cation reminds  me  of  an  aphorism  of 
my  wise  old  high  school  English 
teacher  from  the  late  1950s.  She  often 
said:  "They  work  to  pass,  not  to  know. 
They  do  pass,  and  they  don't  know." 
With  its  blind  acceptance  of  testing, 
the  political  establishment  seems  to  be 
adopting  the  sophomoric  attitudes  of 
high  school  students. 

WILLIAM  J.  COMCOWICH 
President  and  CEO 
CyberAlert 
Milford,  Conn. 

Who  Needs  'em? 

I  can't  see  why  there's  all  this  uproar 
for  handheld  e-mail  devices  like  the 
BlackBerry  or  the  Motorola  Talk- 
about  T900  ("BlackBerry— Or  Black 
Eye?"  Nov.  27,  p.  265).  Perhaps  these 


Standing  by  His  Man 

It  was  refreshing  to  read  "The  Big 
Board  Comes  Back  From  the 
Brink"  (Nov.  27,  p.  274),  high- 
lighting the  strength  of  the  New 
York  Stock  Exchange.  I  have  been 
a  day  trader  for  eight  years  and 
trade  only  on  the  NYSE.  Over  the 
years  people  were  always  puzzled 
as  to  why;  they  would  say  the 
"Nasdaq  has  more  price 
movement." 

My  trades  last  less  than  five 
minutes,  and  I  do  25  to  50  per 
day,  with  each  trade  being  any- 
where from  2,000  to  5,000 
shares.  There  is  only  one  place 
where  I  can  move  that  amount 
and  not  worry  about  the  order 
getting  filled  at  various  prices 
(each  a  half  point  worse  than 
the  other) — that's  on  the  NYSE. 

DAVE  FLOYD 

Partner,  FMB  Trading  Group 
San  Diego,  Calif. 


items  are  good  for  kids  and  teenag 
who  are  trying  to  send  out  she 
messages  like  "John  has  a  crush 
you."  But  for  people  like  me — w 
need  to  send  out  long-wind 
e-mail  messages,  reports,  matr 
memorandums — these  handheld  < 
vices  will  never  be  practical.  I  prec 
these  electronic  gizmos  will  hav 
short  life. 

PAUL  DALE  ROBEF 
Elk  Grove,  Cc 
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Keeps  the  logical  side  of  the  brain 
pinned  to  the  back  of  your  skull. 

Press  the  accelerator  of  the  911  Turbo,  and  what  happens  next  is  astonishing.  The  raw  surge 
of  power.  The  incredibly  honed  balance.  Yes,  it's  crazy  to  take  automotive  achievement  to  such 
an  extreme.  That  may  be  the  best  reason  of  all.  Contact  us  at  1-800-PORSCHE  or  porsche.com. 


imiLLMiiAtmim 

SOUND  EXACTLY  THE  SAME 
OVER  A  SPEAKERPHONE 


www.flexjet.com 


Some  things  just  can't  be  communicated  over 
fiber  optic  cable.  A  Learjet®  or  Challenger® 
business  jet  from  Flexjet  enables  the  modern 
CEO  to  capitalize  on  the  kind  of  face-to-face 
interaction  that  moves  business  forward.  We 
offer  the  most  complete  range  of  latest 
technology  aircraft  available  today.  So  while 
there  may  be  other  options  to  Flexjet,  there 
can  only  be  one  choice.  Flexjet.  For  more 
information  on  the  many  affordable  benefits 
of  fractional  ownership  and  our  unprecedented 
level  of  personal  service  and  attention  to 
detail,  call  1-800- FLEXJET. 


FLEXJEZ 

we  build  the  aircraft 


bestows  upon  the  process  of  investing 


a  degree  of  dignity  that  it 
richly  deserves  and  seldom  receives." 

Peter  L.  Bernstein,  President,  Peter  L.  Bernstein,  Inc., 
and  author  "The  Power  of  Gold:  The  History  of  an  Obsession" 


L  AT  T I CEHOR K 


"Elegant  and  irresistible. ..Ideas  spark  off  the  page  at  every  turn. ..simply  a  gem  of 
■nk."  James  Surowiecki.The  New  Yorker.  More  at  www.etexere.com 


T  E  X  E  RE 


R  E  A  D  £JjJL  SJLY_ 
Shame  or  Fortune? 

You  say  Hallmark  customers  are  most! 
in  their  40s  or  beyond  ("Wild  Card, 
Nov.  13,  p.  250).  As  an  aging  yuppie, 
hadn't  bought  a  Hallmark  card  in  te 
years  until  the  Fresh  Ink  line  came  ou 
The  card  I  bought  was  the  "may  yoi 
birthday  be  crap-free."  In  fact,  I  bougl 
two.  This  is  the  best  idea  Hallmark  h; 
had  in  years.  Should  they  put  Hallmar 
on  the  back?  It's  going  to  put  dolk 
signs  in  their  bank  account. 

DIANE  DAVIS  BRAUC 
Los  Altos  Hills,  Cab 

Screen  Test 

In  "Scientist,  Activist,  Yogi?"  (Oct.  3i 
p.  54)  FORBES  questions  whether  rr 
company  offers  preferential  pricing  1 
environmental  groups.  In  fact,  Genet 
ID  charges  all  of  its  clients  the  same  pric 
for  testing.  The  industry  client  quoted  i 
your  article  would  have  paid  more  fc 
only  two  reasons:  Either  the  client  o 
dered  a  more  comprehensive  Varietal  I 
test,  which  screens  for  all  unapproved  g 
netically  modified  varieties  worldwid 
or  the  client  requested  expedited  pr« 
cessing,  a  service  for  which  all  testing  lal 
charge  substantial  premiums.  FORB1 
was  provided  with  this  explanation  aloi 
with  our  complete  price  list.  Yet  yc 
chose  to  cast  doubt  on  our  neutrality  ar 
professionalism  rather  than  take  the  tin 
to  confirm  with  the  client  in  questic 
that  we  had  acted  with  integrity. 

BILL  WITHERSPOC 
Chief  Executive  Officer,  Genetic 
Fairfield,  lo\ 

Contrary  to  Mr.  Witherspoon's  assertiot 
our  source  confirmed  that  it  had  not 
dered  the  enhanced  processing  or  the  cxp 
dited  tests  suggested  by  Genetic  ID  to 
plain  the  price  discrepancy.  — ED. 

Who's  the  Boss? 

In  "Mind-Numbing,"  (Nov.  13,  p.  4C 
we  misidentified  Dr.  Norman  Bea 
champ  as  being  chairman  of  lohns  Ho 
kins'  radiology  department.  He  is  vi 
chairman. 


Send  e-mail  to  readers@forbes.ee 
Letters  will  be  edited.  Please  incli 
address  and  phone  number. 


Exotic  skin  belts 
Sizes  32  to  44 

Shown  left  to  right 
Brown  crocodile,  $228 
Brown  lizard,  $158.50 
Toast  ostrich,  $287.50 
Black  alligator,  $318.50 
Tubular  brown  woven  leather,  $96.50 


Men's  long  sleeve 
sport  shirts 

Italian  brushed  cotton  in 
pumpkin  and  olive  plaid 
Sizes  M-XL.  $128.50 

Finely  finished 
English  wool  in  red  plaid 
Sizes  M-XL  $197.50 

Denim  with  our 
'Man  on  the  Fence'  logo. 
Sizes  S-XXL.  $98.50 
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W  To  order  any  gifts  on  this  page, 

'  call  800/678  8278 

Madison  s<  45th  New  York  212/682  0320 
875  N  Michigan  Ave  Chicago  312/640  2650 

Visit  us  ai  www.paulstuart.com 


N 


.  of  the  world. 


ipeed  Internet  service  powered  by  AT&T.  I 


i 

'i 


You  met  with  the  clients.  You  made  the  presentation. 


You  clinched  the  deal.  Now,  what  are  you  going  to  do  for  you? 

At  Marriott  and  Renaissance  Hotels  you've 
got  the  whole  world  at  your  fingertips.  With  super-fast  high-speed 
Internet  connections  powered  by  AT&T,  you  can 
check  out  what's  going  on  in  town,  read  your  local  newspaper  or 

just  sit  back  and  watch  the  sun  set  in  Hawaii. 

All  from  the  comfort  of  your  room.*  Enjoy  yourself  a  little. 
You've  worked  hard  today.  In  fact,  go  ahead, 
book  a  flight  online  and  watch  that  sunset  in  person. 
For  more  information  and  reservations  visit  marriott.com 
or  call  your  travel  agent  or  1-800-228-9290. 


thinking  of  you 


HOTELS  •  RESORTS  ■  SUITES  HOTELS  RESORTS  SUITES 


»eed  Internet  access  is  being  rolled  out 
arriott  hotel  brands  around  the  world. 


AT&T 


INFORMER 


EDITED  BY  WILLIAM  P.  BARRET 


informer@forbes.com 


RSL:  Really  Serious  Loser 

►It's  good  for  Ronald  S.  Lauder  that  he  was  high  on  our  rich  list 
at  $3.2  billion.  Since  March  shares  of  his  eponymously  ini- 
tialed international  telecom  company,  RSL  Communications,  have 
plunged  98%  to  a  recent  69  cents,  shriveling  his  $540  million 
stake  to  a  mere  $12  million.  And  that  doesn't  include  most  of 
the  Estee  Lauder  fortune  heir's  hit  on  a  $100  million  con- 
vertible loan  he  made  in  July.  RSL  bonds  trade  no  higher  than 
20  cents  on  the  dollar.  — Kerry  A.  Dolan 

He  Did  Seem  Happy  About  the  Deal 

►  In  1994  General  Electric  boss  Jack  Welch  personally  bought 
about  $125,000  of  stock  in  AlliedSignal,  after  old  friend  Larry 
Bossidy  took  the  helm.  A  1999  merger  turned  this  into  shares 
of  Honeywell — which  GE  recendy  agreed  to  buy  for  $45  billion. 
If  current  values  hold,  Welch's  just-disclosed  stake  will  be 
worth  $980,000— a  nifty  685%  gain.         —Howard  Banks 

f  Investment  Strategy  With  Convictions 


No  United  Way  on  How  to  Givi 

►  The  1 3-million-member  AFL-CIO  has  set  ui 
a  national  charity  called  Union  Community  Fur 

and  is  pushing  employers  for  payroll-deduc 
tion  privileges  similar  to  those  enjoyed  by  th 
giant  United  Way  system  (annual  collections,  $3. 
billion).  Union  leaders  openly  admit  they  wai 
to  fund  liberal,  almost  political  causes — lik 
say,  "living  wage"  campaigns — avoided  by  tr 
more  corporately  oriented  United  Way.  In 
tially,  the  union  is  eyeing  New  Orleans,  Hou 
ton,  San  Jose,  Calif,  and  Arizona.     — W.P.. 

New  Title:  Internet  Guillotine 

►  Random  House  has  quietly  delayed  the  e: 
pected  May  2001  publication  date  of  The  h 
temet  Revolution.,  by  famously  bullish  Merr 

Lynch  analyst  and  television  commentator  Henry  Blodget.  In  tl 

October  1999  announcement  of  the  book  project,  the  publish 
touted  it  as  a  justification  for  iofty  New  Economy  stock  price 
But  now  a  Random  House  spokesman  says  the  work  is  "n 
quite  finished"  and  allows  that  bad  market  conditions  cou 
be  one  of  the  reasons.  — Tomas  Kelln 

They  Should  Rate  Magnifying  Glasses 

►Few  advocates  delight  more  in  exposing  marketing  fine  pri 
than  Consumer  Reports  (circulation,  4.5  million),  owned  by  t 
nonprofit  Consumers  Union  of  the  United  States.  Yet  when  the  infl 
ential  Yonkers,  N.Y. -based  monthly  recendy  sent  subscribe 
raffle  tickets  for  a  $25,000  cash  prize,  it  chose  to  bury  the  od 
in  the  middle  of  a  block  of  tiny,  extremely  hard  to  read  gi 
type,  rather  than  bigger,  more  legible  black  type.  And  the 
stated  odds  for  such  modest  swag?  Only  10.22  million-to-1 
about  the  same  as  lightning  killing  you  by  mid-March.  Say 
Consumers  Union  official,  "We  run  a  fair  raffle."     — W.P 


Gone,  but  not  in  soul:  Ponzi 


Scamster  Charles  K.  Ponzi  died  in  1949.  But  the  1920  Boston-based  fraud  that  immortal 
name— promising  quick,  huge  returns  and  paying  early  suckers  with  proceeds  from  later 
rather  than  from  profits— still  resonates.  Here,  reports  of  some  recent  Ponzis.    —  W.P.B 

CON  ARTIST/LOCATION                             PROMISED  RETURN  AND  PITCH 

zed  his 
suckers 

LOSSES 
(EST  SMIL) 

Willa  Curry-Robinson/Hampton.  Va. 

200%  in  a  few  months  from  oil  firm  investment 

$0.4 

Wayne  Petersen/Grand  Rapids,  Mich. 

600%  from  "international  investments" 

2.0 

Randall  Wayne  Smith/Birmingham,  Ala. 

2,000%  in  nine  months  from  "high -yield"  trading 

2.5 

James  Nantz/Charlotte,  N.C. 

100%  in  four  months  from  foreclosed  real  estate 

16.0 

William  Goren/St.  James,  N.Y. 

up  to  30%  a  year  from  "venture  capital"  deals 

35.0 

James  F.  Hurst/W.  Palm  Beach,  Fla. 

"guaranteed"  20%  yearly  from  buying  receivables 

49.0 

benjamin  David  Gillilanri  .\  U  mphis 

360%  yearly  from  "secret  trading  program" 

195.0 
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Find  out  what  every  grandmother  (not  to  mention  companies  like 
American  Express  and  AOL)  already  knows:  Loyal  relationships  deliver 
the  greatest  returns  of  all. 

That's  why  hundreds  of  top  companies  have  turned  to  Netcentives  for 
loyalty  and  direct  marketing  solutions  that  help  them  nurture  enduring 
relationships  with  their  customers,  employees,  and  channel  partners. 

Today,  Netcentives  provides  the  scalable  infrastructure  powering 
millions  of  relationships  for  some  of  the  world's  best-known  brands. 
And  our  complete  range  of  services— from  network  design  to  campaign 
management  to  merchant  services  and  24x7  customer  support— ensures 
that  each  client's  solution  is  built  to  last  a  lifetime. 

Discover  what  the  amazing  power  of  loyalty  can  do  for  your  business. 
Visit  loyalty.netcentives.com  today. 

You'll  get,  get,  get  more  than  you  ever  expected  in  return. 


®  Netcentives 

Rewarding  Relationships" 


LLQ  W  -  TJi  B  0  UJaii 


EDITED  BY  SUSAN  ADAM 


SEPTEMBER  4,  2000 


A  Kinder, 
Simpler  Lazard 

OUR  RECENT  COVER  STORY  ABOUT  UNREST  A 
Lazard  LLC  exposed  the  Byzantine  network  of  pul 
licly  traded  holding  companies  that  Chief  Executn 
Michel  David-Weill  was  relying  on  to  secure  his  gri 
on  the  investment  bank's  $11  billion  financial  en 
pire.  Minority  shareholders,  especially  Swiss  inves 
ment  bank  UBS  Warburg,  were  complaining  bitterl 
Last  month  David-Weill  finally  made  some  coi 
cessions,  offering  $1.1  billion  to  buy  out  minori' 
shareholders  in  a  Lazard-controlled  holding  con 
pany  called  Azeo.  That  eliminates  one  level  of 
holding  structure  currently  six  companies  dee 
David-Weill,  67,  also  named  an  American,  Willia: 
Loomis,  52,  his  potential  successor  as  chief.  The 
are  grumblings  at  UBS  Warburg  that  the  restructu 
ing  is  too  little  too  late  and  that  the  purchase  off 
isn't  nearly  generous  enough.  — Michael  Maiei 


MARCH  20,  2000 

Unforced 
Error 


IN     MARCH  WE 
ogled  Anna  Kourni- 
kova's  assets,  espe- 
cially her  equity  stake  M 
in    AthleteDirect,  a 
manager  of  Web  sites 
for  pro  athletes.  But 
now    that  Internet 
stocks  have  soured,  her 
option  deals  look  like 
duds.  AthleteDirect's 
parent,  Broadband 
Sports,     shelved  its 
planned  Nasdaq  offering 
this  August,  and  Kourni- 
kova's  stake  is  of  dubious 
value.  Other  celebs  riding 
the  Internet  train  haven't 
fared  much  better.  Singer 
Alanis  MorLssette's  man- 
agement   company  took 
stock  in  MP3.com  in  return 
for  exclusive  Internet  rights 


to  promote  her  1999  summer 
tour.  Those  shares,  once  worth 
as  much  as  $40  million,  are 
worth  just   $6  million 
today.  — Nathan  Vardi 

S      APRIL  17,  2000 

Chicago  Blues 

WE  WERE  SKEPTICAL  ABOUT 
the  prospects  of  Divine  Inter- 
Ventures,  a  Chicago-based  e- 
commerce  incubator  that 
was  enjoying  high-profile 
support    from  Mayor 
Richard  M.  Daley  and 
board  member  Michael  Jor- 
dan. Chairman  Andrew  Fil- 
ipowski's  talents  as  a  self-pro- 
moter   appeared    to  far 
outweigh  his  executive  skills. 
Sure  enough,  Divine's  initial 
offering  in  July  went  off  at  a 
weak  $9  a  share.  The  broad 
selloff  in  dot-com  stocks  has 


Diminishing  assets:  Kournikova 


further  deflated  its  shares  to  $2.32.  Ft 
powski  has  shelved  plans  for  a  $63  m 
lion  headquarters  building  and  hopes 
overhaul  Divine's  strategy  and  structu: 
Executives  have  been  walking,  includL 
President  Scott  Hartkopf  and  Chief  O 
erating  Officer  Lynn  Wilson. 

— Stephane  Fit 

FEBRUARY  21,  2000 

There  Goes  the 
Neighborhood 

WHEN  LAST  WE  CHECKED  ON  MICHA 
Milken-controlled  Nextera  Enterpris 
Milken  had  installed  his  next  door  nek 
bor  and  confidant,  Steven  Fink,  to  ri£ 
the  floundering  collection  of  consulti 
firms.  At  the  time,  Fink  wanted  to  cc 
vince  Wall  Street  that  Lexington,  Mas 
based  Nextera  was  really  an  Internet  pi 
deserving  of  the  then-sky-high  multip 
for  similar  outfits  such  as  Razorfish,  Sa 
ent  and  Scient.  Bad  timing.  Nexter 
stock  has  tumbled  92%  from  its  52-we 
high  last  December,  losses  are  rising,  I 
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We  manage  Web  servers, 
They  manage  wealth. 

Together,  we  do  e-Business. 


For  more  than  160  years,  J. P.  Morgan  has 
been  helping  affluent  clients  realize  their 
financial  dreams.  Now,  Morgan  OnLine 
offers  millionaire  investors  access  to 
trusted,  integrated  wealth  management 
services  via  the  Internet.  At  Digex,  we 
may  not  know  much  about  financial  asset 
management,  but  we  do  know  what  it 
takes  to  run  a  successful  e-Business. 


We  supply  the  hardware,  software,  and 
pre-engineered  platforms  that  include 
best-of-breed  technology  to  get  your  site 
up  and  running  -  fast  and  reliably.  Digex's 
world-class  data  centers  and  networks  are 
optimized  for  performance  and  availability, 
so  your  site  is  online  24x7x365.  We 
provide  the  administration,  monitoring, 
and  security  services  necessary  to  make 
sure  your  site  remains  secure. 


J. P.  Morgan  works  for  its  clients. 
Digex  works  for  J. P.  Morgan. 


Digex    keeps  e-business  in  business" 


www.digex.com/jpmorgan 
www.morganonline.com 


1-800-455-2968  ext.  223 
1-877-576-6616 


©2000  Digex,  Inc.  All  trademarks,  tradenames  and  service  marks  mentioned  or  used  belong  to  their  respective  owners.  All  rights  reserved. 

Morgan  OnLine  services  are  provided  by  J.P  Morgan  Advisory  Services  Inc.,  a  member  of  SIPC.  Morgan  OnLine  is  a  trademark  of  Morgan  Guaranty  Trust  Company  of  New  York. 


Fearless.  Exhilarating.  Endlessly  inspirational. 

The  extraordinary  dancers  of  Alvin  Ailey  American  Dance  Theater 
captivate  audiences  around  the  world  with  a  thrilling  fusion  of 
power  and  grace.  With  breathtaking  artistry,  they  embrace  and 
pay  homage  to  the  vision  of  founder  Alvin  Ailey  —  celebrating  the 
choreography  of  their  legendary  past,  while  fearlessly  bounding 
into  the  future. 


For  more  than  forty  years,  the  Philip  Morris  family  of  companies 
has  been  committed  to  supporting  visionary  individuals  and 
pioneering  organizations  that  enhance  the  quality  of  our  world. 
In  this  spirit,  we  celebrate  our  two-decade  partnership  with 
Alvin  Ailey  American  Dance  Theater  as  they  embark  on  a 
twenty-city  national  tour. 

orward 


Alvin  Ailey*American  Dance  Theater 
New  York  Season  at  City  Center 
November  29  -  December  31 
For  tickets,  call  CityTix®:  (212)  581-1212 
For  national  tour  information,  call: 
(212)  767-0590  ext.  1  50 


Supported  by  the  Philip  Morris  family  of  companies 


KRAFT  FOODS,  INC.      MILLER  BREWING  COMPANY      PHILIP  MORRIS  U.S.A. 

www.philipmorris.com 
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company  is  in  violation  of  debt  covenants 
and,  in  late  October,  15%  of  the  work 
force  was  canned.  Citing  "changes  in  the 
economy,"  Fink  recently  bumped  himself 
upstairs  to  chairman  and  hired  a  new 
chief  executive.  Maybe  best  to  avoid  the 
neighbors.  — Seth  Lubove 

NOVEMBER  13. 2000 

Stop  the  Presses 

TWO  ISSUES  AGO,  IN  A  STORY  DETAILING 
the  move  of  online  companies  into  the 
magazine  world,  we  said  strong  brand 
names  like  Yahoo  and  Ebay  were  most 
likely  to  succeed  in  print.  Scratch  Ebay. 
The  San  Jose-based  Web  auction  giant 
has  discontinued  its  15-month-old 
lifestyle  magazine,  Ebay,  published  by 
Iola,  Wis. -based  Krause  Publications. 
Neither  company  would  give  a  reason, 
but  the  usual  culprits,  poor  ad  revenue 
and  stagnant  readership,  are  likely.  The 
November  issue  had  paid  ads  on  just 
1 7%  of  its  pages,  well  below  the  40% 
barometer.  Expectations  that  many  of 
Ebay's  19  million  registered  users  would 
subscribe  remained  unfulfilled:  Circula- 
tion never  moved  much  above  the  ini- 
tial run  of  400,000.  Ebay  hopes  televi- 
sion is  kinder:  It's  developing  a  daytime 
TV  program.  — Brendan  Coffey 

MAY  31,  1999 

Wrong  President 

A  YEAR  AND  A  HALF  AGO  WE  DUBBED 
Philippine  President  Joseph  Estrada 
"Ronald  Reagan  of  the  Pacific."  After  a 
year  in  office  the  actor-turned-politi- 
cian was  delivering  on  promises  to  im- 
prove law  and  order  in  the  poverty- 
stricken  country.  Foreign  investment 
was  pouring  in. 

Now  Estrada  is  in  trouble.  The  stock 
market  has  tanked,  the  country's  cur- 
rency is  near  alltime  lows,  and  Estrada 
stands  accused  by  a  provincial  governor 
of  pocketing  a  total  of  more  than  $11 
million  in  illegal  gambling  proceeds 
and  embezzled  tobacco  taxes.  In  No- 
vember the  House  of  Representatives 
impeached  Estrada.  Next  he  faces  a  trial 
in  the  Senate.  — KerryA.Dolan 


FLASHBACKS 


75  YEARS  AGO  IN  FORBES /November  15. 1925 

Florida  or  Bust  In  every  club,  and  every 

bank  and  business  house,  in  every  private  family  the  talk 
is  of  Florida.  The  highways  leading  from  the  North  and 
West  are  black  with  automobiles  headed  for  Florida. 
Nothing  in  our  history  has  been  like  this.  It  is  a 
movement  so  unique,  so  far-reaching  that  the  lamp 
of  experience  does  not  light  the  pathway  in  a  study  o 
Florida's  future.  The  tremendous  rush  of  population 
precedenled  attention  which  Florida  is  attracting  from  the  Atlantic 
Pacific  and  from  the  Gulf  to  Canada,  is  unique  in  the  history  of  this 

60  YEARS  AGO  IN  FORBES, December  I, 1940 

A  Product  With  Long  Legs  Nylon,  DuPont's  test-tube  fiber,  is  not  quite  a  ye 

old.  But  in  range  of  application  in  industry,  in  potential  earning  power,  it  shows  dramatic  signs  of  rivaling  ci 
lophane.  First  introduced  in  women's  hose,  which  still  takes  90%  of  production,  nylon  is  now  going  into  kn 
■|  |  I  ted  textiles,  toilet  brushes,  fishing  leaders,  surgical  sutures.  DuPo 

W^K^*    .  >     *    ^flP  ^as  underwritten  its  confidence  in  nylon's  future  in  the  most  positi 
■  \      f'f    I  waY  possible:  It  has  already  invested  about  $28  million  in  nylon  ma 

?L  .  \  I       ufacture,  the  largest  amount  the  company  has  ever  put  into  a  ni 

1*  product  in  such  a  short  space  of  time. 

DuPont  estimates  it  has  sold  $65  billion  worth  of  nylon. 


40  YEARS  AGO  IN  FORBES/November  15. I960 

The  Squeaker  of  '60  What  kind  of  a  Preside 

is  Jack  Kennedy  going  to  make?  We  will  have  a  better  idea  when 
know  with  what  kind  of  men  he  is  going  to  sur-  ^^^^ 
round  himself.  He  was  supported  by  a 
conglomerate  coalition.  He  squeaked 
by  with  a  margin  so  narrow  it  can 
hardly  be  regarded  as  a  mandate  to  work  radical  changes  in  our  economy 
or  our  society— as  some  of  his  extremist  followers  advocate. 

35  YEARS  AGO  IN  FORBES/ January  15, 1965 

Sowing  Wild  Oats  Staid,  conservative  old  Quaker  Oats 

Co.  is  popping  out  all  of  a  sudden  with  an  advertising  campaign  that  just 
doesn't  fit  the  old  comfortable  image  of  Quaker  Oats.  There's  the  TV  spot 
showing  a  buxom  Scandinavian  blonde  in  a  white  swimsuit,  sensuously  spooning 
cereal  into  her  mouth.  In  another  spot,  the  venerable  Quaker's  eyes  move  and  he  talks. 
In  print,  Quaker  is  bursting  forth  with  eye-catching  headlines  like,  "Does  it  make  sense  to  jump  out  of  a  We 
bed  into  a  bowl  of  cold  cereal?"  There  is  no  mystery  about  why  management  has  deliberately  gone  out  to 
to  change  the  nebulous  quality  known  as  its  "image."  Of  all  the  major  food  companies,  Quaker's  rec 
growth  in  sales  and  earnings  has  been  the  least  impressive. 
In  early  November  Quaker  rejected  a  $14  billion  acquisition  offer  from  PepsiCo. 

25  YEARS  AGO  IN  FORBES  December  15.  1975 

Digging  a  Deeper  Honeywell  The  rumor  is  going  around  that  Honeywell,  1 1 

the  world's  second-biggest  computer  company  in  terms  of  installed  base  value,  is  about  to  drop  out  of 
business.  Such  giants  as  RCA,  Xerox  and  General  Electric,  after  first  saying  they  would  stay  the  coi 
against  International  Business  Machines,  ended  by  throwing  in  the  towel.  But  Honeywell  has  a  word  for 
rumors:  baloney.  Knowledgeable  analysts  would  not  rule  out  a  major  merger  somewhere  down  the  line. 
Honeywell  is  in  too  deep  and  has  made  too  much  progress  to  follow  RCA  and  GE  out  of  the  business. 
In  1986  Honeywell  spun  off  its  computer  business,  which  it  had  merged  with  GE's  information  systems  t 
ness  in  1970.  In  late  October  GE  announced  it  would  acquire  Honeywell  for  $45  billion  in  stock,  thwarti 
planned  merger  between  Honeywell  and  United  Technologies. 


FORBES"  December  11,  200 


Around  the  world,  the  future  of  Visual 
technology  looks  bright  with  ViewSonic 


Welcome  to  the  Visual  Revolution? 

We  have  entered  the  new  information 
economy.  Where  demand  for  niched 
content,  e-commerce,  business 
information  and  entertainment  will 
be  supplied  through  a  variety  of 
visual  and  communication  products 
and  services  from  ViewSonic. 

ViewSonic  is  leading  the  visual 
technology  revolution  with  OptiSync™ 
digital  displays  and  networked 
internet  appliances  designed  for  B2B 
and  B2C  commerce.  Look  for  our  lat- 
est display  technology  and  Internet 
appliances  designed  to  deliver  the 
ultimate  visual  communications 
experience  across  the  world  wide  web. 

ViewSonic,  the  #1  best  selling 
monitor  and  display  company  in  the 
USA*  is  working  hard  to  lead  the 
visual  technology  revolution  in  the 
information  economy.  Welcome  to 
the  Visual  Revolution? 

For  more  information  visit: 
www.ViewSonic.com 


The  Visual  Technology™  Company  |  ViewSonic 
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Y  MIND 


EDITED  BY  TIM  W.  FERGUSOI 


Berlitz  or  Bust 

Americans  assume  that  it's  too  darn  hard 
to  learn  a  foreign  language  as  an  adult— 
and  that  it's  also  unnecessary.  They're 
wrong  on  both  of  those  counts. 

MARK  GRIFFITH 

FREELANCE  WRITER  AND  TRANSLATOR  IN  BUDAPEST 

It  remains  a  given  in  some  quarters  that  English  is 
the  world's  lingua  franca  and  that  fluency  in  foreign  lan- 
guages is  growing  less  vital  for  American  businesspeople. 

Not  true.  Worldwide,  people  prefer  to  buy  in  their  own 
language.  The  ever  more  multilingual  Web  increasingly 
means  they  can.  No  matter 
how  good  Hindi  or  Chinese 
speakers  are  in  English 
when  they  sell  to  us,  when 
we  sell  to  them  the  deals 
will  go  to  those  who  speak 
their  languages. 

So  the  bad  news  is  that 
U.S.  executives  need  to  learn 
a  foreign  (preferably  Asian) 
language  now — and  well. 
The  good  news  is  that  it's 
easier  than  you  thought.  Lin- 
guists are  coming  to  believe 
that  adults  learn  foreign  lan- 
guages more  quickly  and 
better  than  children. 

The  persistent  belief  that 
children  are  superior  lan- 
guage-learners with  "more 
flexible  minds"  traces  to  a 
1967  pronouncement  by 
German  linguist  Eric  Lenneberg,  called  the  critical-period  hy- 
pothesis. He  suggested  children's  brains  have  a  critical  period 
of  openness  to  second  languages,  and  if  they  don't  learn 
enough  by  that  age  they  will  never  be  fluent  in  another  tongue. 

But  even  in  that  same  year  other  researchers  were  coming 
to  an  opposite  finding.  And  the  younger-is-better  idea  was 
questioned  in  a  1975  testing  of  17,000  British  children  learn- 
ing French  in  school.  A  trio  of  academics  found  that,  after  five 
years  of  exposure,  the  kids  who  began  learning  at  age  1 1  out- 
performed those  who  started  the  language  courses  at  age  8. 

In  the  early  1990s  University  of  Texas  professor  David 
Birdsong,  editor  of  an  influential  new  book  on  the  critical- 
period  hypothesis,  changed  sides  in  the  debate.  Adherents  of 
I  enneberg's  original  hypothesis  are  now  having  to  defend 


"Children  are  praised  for  less.  Take  an  8-year-old 
child  to  another  country  for  three  years,  and  what  do 
you  have?  A  fluent  11-year-old,  not  a  fluent  adult" 


an  ever-narrower  version. 

I  struggled  at  school  near  the  bottom  of  the  class  it 
French,  but  at  27  started  learning  the  reputedly  difficult  Hun 
garian  language  part-time.  By  age  30  I  had  paid  translatioi 
work.  I'm  slow,  too — I  know  other  adult  foreigners  who  wen 
that  distance  with  Hungarian  in  12  months. 

At  the  same  time,  I  made  a  critical  discovery.  I  startei 
meeting  "bilingual"  speakers  who  had  mixed  parents  an< 
grew  up  in  both  the  U.S.  and  Hungary.  They're  impressive  a 
first — until  you  start  finding  strange  gaps  in  their  vocabular 
ies.  Often  the  silver-tongued  fluency  is  a  skillful  bluff,  mask 
ing  the  fact  they  don't  know  how  to  translate  words  lik 
"sparrow,"  "develop"  or  "architect." 

The  reason  is  that  their  foreign-language  developmen 
took  place  at  an  age  when  they  were  too  young  to  have  cog 
nition  of  such  words.  Take  an  8-year-old  child  to  anothe 
country  for  three  years,  and  what  do  you  have?  A  fluent  1 1 

year-old,  not  a  fluent  adult 
Truly  fluent  bilingual  peopl! 
who  had  childhood  year 
abroad  usually  turn  out  t| 
have  learned  most  of  thl 
other  language  as  adults. 

One  last-ditch  defense  c 
the  critical-period  hypothe 
sis  is  the  "Joseph  Conrad  el 
feet" — the  finding  that  moj 
adult  learners  never  get  th 
accent  right.  It  is  true  the 
the  Pole  who  became  a  grea 
novelist  in  English  (h 
fourth  language)  never  lo: 
his  native  accent.  And  it 
true  that  most  adult  learnei 
fail  in  this  area,  although  w 
should  all  fail  as  well  as  Cor 
rad.  Pronunciation  is  a  sp« 
cial  challenge,  but  adu 
learners  are  so  much  quick 
than  children  at  everything  else  that  it  is  secondary. 

So  why  is  the  child-fluency  myth  so  stubborn?  First,  it 
an  excuse  for  not  trying.  Second,  we  are  deceived  by  trij 
abroad  where  the  adults  struggle  with  phrase  books  while  ft 
kids  effortlessly  begin  "to  speak  in  ways  that  make  paren 
proud.  But  children  get  praised  for  achieving  much  less,  ar 
they  have  vastly  more  time — unfettered  by  the  adult  respoi 
sibilities  of  trip-planning  and  work  in  general — to  absorb  ft 
spoken  language.  A  busy  executive  abroad  who  has  the  tin 
to  do  even  100  hours  of  language  study  is  very  rare. 

Yet  adults  are  more  efficient  learners,  more  systemat 
and  thorough.  If  we  lose  our  stiffness  and  keep  goals  realist: 
the  crucial  business  languages  of  today — Arabic,  Chines 
Hindi — will  not  be  as  daunting  as  they  now  seem. 
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Vour  company  has  made 
the  leap  to  the  Internet. 


now,  so  can  your  call  center. 


Live  Voice  for  eBusiness.  If  you're  looking  for  a  way  to  build  customer  loyalty 
and  drive  sales  on  your  website,, you  needn't  look  any  further  than  your  existing  call 
center.  By  adding  the  power  of  Live  Voice™  to  your  website,  online  customers  can 
talk  in  real  time  through  their  PCs  directly  to  your  phone  agents.  In  addition  to 
giving  online  customers  and  customer  service  reps  a  natural  way  to  communicate 
with  each  other,  Live  Voice  also  provides  CSRs  the  opportunity  to  close  sales 
faster,  up-sell,  and  extend  the  human  contact  that  builds  brand  loyalty.  To  find  out 
how  your  call  center  can  jump  on  the  Internet,  visit  us  at  www.lipstream.com/live. 


£2000  Lipslream  Networks.  Inc.  'Upstream"  is  a  registered  .trademark  and  "Live  Voice"  and  "Get  a  Real  Voice  '  are  trademarks  and/or  service 
marks  of  Lipstream  Networks.  Inc  All  other  trademarks  or  pegj$tere.d.trademarks  mentioned  herein  belong  to  their  respective  holders 
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Get  a  real  voice™. 
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ecause  our  best  friends  have  diabetes, too. 


GO 


At  Pfizer,  we're  determined  to  find  the  cures 
of  the  future.  A  cure  for  your  father's  Alzheimer's, 
your  sister's  heart  disease,  your  best  friend's  diabetes. 
A  cure  for  the  ailments  that  touch  all  our  families. 
To  help  create  this  better  world,  we  decided  to 
create  an  even  better  company.  At  the  newly 
k  expanded  Pfizer  we  have  the  largest 

pharmaceutical  research  team  in 
I  the  world,  with  a  scientific  staff  of 

12,000  dedicated  people  looking  for 
solutions  to  age-old  problems. 
This  year  we're  spending  approximately 
$4.5  billion  searching  for  new  cures  and 
in  the  coming  years  we'll  invest  even  more. 
We're  now  poised  to  do  more  for  human  health 
than  any  other  pharmaceutical  company  in  history. 

At  Pfizer,  our  company  has  changed, 
but  our  mission  hasn't. 


GO 


Life  is  our  life's  work. 


www.pfizer.com 


YOU  DON'T  HAVE  TO  BE 
A  MILLIONAIRE  TO  GET  GOOD  ADVICE 
(HALF  OF  THAT  WILL  DO.) 


If  you  have  $500,000  to  invest,  you  qualify  for  customized  asset  management. 
Welcome  to  the  club.  Let's  talk  sometime. 

Atlanta  •  Boston  •  Chicago •  Dallas •  Houston  •  Los  Angeles  •  Miami  •  New  York*  Philadelphia 

San  Francisco* West  Palm  Beach 
Private  Asset  Management  |  Trust  Company  Services 


1-877-232-4859 
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FACT  AND  COMMFNT 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding" 


DON'T  LET  AMERICA  BE  A  COLLEGE  DROPOUT 


me  of  the  founders  wanted  Congress  to  pick 
i  President.  The  Electoral  College  was  a 
lliant  alternative. 


W  YORK'S  SENATOR-ELECT  HILLARY  CLINTON  IS  LEADING 
:  charge  to  pass  a  constitutional  amendment  that  would 
^lish  the  Electoral  College.  No  surprise,  given  what  has  hap- 
ied,  that  this  institution,  born  of  a  compromise  at  the  Con- 
utional  Convention,  should  come  under  withering  assault. 

But  we  should 
be  darn  care- 
ful about  toss- 
ing it  out. 
Upon  close 
examination, 
the  alterna- 
tives don't 
look  so  good, 
while  the  Col- 
lege itself  has 
unappreciated 
virtues. 

This  insti- 

ion  forces  serious  presidential  candidates  to  wage  across- 
-nation  campaigns.  Divisive  issues  won't  get  someone  the 
:essary  College  majority,  nor  will  regional  appeals.  The 
liege  undergirds  the  two-party  system  with  its  state-by- 
te, winner-take-all  approach,  which,  in  turn,  helps  preserve 
ional  unity.  Otherwise,  we  would  have  a  proliferation  of 
•rowly  based  parties,  making  concerted,  broad-based  coali- 
ns  extremely  difficult  to  put  together.  While  America  has 
1  numerous  third  parties,  the  current  system  invariably 
s  one  of  the  major  parties  co-opt,  in  one  way  or  another, 
aes  that  third  parties  advocate.  All  this  is  not  a  bad  institu- 
nal  bias  for  such  a  diverse,  sprawling  nation  as  ours. 
While  pushing  candidates  to  put  together  national  efforts  in 
ler  to  win,  the  College  also  compels  them  to  pay  attention  to 
al  issues  that  they  might  otherwise  ignore.  In  so-called  bat- 
;round  states,  candidates  quickly  learn  what's  on  the  minds 
the  voters  there.  The  system,  in  short,  keeps  wanna-be  na- 
lal  leaders  more  closely  attuned  to  grassroots  sentiments. 
It  also  undergirds  our  federal  system.  In  Germany,  for  ex- 
ple,  the  central  government  makes  policy,  while  the  states 
largely  there  to  administer  it.  Thanks  to  the  Electoral  Col- 
e,  national  pols  must  make  genuine  alliances  with  inde- 
ldent  state  and  local  political  figures  and  organizations. 
When  presidential  elections  are  close,  the  Electoral  College 
i  clear  way  to  determine  the  winner.  Imagine  convulsive, 
rida-type  wrangling  going  on  in  every  state  in  the  union, 
ich  is  what  could  happen  if  we  had  a  direct  popular  vote. 


A  direct  popular  vote  would  mean  Washington  would  set 
the  regulations  for  our  elections.  Right  now  voting  hours 
vary  from  state  to  state.  New  York,  for  instance,  has  its  polls 
open  for  15  hours;  other  states  have  them  open  for  only  12. 
There  would  need  to  be  uniform  rules  for  absentee  ballots. 
All  this  would  require  a  constitutional  amendment. 

Without  the  Electoral  College,  we  would  need  rules  or  a 
constitutional  amendment  to  have  runoffs  if  a  candidate 
does  not  get,  say,  40%  or  50%  of  the  popular  vote.  Otherwise, 
candidates  with  restricted  appeal  could  triumph.  Even  with 
runoffs,  smaller  parties  would  have  immense  bargaining 
power.  Talk  about  the  tyranny  of  the  minority!  Lincoln,  by 
the  way,  never  would  have  won  under  such  an  arrangement. 

What  about  allocating  electoral  votes  proportionate  to  a 
candidate's  percentage  of  the  popular  vote  in  each  state? 
Under  those  circumstances,  why  bother  to  keep  the  College? 

What  about  awarding  Electoral  votes  based  on  who  wins 
each  congressional  district,  as  Nebraska  and  Maine  do? 
Imagine  the  fighting  over  how  district  lines  are  drawn, 
which  is  ferocious  enough  today.  And  you  could  still  have 
the  situation  of  someone's  winning  the  College  and  losing 
the  popular  vote. 

The  Gore  campaign,  which  assumes  its  candidate  will  keep 
his  infinitesimal  national  popular  vote  lead,  says  its  man  deserves 
to  win  because  he  still  bested  Bush  among  the  people.  As  we  have 
seen  in  Florida,  though,  that  depends  on  how  you  define  a  ballot 
and  a  voter.  More  to  the 
point,  Gore  and  Bush 
would  have  waged  very 
different  campaigns  if 
the  contest  were  going 
to  be  determined  by 
who  won  the  most 
votes  nationwide.  They 
certainly  would  not 
have  spent  so  much 
time  in  mid-  or  small- 
size  states  such  as  Wis- 
consin and  West  Vir- 
ginia. And  they  would 
have  spent  more  re- 
sources in  voter-rich  states  such  as  New  York  and  California. 

But  these  are  hard  arguments  to  make  in  the  aftermath  of 
this  election,  and  even  harder  to  appreciate.  The  potential 
Balkanization  of  American  national  politics  may  be  Clin- 
ton/Gore's ultimate  legacy. 


Kennedy  and  Nixon's  race  was  a 
popular-vote  draw.  The  College 
decisively  decided  it. 
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FACT    AN  _D  CJ  M_M_t_PLI_ 

SOON  TO  GO:  HORSE-AND-BUGGY  VOTING 


ONE  GOOD  THING  THAT  WILL  COME  OUT  OF  THIS  FLORIDA 
mess  will  be  the  modernization  of  our  obsolete,  inefficient, 
fraud- inviting  election  procedures.  Amazingly,  precincts  still  use 
bulky  books  or  files  of  individuals'  cards  to  check  registration. 
Most  voting  machines  are  40  to  50  years  old,  with  century-old 
technology.  Why  do  we  still  use  cards  or  paper  ballots?  Did  any- 
one before  this  know  what  a  chad  is?  Why  does  it  take  so  long  to 
get  a  vote  count?  It  needn't  be  this  way.  Several  counties  in  New 
Jersey  use  electronic  voting  machines.  On  some  you  press  a  but- 
ton for  a  candidate  and  a  bright  green  arrow  points  to  the  candi- 
date. No  confusion  here.  Change  your  mind?  Press  the  same  but- 
ton to  deselect,  and  the  light  goes  off.  Then  press  your  new 


choice,  and  the  green  arrow  will  point  to  that  candidate.  Arouni 
the  country  there  will  now  be  a  serious  push  for  ATM-like  votin 
machines  that  can  be  activated  by  a  secure  bank-like  voter  card 
Experts  estimate  that  on  average  10%  of  names  on  regis 
tration  rolls  are  not  accurate.  The  Motor  Voter  act  that  Pres 
ident  Clinton  pushed  has  led  to  even  more  than  the  usual  op 
portunities  for  fraud.  If  you  move — or  even  leave  thi 
world — your  name  will  often  stay  on  the  voting  books.  Th 
utter  ease  of  registration  means  you  can  register  in  multipl 
districts,  and  nobody  is  the  wiser.  Incredibly,  while  you  mus 
show  identification  to  board  an  airplane,  in  most  states  yoi 
don't  have  to  do  that  to  exercise  your  franchise. 


JUSTICES  REDEEMED 


WHILE  LAWYERS,  ESPECIALLY  DEMOCRATIC  ONES,  ARE 
having  a  field  day  in  Florida,  there  was  good,  overlooked  news 
on  the  legal  front  in  Michigan.  Trial  lawyers  spend  prodigious 
amounts  of  money  to  influence  the  election  of  judges  who 
are  willing  to  subvert  the  law  to  their  own  rapacious  ends.  But 
in  Michigan  this  powerful  lobby  got  its  comeuppance. 

The  trial  bar  had  targeted  for  defeat  three  conservative 
members  of  Michigan's  state  court  who  were  up  for  election, 


tarring  them  as  lackeys  of  big  business  and  enemies  of  th 
weak  and  downtrodden.  These  justices — Stephen  Markmar 
Clifford  Taylor  and  Robert  Young — abhor  legislating  fron 
the  bench.  Unlike  their  brethren  in  other  states,  for  instana 
these  men  would  have  no  inclination  to  arbitrarily  overtun 
tort  reforms  passed  by  their  state  legislature. 

Remarkably,  all  three  handily  won  their  contests.  There  i 
still  hope  for  the  rule  of  law  in  America. 


WHOLESOME  LOVE 


My  Love  Affair  With  America — by  Norman  Podhoretz 
(Free  Press,  $25).  The  postpresidential  election  wran- 
gling makes  this  affectionate  memoir  by  one  of  our 
foremost  editors  and  intellects  timely  reading.  It  re- 
minds us  of  what  a  fabulous  country  we  have.  As  Pod- 
horetz amusingly  and  touchingly  recounts  his  life,  he 
fulsomely  expresses  gratitude  for  the  opportunities  the 
U.S.  has  given  him.  He  makes  a  convincing  case  that  the 
American  experiment  is  the  highlight  of  civilization.  We 
have  created  an  extraordinary  culture  and  set  of  tradi- 
tions and  institutions  that  make  up  the  freest,  strongest, 


most  open,  prosperous  and  tolerant  nation  ever. 

Podhoretz  was  appalled  by  the  propensity  c 
some  of  his  intellectual  colleagues  during  the  Vie' 
nam  War  years  to  equate  the  U.S.  to  Nazi  German 
and  during  the  Cold  War  to  morally  equate  th 
U.S.  with  the  Soviet  Union.  Nor  does  he  hesitate  1 
take  conservatists  to  task  when  they  descend  t 
pessimism  about  our  country.  This  kind  of  vigo 
ous,  unapologetic  patriotism  went  out  of  fashic 
in  America  decades  ago.  But  it  is  coming  back,  an 
this  wonderful  book  will  make  you  cheer  the  tren 


RESTAURANTS:  GO,  (  ONSIDER,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  FORBES  eatery  experts 
Tom  fones,  Patrick  Cooke  and  Monie  Begley. 


f  Zarela— 953  Second  Ave.,  between  50th  and  51st  Sts.  (Tel.: 
644-6740).  Better  than  ever,  with  its  welcoming  fiesta  ambi- 
ence and  great  food.  Try  the  sublime  guacamole,  the  rich  and 
piquant  almond  soup  and  the  divine  grilled  salmon  served 
at  room  temperature.  Desserts  are  a  treat. 

Pcpolino-281  West  Broadway  (Tel.:  966-9983).  For  creative, 
well-prepared  and  absolutely  exquisite  Tuscan  food,  you'd  have 
to  search  far  to  find  a  better  place  than  this.  But  why  don't  they 
get  their  act  together?  You  wait  and  wait  for  everything,  with 
an  8:30  dinner  reservation  having  you  eating  at  1 1  o'clock. 
■  Club  Guastavino-409  East  59th  St.  (Tel.:  980-2455).  Under 


the  59th  Street  Bridge,  this  is  a  good  bet  for  out-of-towne 
in  search  of  a  festive,  fun  and  accommodating  place  with  fh 
food.  Downstairs  is  the  casual  space;  upstairs  the  mood 
more  elegant,  and  the  prices  get  serious. 
•  Donguri-309  East  83rd  St.  (Tel.:  737-5656).  Very  fine  resta 
rant,  with  the  casual  and  comfortable  ambience  of  a  family-n 
Japanese  country  inn.  Guests  are  graciously  welcomed,  and  t 
intricacies  of  the  menu  are  explained.  This  time  of  year  mats 
take  mushroom  is  served  in  two  ways:  a  rich  and  remarkal 
clear  broth  presented  in  a  small  earthenware  teapot,  or  grille 
which  is  extremely  flavorful.  Other  dishes  are  also  first-rate. 
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silicon.com 


Merger  of  its  TV  assets 
with  Granada  Media 

£1.75  billion 

Financial  Adviser  &  Joint  Broker 

UK  Current 


WIND 

Successful  Debut 

Senior  Credit  Facility 
€2.4  billion 
Joint  Arranger  &  Underwriter 
July  2000 

Senior  Credit  Facility 
€2.1  billlion 
Joint  Arranger  &  Underwriter 
September  2000 


Deutsche  Telekom 


Major  divestiture 

Secondary  Offering 

€13.3  billion 
Joint  Global  Coordinator  &  Joint  Bookrunner 
Germany  June  2000 


w 

Telkom  SA  Limited 
Largest  EEMEA  corporate  issue 
in  euro 

7125%  Eurobonds  due  2005 


€500  million 
Joint  Bookrunner 


April  20 


Acquisition  of  Ya.com 

€550  million 
Financial  Adviser 
Germany  October  2000 


Equity  Investment 

£25  million 
Equity  Investor 

October  1999/October  2000 


rJe/e/vntca 


J  Largest  Spanish  telecoms  syndicated  loan, 
2nd  largest  Spanish  syndicated  loan 

Senior  Credit  Facility 


€8  billion 
Joint  Arranger  &  Bookrunner 
Spain  September  2000 


STAR 

T  ■  ■  Online 

Major  Early  Stage 
Private  Equity  Investments 

Financial  News 
Deal  of  the  Quarter  (Q2) 

Initial  Public  Offering 

€150  million 

€2.9  billion 

Private  Equity  Investor 

Joint  Global  Coordinator  &  Joint  Bookrunner 

Germany             December  1999/June  2000 

Germany                                  April  2000 

Acquisition  by  Mannesmann 
£19.8  billion 
Joint  Financial  Adviser  &  Broker 
November  1999 

Acquisition  by  France  Telecom 
£25.1  billion 
Joint  Financial  Adviser 
August  2000 


#r3ATM 

P"  • 

Advanced  Communications 

The  largest  fixed  rate  euro  issue  for  a  pure 
BBB+  rated  corporate  at  time  of  launch 

Acquisition  of  Telco  Systems 

# 

6.125%  Bonds  due  2007 

US$326.6  million 

€650  million 

Financial  Adviser  &  Sole  Bookrunner  to 
the  associated  fund  raising 

'0 

Joint  Bookrunner 

J  Israel                                February  2000 

UK                                   January  2000 

3** 


The  A-Z  ofTMT. 


■  Kleinwort  Benson  is  the  marketing  name  associated  with  the  global 
nt  banking  operations  ot  Dresdner  Bank  AG  and  Us  subsidiaries  In  the 
Include  Dresdner  Bank  North  America  LLC.  Member,  New  York  Stock  Exchange. 
!rt  has  Deen  issued  in  the  UK  by  Kleinwort  Benson  Umited.  regulated  by  SFA 


Q  Dresdner  Kleinwort  Benson 


>:  >}X<<.  excluding  $525  destination  charge 


s  for  QX4  2WD.  QX4  4WD  shown  with  optional  Premium  and  Sport  Packages, 


t  COMMEJiXS  

Those  who  cast  the  votes  decide  nothing. 
Those  who  count  the  votes  decide  everything. 

—attributed  to  JOSEPH  STALIN,  Soviet  dictator 


Ink-Stained  Writing  is  so  difficult  that  I  often  feel  that 
writers,  having  had  their  hell  on  earth,  will  escape  all  pun- 
ishment hereafter. 

— JESSAMYN  WEST,  American  writer 

Majority  Doesn't  Always  Rule  Direct  popular 

election  of  presidents,  or  proportional  allocation  of  states'  votes, 
would  incite  minor  parties  to  fractionate  the  electorate.  This 
might  necessitate  runoff  elections  to  guarantee  that  the  even- 
tual president  got  at  least  40%  of  the  vote — and  runoffs  might 
become  auctions  in  which  minor  parties  sold  their  support. 

Electoral  college  abolitionists  are  not  apt  to  produce  what 
James  Madison  was  too  sober  to  attempt,  a  system  under 
which  no  unwanted  outcome  is  even  theoretically  possible. 

Do  critics  want  to  abolish  the  Senate  as  well?  Wyoming's 
senators'  votes  can  cancel  those  of  California's  senators,  who 
represent  69  times  more  people.  If  that  offends  you,  so  does 
America's  constitutional  federalism. 

—GEORGE  F.  WILL,  New  York  Post 
*  *  * 

Many  experts  think  this  election  could  be  as  close  as  the  one  in 
1 960,  when  John  F.  Kennedy  won  by  less  than  one  vote  per 
precinct.  If  so,  this  year's  election  could  include  similar  allega- 
tions of  vote  fraud.  In  most  states  you  don't  have  to  show  photo 
ID  to  vote,  making  it  quite  easy  for  someone  to  vote  in  someone 
else's  name.  It  also  makes  it  easier  to  manipulate  the  growing 
number  of  absentee  ballots. 

But  anyone  who  combats  vote  fraud  comes  in  for  abuse.  The 


"We  would  like  to  be  genetically  modified 
to  taste  like  Brussels  sprouts." 

K  B  E  S  •  December  11, 2000 


Justice  Department  has  become  expert  at  raising  cries  of  "voter  ir 
timidation"  at  any  attempt  to  monitor  polling  places.  Local  off 
cials  who've  tried  to  purge  voter  rolls  of  felons  and  noncitizer 
have  been  hit  with  nuisance  lawsuits  alleging  civil  rights  abuse. 

Nonsense.  A  generation  ago,  the  existence  of  insidious  po 
taxes  and  other  forms  of  voter  intimidation  represented  a  re; 
threat  to  local  democracy.  But  those  problems  have  receded,  onl 
to  be  replaced  by  old-fashioned  ballot  rigging.  Perhaps  it's  time  fc 
election  observers.  Surely  the  right  to  vote  includes  an  equal  rig! 
not  to  have  that  ballot  diluted  by  phantom  or  manipulated  voter 
especially  when  the  stakes  are  nothing  less  than  the  presidency. 

—JOHN  H.  FUND,  Wall  Street  Journc 

Love  Story  I  was  put  in  remedial  speech  class  in  order  t 
correct  what  was  considered  a  stigma  and  an  obstacle  to  th 
process  of  Americanization,  which  the  elementary  schoc 
teachers  of  that  era  were  as  much  expected  to  further  as  the 
were  to  make  us  literate  and  numerate.  In  all  this  they  su<) 
ceeded  brilliantly  with  me.  But  little  did  they  know  that,  whij 
ridding  this  child  of  immigrants  of  his  foreign  accent,  the 
were — by  making  him  preternaturally  conscious  at  so  early  a 
age  of  the  way  words  sounded — simultaneously  presentir 
him  with  the  serendipitous  gift  of  a  key  to  the  inexhaustib 
rich  treasure-house  of  literature  in  the  English  language. 

—NORMAN  PODHORET. 
My  Love  Affair  With  Ameru 

Leader  of  the  Pack  As  the  layout  editor  [of  my  co 
lege  newspaper],  I  figured  out  pretty  quickly  that  most  pe« 
pie  don't  read  the  stories.  Instead,  they  rely  on  the  headliii' 
and  subheads.  That  means  that  whoever  writes  those  has 
helluva  lot  of  influence  on  people's  perception  of  the  news 

— Iacocca,  by  LEE  IACOCC 

Polite  Comparison  The  sign  on  the  reception  de: 
at  the  British  Columbia  resort  read,  "Sorry,  no  pets  please 
Not  just  sorry.  Not  just  please.  But  sorry  and  please. 

In  the  U.S.,  the  sign  would  have  been  a  little  more  dire< 
"No  Pets."  If  it  didn't  say  that,  it  would  have  said,  "No  shii 
no  shoes,  no  service."  Or,  "Loitering  is  a  crime  (misd 
meanor)."  Or  maybe,  "Firearms  not  permitted  in  this  buiL 
ing."  But  it  would  not  have  said  please  or  sorry,  let  alone  bot 

That's  when  it  hit  me.  Canada  isn't  like  the  States,  on 
cleaner.  It's  downright  exotic. 

—JIM  SHAHI: 
American  Way  magazine 


It's  the  last  week  of  the  quarter, 
you  just  lost  your  controller,  and 
the  auditors  will  be  in  first  thing 
Monday  morning. 


We  can  help. 


RHI  Management  Resources  is  the  leader  in  placing 
senior-level  accounting  and  financial  professionals  on 
a  project  basis. 

In  todays  rapidly  changing  corporate  environment, 
companies  are  relying  on  experienced  professionals 
to  meet  their  project-based  needs.  Our  professionals 
have  a  broad  range  of  skills  and  10  or  more  years  of 
hands-on  industry  experience  in  financial  manage- 
ment, strategic  planning,  mergers  and  acquisitions, 
business  process  reengineering,  SEC  reporting  and 
foreign  exchange  functions.  We  offer  flexible  engage- 
ments to  meet  your  needs  and  a  liberal  guarantee  on 
our  services. 

So  if  you  find  yourself  missing  a  key  player  on  your 
financial  team,  contact  your  local  RHI  Management 
Resources  office  to  get  immediate  help. 


888.400.7474 
www.rhimr.com 


Management1 
Resources 

Project  Financial  Professionals 


©  RHI  Management  Resources.  EOF. 


Back  in  1994,  when  deregulation 
was  still  an  American  blueprint,  we 
mapped  out  a  plan  to  grow  our 
business  well  beyond  our  Allentown, 
Pennsylvania  roots. 

We  invested  in  the  future. 

Today  those  investments  are 
paying  off. 

Over  the  past  five  years,  both  our 
annual  revenues  and  earnings  per 
share  have  increased  by  about  70  percent. 
In  just  two  years,  we  have  risen  1 18  places 
in  the  Fortune  500.  And,  in  this  year  alone, 
our  stock  price  increased  by  90  percent,  more 
than  twice  the  increase  in  the  Dow  Jones 
Utility  Average  for  2000. 

We're  investing  in  Montana,  a  key 
to  the  vast  and  growing  Western  energy 
marketplace.  Now  we  operate  13  power 
plants  to  power  the  burgeoning  economies 
of  14  states. 

In  fact,  over  the  past  few  years,  we've 
grown  to  be  a  leading  generator  of  electricity 
in  the  U.S.  with  power  plants  in  Maine, 
Pennsylvania  and  Montana,  where  the 
buffaloes  roam. 


Bully 


for 

Allentown! 


Today,  we're  also  one  of  the  nation's 
leading  marketers  of  electricity,  selling  in 
42  states  and  Canada. 


How  long-range 

planning  and  a  pioneering 
spirit  set  us  apart  from 

the  rest  of  the  herd. 

In  addition,  we  deliver  energy  to 
5.6  million  customers  in  the  United  States, 
Latin  America  and  the  United  Kingdom. 

All  this,  from  a  company  that  began 
as  a  local  energy  provider  for  eastern  and 
central  Pennsylvania. 


One  that  has  never  lost  sight  of  its 
mission.  We  deliver  on  our  power. 
We  deliver  on  our  promises. 

We  can't  be  buffaloed. 

www.pplweb.mm 

Fortune  500  is  a  registered  trademark  of  Time.  Inc.  Magazine 
Company.  Dow  Jones  is  a  registered  trademark  of Dou  Jones  & 
Company.  Inc.  References  to  PPL  stock  price  and  the  Dow  Jones 
Utility  Average  are  as  of  9/30/00. 
©  PPL  Corp.  2(X»  All  rights  nserved. 
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COMMENTARY 


On  Events  at  Home  and  Abroad 

By  Caspar  W.  Weinberger,  chairman 


SOUTH  KOREA 


NDS  AT  A  CROSSROAD  IN  ITS  DEALINGS  WITH  NORTH  KOREA, 
ith  Korea's  president,  Kim  Dae  Jung,  encouraged  by  the  U.S., 

started  down  the  path  toward  unification  with  the  North, 
h  what  some  describe  as  unseemly  haste.  There  have  been  no 
Lrantees  of  permanent  changes  in  the  North;  the  country  and 
^resident,  Kim  Jong  II,  are  unpredictable.  But  the  awarding  of 

Nobel  Peace  Prize  to  South  Korea's  Kim  makes  it  likely  the 
ith  will  continue  in  this  direction.  Alternatively,  the  South 
ild  stay  on  the  path  on  which  it  has  been  for  the  past  50  years, 
t  of  continued  close  cooperation  and  alliance  with  the  U.S. 
Many  industrialists  and  others  agree  there  must  be  a  major 
ructuring  of  South  Korea's  economy.  This  would  force  a  re- 
n  to  the  old  management  principles  of  striving  for  profitabil- 
and  an  increased  willingness  to  sell  nonperforming  assets, 
iks  and  financial  institutions  need  to  stop  making  improvi- 
it  loans,  especially  to  hugely  indebted  and  unprofitable  com- 
des,  many  of  which  are  still  owned  by  the  state.  Privatization 
hese  state-owned  companies  needs  to  be  accelerated. 
The  South  should  slow  its  current  headlong  rush,  initi- 
d  by  President  Clinton's  urging,  into  the  arms  of  a  dictator 
>rutal  as  any  this  century  has  seen.  Kim  Jong  II  and  his  fa- 
r  before  him,  Kim  II  Sung,  have  held  some  22  million  peo- 

in  thrall  for  half  a  century,  without  permitting  even  a 
dow  of  human  rights,  freedom  of  movement,  speech,  re- 
on  or  thought.  Despite  the  fact  that  the  people  suffer  from 

most  abject  poverty  and  starvation,  North  Korea's  rulers 
rote  nearly  all  of  their  nation's  resources  to  equipping  and 


maintaining  a  military  far  beyond  any  conceivable  require- 
ment for  national  defense.  Kim  II  Sung  was  solely  responsible 
for  launching  North  Korea's  invasion  of  the  South  in  1950. 
He  and  his  son  planned  and  carried  out  the  Rangoon  bomb- 
ing of  1983,  in  which  17  top  aides  to  South  Korea's  presi- 
dent— including  4  cabinet  ministers — were  murdered  with- 
out the  slightest  provocation.  Yet  President  Clinton  seems 
determined  to  push  the  South  to  open  a  new  and  trusting  re- 
lationship with  this  megacriminal  and  his  government. 

In  1994  the  Clinton  Administration  entered  into  the 
Agreed  Framework  with  North  Korea,  under  which  we  gave 
the  North  two  large  nuclear  reactors  capable  of  producing  plu- 
tonium — the  required  ingredient  for  nuclear  weapons — plus  a 
power  distribution  grid  and  free  fuel  oil  for  ten  years.  In  return 
the  North  was  supposed  to  give  up  its  nuclear  arms  program. 
But  it  promptly  began  developing  a  three-stage  rocket  capable 
of  hitting  U.S.  targets  and  designed  to  carry  nuclear,  biological 
or  chemical  warheads — a  clear  violation  of  the  agreement.  And 
in  August  1998  the  North  fired  one  of  these  missiles  over  Japan. 

Now,  simply  because  Kim  Jong  II  went  to  the  airport  and 
met  with  Kim  Dae  Jung — and  did  not  shoot  him — some  are 
saying  that  the  Korean  crisis  is  over,  that  we  need  not  keep  troops 
on  the  peninsula  because  the  threat  of  war  has  "receded."  Mr. 
Clinton,  egged  on  by  an  appeasing  Secretary  of  State  Madeleine 
Albright,  thinks  this,  his  only  legacy,  requires  more  appeasement. 
But  nothing  has  changed  in  North  Korea's  chamber  of  horrors; 
there  have  only  been  a  few  slight  improvements  in  rhetoric. 


SINGAPORE 


LS  MAJESTICALLY  ON  LIKE  SOME  MIGHTY  OCEAN  LINER.  IT 
ithered  some  rough  seas  a  few  years  ago,  stirred  up  mainly  be- 
ise  Singapore  is  an  export-driven  economy  and  its  neighbors 
re  not  buying.  But  even  before  economic  recovery  took  hold 
fhailand,  South  Korea  and  Hong  Kong,  Singapore's  economy 
;  racing  ahead.  GDP  grew  in  the  second  quarter  by  9%  over 
same  period  last  year,  followed  by  10.4%  in  the  third  quarter, 
h  expected  growth  for  the  year  estimated  at  9.5%.  Unem- 
yment  in  September  was  2.5%,  the  lowest  level  in  two  years. 
External  demand  also  remains  strong,  yet  even  with  all  this 
cess  Singapore's  leaders,  including  the  legendary  Lee  Kuan 
v,  his  son,  Deputy  Prime  Minister  Lee  Hsien  Loong,  and 
ny  members  of  the  government's  trade  and  economic  de- 
opment  departments,  say  that  the  country  must  change, 
gapore,  therefore,  is  embarking  on  a  modernization  plan, 
■paring  its  people  for  full  Internet  capability  and  loosening 


the  regulatory  grip  imposed  by  state-controlled  industries. 
Privatization  will  continue.  Singapore  will  become  a  high-tech 
center,  and  there  will  be  increased  government  assistance  for 
information  and  communications  technology  industries.  In 
the  works  are  more  tax  benefits  and  other  inducements  to  lure 
more  foreign  companies  to  list  on  Singapore's  fast-moving 
exchanges.  The  government  wants  to  create  a  climate  in  which 
more  people  are  willing  to  take  more  risks.  But  there  will  be 
no  change  in  the  death  penalty  for  drug  smugglers,  or  in  the 
policies  for  preserving  a  clean,  healthy  and  beautiful  city. 

The  strongest  of  Singapore's  exceptional  assets  is  its  gov- 
ernment. Its  vision,  planning  and  courage  have  enabled  Singa- 
pore to  rise  far  ahead  of  its  larger  neighbors.  The  government 
is  flexible  enough  and  firmly  enough  entrenched  to  ensure 
that  Singapore's  future  will  remain  bright  and  that  this  city- 
state  will  be  in  the  vanguard  of  Asia's  successful  countries.  F 
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DIGITAL  RULES 


By  Rich  Karlgaard,  publisher 


publisher@forbes.com 


ROOM  AT  THE  BOTTOM 


JE  AFTERNOON  41  YEARS  AGO  THE  CALTECH  PHYSICIST  AND 
;z  drummer,  Richard  Feynman,  decided  to  wow  his  students 
th  an  extraordinary  riff  on  the  future.  Feynman,  who  would 
n  the  Nobel  Prize  in  physics  in  1965,  called  his  speech: 
here's  Plenty  of  Room  at  the  Bottom."  No  law  of  physics,  he 
d,  stood  in  the  way  of  some  clever  engineer  printing  the  Li- 
iry  of  Congress  on  the  head  of  a  pin.  There  was  no  earthly 
ison  computers  in  the  future  had  to  be  much  bigger  than, 
g  a  cube  measuring  100  atoms  per  side. 

Feynman  said  that  good  things  tended  to  happen  down 
the  bottom.  The  smaller  computers  got,  the  less  electricity 
;y'd  use;  yet  the  faster  and  cooler  they'd  run.  Cars  could  be 
ilt  4,000  times  smaller  than  the  newest  Ford  Edsel,  and  not 
ed  lubrication.  Tomorrow's  cardiologist  could  be  a  tiny 
:>ot  doing  the  Australian  crawl  through  your  arteries,  look- 
;  for  plaque.  The  robot  would  work  for  cheap,  having  no 
iintry  club  memberships  or  alimony  to  pay. 

Yes,  Dick  Feynman  liked  to  stir  things  up  down  there  in 
sadena.  Did  his  students  swallow  his  fantastic  projections? 
ey  should  have.  While  Dick  was  talking,  in  Palo  Alto  and 
Dallas  two  inventors  had  just  shrunk  the  transistor  by 
iporating  it  as  goo  onto  a  chip.  During  the  next  41  years 
:  chip's  inventors — Bob  Noyce  in  Palo  Alto,  Jack  Kilby  in 
Has — and  their  apostles  would  shrink  the  transistor  50% 
ry  18  months.  Perfectly  on  schedule,  again  and  again. 


Tlie  Mystery  of  Capital:  Why  Capitalism  Triumphs  in  the  West 
and  Fails  Everywhere  Else.  De  Soto  thinks  that  the  world's 
postcommunist  poor — some  4  billion  souls  out  of  the  world's 
6  billion — own  more  assets  than  most  economists  ever  stop 
to  consider.  The  problem  is  tide,  not  wealth.  Lacking  tide  to 
his  land  patch  or  milk  cow,  and  bedeviled  by  local  bureaucrats 
from  getting  it,  the  poor  man  remains  a  squatter.  What  wealth 
he  owns  may  feed  him  but  is  otherwise  "dead."  He  can't  tap  it 
as  collateral  to  buy  another  cow  or  a  two-stroke  engine  or  a 
PalmPilot.  He  can't  grow.  His  road  out  of  poverty  is  blocked. 


loton  Waves,  Liquid  Wealth 

hers  quickly  saw  riches  below.  Disk-drive  makers  got  busy 
rinking  room-size  machines  made  of  iron  rings.  Drives 
'iveled  down  to  desk  size,  then  to  desktop  size,  then  the  size 
a  fat  dictionary,  followed  by  a  thin  paperback,  a  deck  of 
ds  and  now  just  a  single  card  or  chip.  Watching  the  fun, 
nmunications  engineers  joined  the  party.  During  the  1970s 
y  squeezed  a  stream  of  digital  information  into  a  fiber  optic 
re  the  width  of  a  human  hair.  By  1994  an  inventor  named 
vid  Huber  got  16  information  streams  to  go  down  the  same 
ss  wire.  He's  now  working  on  several  thousand  streams, 
hat's  silly,"  says  Simon  Cao,  the  chief  technology  guru  at 
anex.  "Let's  think  really  small.  Go  for  a  million  streams." 

Yes,  there's  plenty  of  room  at  die  bottom.  And  not  just  in  the 
rd  information  sciences,  either.  (We  won't  attempt  to  cover 
•tech  in  this  column.)  The  quantum  era  so  fetchingly  described 
Feynman  has  loosened  our  thinking  in  other  fields,  too. 

Take  economics.  Just  out  is  an  enor- 
)usly  important  book  by  Hernando  De 

to,  the  South  American  economist,  called  www.forbcs.com/karlgaard 


Look  Out  Below 

In  the  best  sense,  De  Soto  has  discovered  a  powerful  small 
idea.  Property  laws  unlock  wealth.  This  can  be  as  true  for  the 
Pakistani  or  Egyptian  squatter  as  it  is  for  an  American  with 
his  credit  cards  or  home  mortgage.  The  idea  is  the  same;  it's 
just  the  scale  that  is  different.  The  bottom  contains  huge  po- 
tential. Two-thirds  of  the  world's  people  live  there. 

Most  entrepreneurs  start  at  the  bottom.  In  the  wake  of 
1974's  stock  market  wipeout,  capital  for  American  entrepre- 
neurs dried  up.  Equity  died.  The  IPO  window  shut  for  the 
decade.  Debt  financing  was  available,  but  at  escalating  rates 
and  only  for  the  already-rich.  Into  this  dead  swamp  came  risk 
capitalists  bearing  small  ideas.  One  was  Michael  Milken.  Using 
the  era's  best  computers,  Milken  calculated  that  he  could  dive 
down  to  the  swamp's  bottom  and  rescue  the  credit  unwor- 
thy ...  if  he  could  pool  enough  of  the  poor  suckers  into  one 
high-yield  bond  and  price  it  appropriately  for  the  risk.  Out  in 
Silicon  Valley,  new  venture  capital  firms  such  as  Sequoia  Cap- 
ital, Kleiner  Perkins,  New  Enterprise  Associates  and  the  May- 
field  Fund  wrote  smallish,  six-figure  checks  to  obscure  grad 
students  chasing  "small"  ideas:  electrons,  photons  or  genes. 

Nothing  has  changed.  The  best  ideas  still  come  from 
below.  Sam  Williams  has  designed  a  jet  engine  that  weighs  85 
pounds  for  Eclipse  Aviation.  It  arrives  in  a  FedEx  package. 
Carver  Mead  has  designed  a  microchip  that  lets  any  amateur 
photographer  shoot  like  Ansel  Adams.  The  Sony  PlayStation 
contains  a  chip  more  powerful  than  one  in  a  Sun  worksta- 
tion. The  world's  smallest  "printer,"  Intel,  is  the  world's  most 
valuable.  Napster,  hatched  by  a  teenager,  signals  a  new  era  of 
peer-to-peer  computing— a  Net  that  functions  just  fine  with- 
out big  expensive  servers.  The  Pentagon  is  working  on  flying 
robot  "insects"  that  hide  in  trees. 

t         .  r> •  •»  i  n  i  Feynman  spoke  in  1959;  died  in  1938. 

To  see  past  Digital  Rules 

columns,  visit  our  Web  site  at    But  his  radically  small  idea  still  pertains: 
There's  plenty  of  room  at  the  bottom.  F 
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Smoke 


BY  MARK  TATGE 

m  IGHTNING,  APPARENTLY,  DOES 
M  strike  twice.  Within  six  months 
1|  two  Whirlpool-made  dishwash- 
SaHi  ers  caught  fire  in  the  Ogdensburg, 
N.J.  home  of  Alycia  Randazzo.  She  es- 
caped injury,  but  not  all  Whirlpool  cus- 
tomers have  been  so  lucky. 


A  dishwasher  fire  may  have  killed 
New  York  police  deputy  inspector  lohn 
Fahy,  5 1 ,  and  his  6-year-old  son  in  their 
Queens  home  in  1996.  Earlier  this  year 
James  and  Lorray  McCoy  of  Stilwell, 
Kans.  lost  their  24-year-old  daughter  in 
a  fire  that  investigators  say  was  started 
by  a  dishwasher  built  by  Whirlpool  and 


PRODUCT  SAFETY!  Four 

years  ago  Whirlpool  recalled 
500,000  dishwashers  that 
overheated,  claiming  it  had 
fixed  the  problem.  So  why  are 
they  still  catching  fire? 

sold  under  the  Sears  Kenmore  brand. 

Over  a  nine-year  period  at  least 
three  dozen  dishwashers  sold  under  the 
Whirlpool  or  Kenmore  nameplate  have 
overheated  or  burst  into  flames,  caus^ 
ing  hundreds  of  thousands  of  dollars  in 
property  damage.  Complaints  filed 
with  the  Consumer  Product  Safety 
Commission  and  lawsuits  show  that 
Whirlpool-made  dishwashers  havi 
been  overheating  since  1991.  And,  de-i 
spite  Whirlpool's  1996  recall  of  500,00C| 
units  produced  in  1991-92  and  desigri 
modifications  made  by  the  company  ill 
1992-93,  the  fires  continue. 

Whirlpool  officials  insist  they've 
fixed  the  problem  and  that  their  dish- 
washers pose  no  risk  to  consumers, 
"When  we  have  investigated  these 
lawsuits  and  had  access  to  the  prod- 
uct and  the  home,  in  every  case  we  see 
the  evidence  pointing  to  outside  the 
dishwasher,"  says  Richard  Seib,  the 
company's  product-safety  director! 
But  Kansas  attorney  Stephen  R| 
Bough  argues  that  as  many  as  1  muN 
lion  of  the  12  million  dishwasher; 
Whirlpool  manufactured  since  199* 
may  be  defective.  "Whirlpool  simpb 
doesn't  know  what's  causing  thes< 
fires,"  says  Bough,  who  represents  thi 
McCoys  in  a  lawsuit  against  Sears  anc 
Whirlpool.  Fahy's  estate  is  also  suinj 
both  companies. 

Recalling  1  million  dishwasher 
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ild  cost  Whirlpool  $150  million 
tax,  about  30%  of  its  1999  pretax 
of  $514  million.  The  Benton  Har- 
I  Mich,  giant  (1999  sales:  $10.5  bil- 
i)  makes  more  than  2  million  dish- 
hers  a  year,  making  it  number  two, 
r  General  Electric,  with  37%  of  the 
rket,  says  Appliance  magazine. 
How  many  Whirlpool  dishwashers 
;ht  pose  safety  hazards?  That's  the 
ject  of  a  CPSC  investigation 
mpted  by  the  McCoy  fire.  This  is 
same  agency  that  four  years  ago 
;sed  Whirlpool's  voluntary  recall. 
:  agency's  current  investigation  cen- 
on  whether  the  wiring  on  a  door 
tch — and  an  allegedly  faulty  con- 
tion — may  be  causing  Whirlpool 
washers  not  included  in  the  1 996 
dl  to  overheat  and  catch  fire. 
Maybe  the  CPSC  should  have  acted 
ner.  In  September  1996  Sears  tech- 
an  Wayne  Brown  in  Hixson,  Tenn. 
ed  the  agency,  saying  he  had  dis- 
ered  five  cases  in  which  switches 
.  melted  in  dishwashers  not  covered 
he  recall.  Brown  told  the  CPSC  that 
;  switch  in  these  dishwashers  can- 
handle  the  amperage  because  the 
tch  overheats  and  the  terminals 
It."  Investigators'  notes  show 
iwn  told  the  CPSC 
t  Whirlpool  in- 
lcted  him  to  charge 
tomers  for  repairs  if 
dishwashers  were  not 
the  recall  list.  When 
learned  about 


Throw  in  the 
Dish  Towel 


rs 

wn's  contact  with  the 
IC,  he  was  taken  off 
hwasher  repair,  ac- 
ding  to  CPSC  records, 
■ears  spokesman  de- 
ies  comment.  So  does 
CPSC. 

"They  told  me  to  be 
et,  but  I  just  couldn't 
:p  at  night,"  Brown 
s  now.  He  even  went 
:ar  as  to  recommend 
the  CPSC  that  addi- 
nal  models  be  cov- 
d  by  the  Whirlpool 
all.  No  corrective  ac- 


Nearly  57%  of  U.S. 
households  have  dish 
washers.  Average  life 
expectancy:  12  years. 


The  number 
of  dishwashers 
made  last  year 
in  the  U.S. 


Estimated  size 
of  the  U.S. 
dishwasher  market. 

Whirlpool's 
overall  share  of  the 
major-appliance 
market. 


Sources:  Appliance  magazine, 
Forbes. 


tion  was  taken  by  the  CPSC,  and  the 
fires  continued. 

In  1997,  four  years  after 
Whirlpool  said  it  redesigned  its  units 
to  prevent  overheating,  flames  de- 
stroyed the  South  Euclid,  Ohio  home 
of  Mark  and  Deborah  Mucci,  caus- 
ing $375,000  damage.  The  Muccis 
sued,  alleging  their  1995  Kenmore 
Ultra  3  dishwasher,  made  by 
Whirlpool,  overheated,  causing  the 
fire.  The  case  was  settled  before  it  got 
to  trial  and  a  confidentiality  agree- 
ment bars  the  Muccis  from  dis- 
cussing the  case.  But  an  investigator 
hired  by  St.  Paul  Guardian  Insurance 
Co.,  the  Muccis'  insurer,  concluded 
that  the  "fire  was  caused  by  an  elec- 
trical malfunction  of  the  wiring 
within  the  dishwasher  panel"  that  oc- 
curred "as  a  result  of  a  defect  in  man- 
ufacture and/or  assembly  of  the 
wiring"  in  that  panel.  CPSC  docu- 
ments show  that  during  the  past 
three  years  a  dozen  Whirlpool-made 
dishwashers  have  overheated  or 
caught  fire.  Most  were  discovered  by 
homeowners  before  major  damage 
occurred. 

Whirlpool  says  its  machines  are 
safe.  Product-safety  director  Seib  says 
the  company  has  exam- 
ined more  than  500 
switches  that  malfunc- 
tioned and  concluded 
that  when  the  unit  does 
overheat,  the  switch 
melts,  the  unit  shuts  off 
and  no  fire  occurs.  "We 
take  this  all  very,  very  se- 
riously," adds  Whirlpool 
spokesman  J.  Christo- 
pher Wyse.  "The  inti- 
mate details  of  each  of 
these  cases  we  can't  go 
into,  especially  where  lit- 
igation is  involved,  but 
we  are  confident  that 
there  isn't  a  risk  of  fire." 

Another  Firestone — 
or  a  small  problem 
blown  out  of  propor- 
tion by  tort  lawyers?  We 
don't  know  yet.  F 
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The  Old  College  Try 

OPPORTUNITIES!  The 

election  standstill  energizes 
a  once-sleepy  trademark. 

BY  JONATHAN  FAHEY 

BEFORE  THE  ELECTION  JOHN  AND 
Marcia  Diamond's  direct-mail 
business  was  barely  breathing.  But 
as  the  couple  watched  the  electoral 
votes  seesaw  between  Al  Gore  and 
George  W.  Bush  in  the  wee  hours  of 
election  night,  they  knew  their  line  of 
college  sweatshirts,  T  shirts  and  base- 
ball caps  would  spring  to  life. 

That's  because  the 
Diamonds  market 
merchandise  from  a 
rather  exclusive 
school:  the  Elec- 
toral College.  Since 
the  showdown  in 
Florida  the  Diamonds' 
business  has  been  on  a  tear.  "Our  busi- 
ness plan  looks  wildly  conservative  all 
of  a  sudden,"  says  John  Diamond,  for- 
mer Democratic  majority  leader  of  the 
Maine  House  of  Representatives. 

The  husband-and-wife  team  started 
Electoral  College  Sportswear  six  years 
ago,  after  paying  about  $250  for  a  U.S. 
trademark  on  "Electoral  College"  (the 
phrase  doesn't  appear  in  the  Constitu- 
tion). The  business  has  never  been 
profitable,  and  orders  for  $34  sweat- 
shirts and  $20  caps  were  trickling  in  at  a 
rate  of  six  or  so  a  day. 

On  election  day  200  orders  arrived. 
A  week  later  the  Diamonds  were  getting 
1,000  a  day,  too  much  for  their  one 
phone  line  and  two  part-time  employ- 
ees to  handle.  The  couple  hired  ten 
people  and  installed  three  phone  lines 
in  their  Glenburn,  Me.  home. 

John  began  staying  home  from 
work  and  started  sleeping  in  two- hour 
shifts  so  he  could  work  through  the 
night.  The  Diamonds  processed  credit 
card  orders  in  their  8-year-old  daugh- 
ter's room  and  packed  boxes  in  their 
1 1  -year-old  son's  room. 

Get  it  while  you  can.  Hillary  Clin- 
ton may  shut  the  old  school  down.  F 
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Digivote 

technology  I  The  biggest 
winner  in  the  Florida  fiasco  just 
might  be  software  companies. 

BY  CHANA  R. SCHOENBERGER 

WITH  THEIR  TACKY  CURTAINS, 
rusty  levers  and  blue-haired  gatekeep- 
ers, it's  no  wonder  voting  booths 
scare  away  Americans. 

Thanks  to  the  election  debacle,  voters  will  soon  have  a 
better  place  to  cast  their  ballots:  the  Internet.  Political  and 
technical  experts  expect  online  voting  to  take  hold  over  the 
next  few  years  as  more  jurisdictions  pass  online  voting  laws. 
Jeremy  Sharrard,  who  analyzes  public  policy  for  Forrester  Re- 
search, predicts  Americans  could  be  voting  for  the  President 
online  by  2008.  "Public  sentiment  is  turning  in  favor  of  a  dif- 
ferent system,"  says  Sharrard. 

With  virtual  voting  booths,  voters  could  exercise  their 
franchise  from  their  home  or  office,  public  libraries  and  post 
offices,  even  Internet-enabled  handheld  devices.  Real-time 
results  would  be  easy  to  generate;  recounts,  instantaneous. 
Instead  of  arguing  about  chads,  the  lawyers  could  be  arguing 
about  software  bugs. 

The  future  is  on  its  way  in  private  industry.  IBM,  GE  and 
DuPont  provide  investors  with  the  option  of  voting  their  an- 


nual proxies  online.  The  numbers  aren't  yet  ii 
pressive — of  IBM  shareholders  voting  th< 
proxies  this  year,  only  1 7%  used  the  coi 
pany  Web  site — but  they  are  growii 
When   Arizona's  Democra 
Party  offered  online  voting  during 
March  primary,  voter  turnout  i 
creased  by  a  stunning  620%.  Says  M<i 
Strama,  vice  president  of  Election.com,  t 
firm  brought  in  to  run  the  contest:  "Wh 
you  allow  people  to  vote  on  their  time  a 
their  terms,  they  are  more  likely  to  vote." 

Already  companies  like  Election.com,  Safevote  and  Vo 
here.net  are  jostling  for  space  in  a  market  that  could  top 
billion  in  the  U.S.  in  the  next  few  years.  To  reach  that  ma 
politicians  will  need  to  be  convinced  that  e-voting  can 
done  securely.  The  companies  say  technical  issues  like  foili 
hackers  or  verifying  a  voter's  registration  while  keeping  1 
ballot  confidential  are  merely  design  and  coding  problem; 

Two  other  hurdles  remain.  How  do  we  know  that  then 
no  demographic  skew  to  Internet  voting?  It's  possible  tl 
the  Internet  option  will  disproportionately  increase  turnc 
among  the  wealthier  or  more  educated. 

And  then  there's  trust.  "The  real  challenge  is  having  pt 
pie  convinced  that  it's  accurate,"  admits  law  profess 
Jonathan  Zittrain,  a  director  of  the  Berkman  Center  for  1 
ternet  &  Society  at  Harvard  Law  School. 


Where's  My 
Tax  Cut? 


TAXING   MATTERS!  Who~ 

ever's  President,  don't  look  for 
the  tax  code  to  get  any  simpler. 

BY  JANET  NOVACK 

THE  STARS  ARE  IN  ALIGNMENT  FOR 
a  significant  tax  cut  next  year," 
Mark    Weinberger,    Ernst  & 
Young's  director  of  national  tax,  de- 


clared in  mid-November,  even  as  the 
presidential  election  was  still  tied  up  by 
lawyers  swarming  over  Florida. 

No,  the  former  Senate  Republican 
aide  isn't  relying  on  astrology.  He  bases 
his  prediction  on  this:  The  first  year  of  a 
new  President's  term  has  often  been 
marked  by  a  big  tax  bill.  The  projected 
non-Social  Security  surplus — now  $2.2 
trillion  over  the  next  ten  years,  and 
likely  to  grow  in  a  January  update — in- 
creases the  odds. 

Other  veterans  of  the  Washington 
tax  wars,  citing  the  lack  of  a  clear  voter 
mandate  for  tax  cuts,  aren't  so  sure.  But 
on  one  point  they  agree:  No  matter 
who's  in  the  White  House,  much  of  the 
money  available  for  tax  cuts  will  likely 
go  to  finance  a  grab  bag  of  changes  that 
had  bipartisan  support  in  Congress  but 
fell  to  preelection  politicking.  Among 
them:  estate  tax  relief;  expanded  savings 
incentives;  "marriage  penalty"  relief; 
and  small -business  breaks.  (It's  unlikely 
any  will  be  resurrected  during  the 


lame-duck  session.) 

Congress  also  needs  to  fix  loomi 
problems  with  the  Alternative  Mil 
mum  Tax,  a  complicated  shadow  1 
system  originally  designed  to  nail 
cats.  Over  the  next  decade  the  numt 
of  taxpayers  hit  by  AMT  will  jump  frc 
1.3  million  to  17  million,  most  of  the 
families  earning  under  $100,000  i 
today's  dollars.)  Solving  the  AMT  pre 
lem  would  cut  the  government's  pi 
jected  tax  take  $150  billion  over  t 
years.  But  the  pols  might  not  get  mi 
credit  for  it.  "You're  fixing  a  problt 
for  millions  of  families  that  don't  Ion 
they  have  a  problem  yet,"  observes  E 
loitte  &  Touche  Director  of  Tax  Pol 
Clint  Stretch.  So  Congress  might  c 
instead  for  a  cheap  temporary  fix. 

By  contrast  the  estate  tax,  ev 
though  it  affects  few  families,  has  a  h: 
public  profile.  "There  is  no  possibil 
of  repeal  of  the  estate  tax  with  Congr 
so  divided,"  says  Ronald  Pearlmar 
former  Reagan  Administration  Tn 
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in  that's  beautifully  appointed  with  walnut  and  leather.  After  a 
it  when  you  get  there.  For  more  information,  or  to  schedule  a  test 
visit  lincolnvehicles.com  or  call  800-688-8898. 
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sury  official  and  now  head  of  the 
graduate  tax  law  program  at  George- 
town University  Law  Center.  But,  he 
adds,  a  reduction  in  the  tax  is  very 
possible. 

In  September,  after  President  Clin- 
ton vetoed  estate  tax  repeal,  conserva- 
tive House  Democrats  proposed  in- 
creasing the  estate  tax  exemption,  now 


SI. 35  million  per  couple,  to  S4  million 
by  2009,  while  slicing  the  top  rate  from 
55%  to  44%  in  2001.  Taxpayer  savings: 
SI 00  billion  over  10  years. 

There's  even  more  bipartisan  sup- 
port for  pension  changes.  In  July  a  pen- 
sion package  passed  the  House  by  401 
to  25.  In  addition  to  simplifying  rules 
governing  pension  plans,  the  package, 


projected  to  reduce  the  tax  take  by  $5 
billion  over  ten  years,  raised  the  reguk 
and  Roth  IRA  contribution  limits  fror 
$2,000  to  S5,000  and  increased  th 
maximum  deductible  employee  contr 
butions  to  401  (k)s  from  $10,500  t 
$15,000. 

A  nice  thought.  Just  don't  spen 
your  tax  savings  yet.  I 


Schrempp's  Spinouts 


BY  R0BYN  MEREDITH 
►  Executive  exodus: 

Drives  out  the  managers  who  made  Chrysler 
the  world's  most  profitable  auto  company  in 
the  late  1990s.  Most  recent:  U.S.  boss  James 
P.  Holden,  replaced  by  a  Schrempp  ally, 
Dieter  Zetsche;  venerable  designer  Thomas 
Gale  to  retire  at  year-end. 


►  Black  ink  to  red: 

Chrysler  unit  loses  half  a  billion  dollars  in 
the  third  quarter,  despite  record  U.S.  auto 
sales.  Market  share  drops.  Profit-sapping 
rebates  rise  skyward. 


►  Bad  bet  on  Nissan: 

Schrempp  considers  investing  in 

Nissan,  but  decides  against  it, 

only  to  watch  Renault  take  a  controlling  stake 

instead — and  begin  turning  it  around. 


►  Bad  bet  on  Mitsubishi: 

Having  passed  up  Nissan,  pays  $2.1  billion  for 
34%  stake  in  debt-ridden,  scandal-ensnared 
Mitsubishi.  The  Japanese  company  is  now  re- 
porting losses  and  suffering  from  management 
confusion,  with  local  executives  resisting  Ger- 
man control.  Sound  familiar?  F 


AUTOS  It  was  hailed  as  the  deal  of  the  century 
when  Daimler  bought  Chrysler  two  years  ago.  Now  it' 
starting  to  look  like  headstrong  Chairman  Jurgen 
Schrempp  is  presiding  over  the  first  dud  of  the  21st 
century.  Some  of  his  wrong  turns: 


►  Market  meltdown: 

nvestors  erase  Chrysler's  S37  billion  purchase  price 
om  DaimlerChrysler  market  cap,  which  has  gone 
from  S84  billion  just  after  the  merger  to  a  recent 
$43  billion. 


►  Merger  of  equals? 

Demoralizes  Chrysler  troops  by  admitting  he 

always  planned  to  make  the  company  a  division  of 
Daimler.  The  merger  of  equals  line,  Schrempp 
concedes,  was  just  that — a  line. 
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Fool's  Gold 


marketing  Some  unlikely  U.S.  cities 
scramble  to  host  the  summer  Olympic  games. 

BY  JONATHAN  FAHEY 

THE  DUST  HAS  BARELY  SETTLED  IN  SYDNEY,  BUT  ALREADY 
there  is  a  brand-new  outbreak  of  Olympic  fever.  With 
bid  proposals  due  Dec.  15,  committees  representing 
eight  U.S.  cities  are  frantically  wrapping  up  their  campaigns 
for  the  rights  to  host  the  2012  summer  Olympic  games. 

Fundraisers  should  have  had  a  tough  sell:  Each  city  must 
top  bids  from  seven  competing  U.S.  cities,  then  face  a  field  of 

►  CINCINNATI 


Budget:  $7.6  million 
Raised:  $5  million 

Big  Donors:  Cinergy  ($500,000),  Delta  Air 
Lines,  Federated  Department  Stores,  Procter  & 
Gamble  ($250,000-$500,000). 
Hurdles:  City  is  so  small  it's  looking  to  hold 
events  in  Columbus  and  Dayton,  Ohio,  Lexington 
and  Louisville,  Ky.  City  has  a  ban  against  special 
protection  for  homosexuals. 


up  to  12  international  cities.  Other  concerns:  weak  televisk 
ratings  from  Sydney,  the  past  Olympic  scandal  in  Salt  La 
City  and  whether  or  not  the  Olympic  games  will  even  con 
to  this  hemisphere  in  2012.  But  these  are  the  esteem* 
Olympics,  and  companies  are  gladly  opening  their  wallets 
fundraisers.  "I've  only  been  turned  down  twice,"  brags  Dan 
Doctoroff,  president  of  NYC2012. 

So  far  the  committees  have  raised  $40  million.  Son 
companies  spread  their  bets:  Bank  of  America  has  given  to 
least  five  bid  cities,  Deloitte  &  Touche  and  Continental  Ai 
lines  to  at  least  two.  While  the  payoff  could  be  big — Atlan 
claims  it  took  in  $5.1  billion  from  the  1996  Games — each  ci 
has  huge  political  and  logistic  hurdles  to  clear. 

  ►NEW  YORK 


Budget:  $8.6  million 
Raised:  $6.5  million 

Big  Donors:  American  Express,  Cha 
Manhattan,  Continental  Airlines,  Goldman  Sad 
Time  Warner,  Xerox  ($l50,000-$500,000). 
Hurdles:  Cynics  suspect  the  bid  is  an  attempt 
build  a  new  stadium  in  Manhattan.  Will  jad 
New  Yorkers  show  interest  in  hosting  the  game 


►PALLAS 


Budget:  $5  million 
Raised:  $4  million 

Big  Donors:  American  Airlines,  Bank  of  America, 
J.C.  Penney  ($250,000  or  more). 
Hurdles:  At  least  one  city  councillor  vocally  op- 
poses plan;  reports  of  squabbling  with  nearby 
cohosts  Arlington  and  Fort  Worth.  Then  there's 
the  weather.  Hot,  hot,  hot. 


►  SAN  FRANCISCO 


►HOUSTON 


Budget:  $6.5  million 
Raised:  $5.5  million 

Big  Donors:  Bank  of  America,  BMC  Software, 
Compaq,  Enron  (at  least  $180,000). 
Hurdles:  Houston  in  summertime?  Organizers 
say  they'll  hold  events  in  three  air-conditioned, 
domed  stadiums,  but  who  wants  indoor  track? 
Longest  death  row  in  Texas  may  scare  IOC. 


Budget:  $4.5  million 
Raised:  $1  million 

Big  Donors:  Knight  Ridder,  Greater  Bay  Bancc 
($100,000),  PeopleSoft  ($50,000). 
Hurdles:  Internet  companies  thinking  in  terms 
decades?  With  cohosts  San  Jose,  Oakland,  P 
Alto  and  Sacramento,  group  has  five  agendas 
coordinate. 

►  TAMPA/ORLANDO 


►  LOS  ANGELES 


Budget:  $1  million 
Raised:  $660,000 

Big  Donors:  Bank  of  America.  Deloitte  & 
Touche,  Southern  California  Edison  (no 
more  than  $30,000). 
Hurdles:  Greed.  L.A.  hosted  in  1932 
and  1984.  No  city  has  ever  been 
blessed  three  times,  but  organizers 
say  tiny  budget  proves  fiscal 
responsibility. 


Budget:  $11  million 
Raised:  $9.5  million 

Big  Donors:  Bank  of  America,  Busch  Gardens,  0 
back  Steakhouse,  Walt  Disney  Co.  ($250,000) 
Hurdles:  All  the  money  in  Disney  World  ca 
shorten  the  90-minute  drive  between  host  cil 
or  ease  sticky  summer  heat. 

►  WASHINGTON  BALTIMOB 
Budget:  $9.5  million 
Raised:  $7.8  million 
Big  Donors:  Bank  of  America,  Comcast,  Deutsi 
Banc  Alex.  Brown,  Verizon  ($500,000). 
Hurdles:  Already  lawsuits  fly:  Organizers  of  Wa 
ington-only  bid  suing  the  D.C./Baltimore  group 
co-opting  control,  allegedly  luring  Marion  Barr 
their  team.  The  group  denies  the  allegations. 
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APPLICATIONS  ON  DEMAND 


:rets    TO    SUCCESS:  No. 135 


rge  Bell,  President,  Excite@Home 


What  does  "ASP"  mean  to  me? 

Corio,  of  course. 


Excite@Home  needed  business  critical 
applications  rapidly.  They  chose  Corio. 
Corio  hosts  leading  applications  through 
a  world  class  infrastructure  for  a  monthly 
fee.  Corio's  Intelligent  Enterprise  spans 
the  application  spectrum  from  customer 
relationship  management,  to  enterprise 
resource  planning,  to  eBusiness.  Corio's 
world  class  delivery  systems  offer  state 
of  the  art  technologies,  rapid  time  to 
benefit  and  maximum  value. 

So,  if  you  choose  the  ASP  model,  choose 
the  model  ASP-Corio,  of  course. 


Attend  a 
FREE  Web  Seminar! 

Call  CORIO  at  877.267.4627 
or  visit  www.corio.com 
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:orio.  Inc  All  rights  reserved.  All  other  company  and  product  namos  are  trademarks  of  their  respective  owners. 
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Apple  Inside 

advertising  I  A  new  Intel 
campaign  leaves  Apple  blue 
in  the  face. 


I 


BY  PETER  KAFKA 

NTEL,  THE  CHIPMAKER  WITH  A 
knack  for  memorable  ad  cam- 
paigns, has  another  hit  on  its 
hands.  The  company  reports  that 
viewers  love  the  new  spots  for  the 
Pentium  III  chip  featuring  cavort- 
ing members  of  the  Blue  Man 
Group;  the  performance  group 
says  the  ads  have  even  boosted  at- 
tendance at  its  shows. 

The  only  folks  who  might  be 
less  enthused  would  be  the  people 


at  Apple,  whose  Web  site  includ< 
a  three-page  testimonial  fror 
the  performers  about  thei 
use  of  Macintosh  computers  i 
their  high-tech  stage  show.  A 
Apple  spokeswoman  decline 
comment,  while  a  Blue  Ma 
Group  representative  says  the  pei 
formers  have  always  used  bot 
companies'  products:  "We're 
multiplatform  company."  Bi 
only  one  of  those  platforms  pa) 
advertising  fees.  I 


The  Daily  Defendant 

faces  I  Where  does  Berkshire  Hathaway's 
less  famous  partner  like  to  spend  his  down 
time?  In  the  courtroom. 

BY  LEA  GOLDMAN 

■  T'S  NOT  A  BAD  DAY  JOB.  AS  WARREN  BUFFETT'S 
Bright-hand  man  and  chief  bean  counter,  mild-mannered 
I  Charles  Munger  pulls  down  $100,000  in  salary  and  has 
SI. 2  billion  worth  of  Berkshire  Hathaway  stock.  But  what 
really  gets  Munger's  juices  going  is  his  other,  lesser-known 
avocation:  dragging  pesky  legal  opponents  through  the 
courts — then  driving  a  spike  through  their  hearts  by  win- 

"He  doesn't  own  the  Daily  Journal  to 
make  money.  I'd  be  surprised  if  he 
reads  half  of  it  after  it's  published." 

ning  costly  victories. 

For  Charlie  Munger  is  a  guy  who  just  loves  the  law.  A  Har- 
vard-trained lawyer,  he's  the  founding  partner  of  the  Los  An- 
geles firm  of  Munger,  Tolles  &  Olson  and  also  owns  the  Daily 
Journal  Corp.,  a  Los  Angeles-based  publisher  of  19  newspa- 
pers, many  of  them  legal  titles.  "Charlie  doesn't  own  the  Jour- 
nal to  make  money,"  says  Steven  Brill,  the  former  chief  exec- 
utive of  American  Lawyer  Media.  "He  just  likes  owning  it.  I'd 
be  surprised  if  he  reads  half  of  it  after  it's  published." 

Perhaps.  But  Munger  undoubtedly  gloated  last  month  after 
a  California  Supreme  Court  judge  sided  with  him  after  a  four- 
year  battle.  Munger  had  contested  allegations  that  his  com- 
pany undercut  competing  sheets  owned  by  Metropolitan 
News  by  selling  notices  of  foreclosures  below  cost  to  customers 
like  Fannie  Mae  and  Wells  Fargo  (Berkshire  Hathaway  is  a 
longtime  investor  in  Wells  Fargo). 

In  June  Metropolitan  News  owner  Roger  Grace  appealed  a 
jury  verdict  that  sided  with  Munger,  looking  for  more  than  $10 


million  in  damages.  The  case  finally  was  resolved  in  late  Octc 
ber  in  Munger's  favor.  The  verdict  was  hardly  vindication  fc 
this  belabored  case.  Years  of  lawyerly  machinations  resulted  i 
more  than  340  motions,  briefs  and  petitions  filed  by  both  side 

Wouldn't  it  have  been  cheaper  and  more  expedient  fc 
Munger  to  settle?  Or  just  buy  Metropolitan  News  wit] 
pocket  change  and  fire  Grace?  Probably.  But  for  the  It 
year-old  Munger  this  was  sport.  When  a  judge  ordered  bol 
sides  in  for  a  powwow  last  year,  Munger  refused  to  negot 
ate  face-to-face. 

"For  three  days  my  wife  and  I  sat  in  a  room  by  ourselvi 
while  a  mediator  talked  with  Munger,"  fumes  Grace,  who  clain 
that  on  the  third  day  Munger  offered  to  settle  for  $4.5  millic 
over  15  years,  on  condition  that  Grace  turn  his  largest  newsp; 
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w  e  ve  gone  a  long  way  to  make  tke  journey  (eel  really  snort. 


■st  TClass 


Iberia  introduces  its  new  First  Class.  When  you  find  comfort  in  every  detail,  and  travel  becomes 


ymous  with  relaxation,  then  you've  discovered  First  Class  privileges  with  Iberia.  Iberia's  First  Class  offers  every  service 
nable  including  300  plus  VIP  lounges  in  airports  worldwide,  and  when  flying  on  Iberia,  members  of  oneworld  frequent 
programs,  such  as  AWh/antage?  may  earn  and  redeem  frequent  flyer  miles  along  the  way.  Only  the  best  fly  this  high, 
eservatio  ns  contact  your  travel  agent,  call  Iberia  Airlines  at  1-800-772-4642,  or  visit  www.iberia.bom/inglet 


It  our  flights  arc  non-smoking. 


IBERIAM 

The  Best  Kept  Secret  of  European  Travel 


Airlines*  and  AAdvantagc  are  regiilered  trademarks  of  Aniriicn  Airline*  Inc.  American  Airline!  reiervci  the  right  10  cluing.-  the  AAdvantagc  program  rule,  regulation!,  trawl  awards  and  special  offer!  at  any  tunc  without 
I  to  end  the  AAdvantagc  program  with  six  months  nolicc.  AAilv.ml.igr  travel  awards,  mileage  accrual,  and  special  offers  arc  suhjeel  lo  government  rcgulalions.  Any  such  changes  may  alfect  your  ahility  to  use  the  awards  or 
edits  that  you  have  accumulated.  American  Airlines  is  not  responsihle  lor  product!  or  lerviccs  offered  by  other  participating  companies.  I  or  complete  details  about  the  AAdvantagc  program,  visit  www.aa.com 
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per,  the  Metropolitan  News-Enterprise,  into  a  weekly  political 
newsletter.  No  way,  said  Grace.  No  comment  from  Munger. 

This  isn't  Munger's  first  dance  in  court.  In  1995  he  was  a 
named  defendant  in  a  $4.6  million  lawsuit  filed  by  Jeffrey 
Barge,  a  former  newspaper  owner  from  New  York,  who 
claimed  that  a  Daily  Journal  executive  feigned  interest  in 
buying  his  Seattle  paper  in  order  to  obtain  confidential  in- 
formation to  launch  a  competing  paper.  More  than  five  years 
later  a  judge  ruled  with  Munger. 


Last  year  Daily  Journal  invested  $6.7  million  in  a  New 
port  News,  Va.  software  company  that  enables  courts  an 
lawyers  to,  file  cases  electronically  and  publish  informatio 
online.  That  could  mean  more  exposure  for  a  company  pri 
marily  relegated  to  the  West  Coast. 

But  it  also  puts  Munger  squarely  at  odds  with  nation; 
legal  publishers  like  American  Lawyer.  Just  think  of  the  po; 
sibilities:  Competition!  Munger's  firm  as  acquisition  fodde 
Lawsuits!  I 


Why  "Frankenf  ood" 
Is  Our  Friend 

science  Some  genetically  engineered 
food  may  actually  be  good  for  you— 
particularly  if  you  suffer  from  allergies. 


BY  MICHAEL  FUMENTO 

WHERE'S  THAT  TALKING  CHI- 
huahua  when  you  need  him? 
There  was  no  one  to  calm, 
much  less  charm,  consumers  when  ge- 
netically altered  corn  approved  for  ani- 
mals snuck  into  Taco  Bell  taco  shells 
(FORBES,  Oct.  30).  The  fear  that  StarLink 
corn  would  cause  us  humans  terrible  al- 
lergic reactions  led  to  a  major  recall.  So 
large  grocery  chains  like  Safeway,  Kroger, 
Albertson's  and  Food  Lion  made  their 
corn  products  disappear. 

But  was  it  a  tempest  in  a  taco  shell? 
Unlike  the  rest  of  the  biotech  corn 
that  blankets  America's  heartland,  the 
added  gene  in  StarLink  emits  a  protein 
not  rapidly  digested  in  the  human  gut. 
A  protein  that  does  rapidly  break  down 
has  little  chance  of  causing  harm  even 


it  it  is  an  allergen.  Speed  of  digestion  is 
only  important  because  a  protein  that 
breaks  down  slowly  could  cause  harm  if 
it's  an  allergen.  But  the  StarLink  se- 
quence of  amino  acids,  the  main  com- 
ponent of  proteins,  resembles  no 
known  allergens,  so  it  almost  certainly 
isn't  one. 

This  is  not  to  diminish  the  very  real 
danger  of  allergies.  Each  year  in  the 
U.S.,  food  allergies  cause  2,500  emer- 
gency room  visits  and  1 35  deaths.  But 
biotechnology  can  actually  be  used  to 
make  allergenic  foods  nonallergenic,  or 
less  allergenic,  by  "switching  off"  cer- 
tain genes  or  by  other  means. 


This  isn't  theory.  "There  are  sever; 
approaches,"  says  Roy  Fuchs,  directc 
of  regulatory  science  at  Monsanto  C< 
"There's  work  on  rice  and  on  peanut 
and  soybeans  using  antisense — turnin 
off  the  gene  that  emits  the  protein- 
that  can  reduce  but  probably  not  elim 
nate  the  source  of  allergenicity." 

Scientists  are  trying  to  remove  a 
lergy-producing  proteins  from  fooc 
without  changing  the  texture  and  fk 
vor.  Fuchs  cites  ongoing  experimen 
to  disable  the  offensive  gene  in  pots 
toes  without  making  fundament; 
changes.  If  it  still  rolls  like  a  spud  an 
tastes  like  a  spud — it's  a  spud. 

Bioengineering  is  also  tackling  foe 
intolerances,  which  can  cause  vei 
nasty  illnesses.  The  protein  gluten- 
found  in  wheat,  rye  and  barley- 
causes  celiac  disease,  associated  wil 
chronic  diarrhea.  It  strikes  as  many 
1  in  250  Americans  and  European 
wreaking  havoc  in  their  intestines.  B> 
British  researchers  are  working  on 
process  to  leave  intact  most  of  tl 
gluten  while  removing  the  small  po 
tion  that  causes  the  illness. 

Lactose  intolerance  affects  abo 
90%  of  Asians,  75%  of  all  blacks  ar 
many  whites  who  lack  the  enzyme  la 
tase,  which  breaks  down  the  lacto 
protein  in  milk.  A  French  medical  tea 
is  trying  to  fix  the  problem  by  injectii 
cows  with  a  gene  to  make  their  ov 
lactase  that  would  be  expressed  in  tht 
milk — and  passed  on  to  people. 

If  that  little  dog  were  still  here,  he 
be  yelping,  "Yo  quiero  Frankenfood!' 


Bioengineering  is  tackling  food  intolerances  that 
can  cause  very  nasty  illnesses  like  celiac  disease. 
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take  care  of  it    for  the  next  generation.  Annual  calendar 

by  Pa t e k  I'  h  i  1  i  p p e 


For  information:  Patek  Philippe,  Dept.  904,  One  Rockefeller  Plaza,  New  York,  New  York  10020.  Tel:  (212)  218  1240.  www.patek.com 
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Scorched 

Earth 


Memory-chip  powerhouse 
Micron  Technology  is  battling 
wars  on  all  fronts.  Can  Steve 

Appleton  fly  the  company 
into  safe  territory? 


BY  ELISA  WILLIAMS 


w 


HEN  HE  ISN'T 
running  Micron 
Technology, 
Steven  Appleton 
likes  to  unwind 
by  piloting  his 
lipstick-red  Haw- 
ker Hunter  fighter  jet  in  air  shows.  At  a 
July  exhibition  in  Pasco,  Wash.,  Apple- 
ton  thrilled  the  crowd  by  flying  so  low 
to  the  ground  that  his  afterburners  lit 
the  grass  on  fire. 

"  I  saw  the  flames,  and  I  thought,  Ts 
that  supposed  to  happen?' "  one  starfled 
spectator  told  the  local  paper.  But  what 
do  you  expect  from  someone  whose 
stunt-flying  company's  motto  reads:  "I 
take  my  adrenaline  straight  up." 

If  it's  daredevil  barrel  rolls  and 
corkscrews  he  fancies,  Appleton  could 
not  have  picked  a  better  company  to 
work  for  than  Boise,  Idaho-based  Mi- 
cron. Named  chief  executive  in  1994  at 
the  age  of  34,  Appleton  has  survived 
boom  and  bust  in  Micron's  memory 
business,  Asian  dumping,  industry  con- 
solidation, price  wars,  messy  court  bat- 
tles and  management  and  board  tur- 
moil. He  was  even  fired  by  the  board 


for  eight  days  in  1996,  then  rehired  after 
a  management  revolt,  an  incident  that's 
still  reverberating  in  a  nasty  lawsuit. 

Now  it's  Micron  shareholders  who 
are  on  a  stomach-heaving  ride.  Mi- 
cron's stock  went  as  high  as  $98  this 
summer  before  the  softening  personal 
computer  business  sent  it  into  a  tailspin 
that  bottomed  out  at  $28.  In  doing  so, 
investors  all  but  ignored  Micron's  ban- 
ner fiscal  2000  (ended  Aug.  31),  when 
the  company  earned  $1.5  billion  on 
sales  of  $7.3  billion  after  two  consecu- 
tive annual  losses. 

Fortunately,  many  of  Mi-  ■» 
cron's  longtime  sharehold-  Dj 
ers — especially  nonagenarian 
spud-mogul  J.R.  Simplot — are  accus- 
tomed to  the  stock's  turbulence.  But 
that  doesn't  mean  they're  happy.  Even 
though  Simplot  has  eased  out  of  the 
stock,  the  23.8  million  shares  his  family 
still  owns  have  lost  $1.5  billion  in  paper 
value  since  July. 

"They  may  not  like  it,  but  I  think 
they  understand  that  we  go  through  cy- 
cles," says  the  barrel-necked  Appleton, 
who  keeps  himself  in  fighting  trim  with 
a  daily  regimen  of  weightlifting  and  a 
strict  diet.  "So  most  of  the  challenge  for 


them  is  to  try  to  predict  cycles,  which  i 
virtually  an  impossibility.  I've  neve 
seen  it  happen  yet." 

By  now  the  industry  was  supposei 
to  be  recovering  from  the  worst  down 
turn  in  history.  In  July  prices  for  stan 
dard  64-megabit  dynamic  random-ac 
cess  memory  chips  peaked  at  $9.  Th 
price  has  since  dropped  to  $3.50,  th 
lowest  ever. 

Original  Dataquest  forecasts  of 
shortage  of  DRAM  chips  for  this  yez 
have  since  been  pushed  back  to  the  sec 
ond  quarter  of  next  year.  Anticipatin 

now,  the  industry  v 

the  shortage,  PC  makers  created  th 
problem  by  hoarding  parts.  When  P 
demand  softened  in  August,  they  mac 
things  worse  by  shipping  machin« 
with  less  memory  to  keep  prices  lo 
and  stimulate  demand. 

For  Micron,  it  was  insult  added 
injury,  since  its  61%-owned  Micrc 
Electronics  is  the  nation's  llth-large 
PC  maker. 

"The  news  is  so  bad  it's  unlikely 
get  worse,"  says  Richard  Billy,  an  S.d 
Cowen  semiconductor  analyst.  "I  wou 
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osed  to  be  recovering  from  the  worst  downturn  in  history. 


ik  the  next  move  would  be  up.  I  just 
1't  have  the  trigger  for  that  up  move." 
The  stakes  keep  getting  bigger.  To 
p  its  marginal  costs  down  Micron 
st  spend  on  fixed  costs — upwards  of 
)illion  to  build  a  plant  to  make  chips 
n  12-inch-diameter  slices  of  silicon, 
ler  than  the  8  inches  it  uses  now.  But 
company  planned  on  paying  for  the 
;raded  equipment  out  of  profits  that 
y  not  materialize  soon  enough  if 
KM  prices  stay  depressed. 
It's  commonplace  to  say  that  every 


business  needs  focus,  but  maybe  this 
outfit  has  too  much  of  it.  Memory  chips 
for  PCs  and  servers  provide  about  90% 
of  semiconductor  sales.  In  1998  Apple- 
ton  gambled  $800  million  of  the  com- 
pany's stock,  a  10%  stake  at  the  time,  to 
buy  out  Texas  Instruments'  moneylos- 
ing  memory  unit.  It  was  a  risky  and 
smart  move,  coming  just  when  the  in- 
dustry was  reeling  from  one  of  its  peri- 
odic sales  slumps.  On  the  heels  of  that 
deal  he  arranged  an  equity-for-cash  fi- 
nancing from  Intel  that  gave  Micron 


$500  million  in  exchange  for  ensuring 
Intel  would  have  access  to  the  memory 
chips  it  needed  for  its  microprocessors. 
Micron's  share  went  from  7%  to  22%  of 
the  market — a  very  erratic  market. 

"We  see  some  time  on  the  horizon 
when  there  will  be  a  relative  flattening 
out  of  memory  consumption  by  PCs," 
acknowledges  Michael  Sadler,  vice  pres- 
ident of  sales  and  marketing.  Chips  for 
products  such  as  routers,  wireless  hand- 
sets and  TV  set-top  boxes  will  hopefully 
pick  up  the  slack,  but  have  contributed 
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to  a  33%  jump  in  research  and  develop- 
ment expenses  in  the  past  year  to  $427 
million.  Micron  always  had  the  talent  to 
make  commodities  in  high  volume;  dif- 
ferent talents  are  needed  to  design  spe- 
cialized products. 

"We're  trying  to  determine  what  it 
is  that  customers  need,  and  we're  say- 
ing, 'Let's  try  to  jointly  define  a  prod- 
uct.' It's  a  bit  different,"  says  Sadler.  To- 
ward that  end,  the  company  is  now 
reorganizing  itself  around  customers 
instead  of  products. 

"Their  challenge  will  be  to  offer  a 
broader  line  to  their  existing  customers 
while  expanding  the  customer  base  to 
include  enough  consumer  and  com- 
munications [applications],"  says 
Sherry  Garber,  senior  vice  president  at 
Semico  Research. 

There's  another  challenge:  lawsuits. 
In  August  Micron  fired  a  preemptive 
strike  against  Rambus  Inc.,  a  small  firm 
that  owns  (or  claims  to  own)  critical 


Many  of  Micron's  long- 
time shareholders  are 
accustomed  to  the 
stock's  turbulence. 


technology  for  speeding  up  the  retrieval 
of  bits  from  memory  chips.  In  its  law- 
suit, Micron  accuses  Rambus  of  trying 
to  collect  royalties  based  on  a  patent 
claim  derived  in  part  from  Rambus'  in- 
volvement in  an  industry  standards- 
setting  group.  Rambus  returned  the 
favor  with  a  series  of  patent-infringe- 
ment suits  against  Micron. 

The  suit  says  as  much  about  Mi- 
cron's confidence  in  its  own  position  as 
it  does  about  the  company's  low-cost 
strategy.  Paying  royalties,  even  a  minus- 
cule percent  of  sales,  upsets  Micron's  fa- 
natical attention  to  costs,  a  survival 
strategy  that  has  made  it  the  last  man 
standing  among  U.S.  memory  makers. 

But  is  pride  more  important  than 
costs?  In  yet  another  lawsuit  winding  its 
way  through  federal  court  in  Boise,  two 
former  engineers  suing  for  slander  re- 


lated to  their  firings  accuse  Micron  of 
wasting  as  much  as  $150  million  a 
quarter  in  profits  by  taking  too  long  to 
test  and  reduce  the  size  of  its  chips.  The 
two  are  seeking  $7  million  in  damages. 

The  lawsuit,  filed  last  year,  has  its 
roots  in  the  boardroom  intrigue  that 
has  periodically  engulfed  the  company 
and  led  to  Appleton's  brief  firing  in 
1996.  According  to  the  suit,  then-direc- 
tor Jerry  M.  Hess  initiated  a  request  in 
1998  that  prompted  Micron  employees 
to  investigate  whether  there  was  any 
substance  to  continuing  rumors  about 
needless  waste  on  the  manufacturing 
line.  Appleton's  lack  of  top  manage- 
ment experience,  an  ill-timed  trade  he 
planned  of  the  company's  stock — and 
even  the  fact  that  he  had  been  living 
with  a  woman  out  of  wedlock — had 
worried  the  board  earlier,  the  plaintiffs 
contend.  The  employees  faxed  their 
thoughts  to  Hess  about  manufacturing 
problems  and  were  fired  a  month  later. 

In  its  countersuit  Micron 
charges  one  of  the  employees 
with  disclosing  confidential 
information  to  an  outsider. 
Apparently,  Hess  enlisted  the 
aid  of  Tyler  Lowrey,  the  for- 
mer chief  technical  officer 
who  clashed  with  Appleton 
and  replaced  him  as  chief  ex- 
ecutive for  eight  days  in  1996. 
According  to  court  documents,  Hess 
used  Lowrey  to  gather  information  and 
decipher  questions  about  alleged  manu- 
facturing waste,  despite  the  fact  that 
Lowrey  left  Micron  in  1997. 

Micron  won't  comment  and  claims 
the  case  was  supposed  to  be  sealed  (case 
documents  were  posted  on  the  court's 
Internet  site).  But  it  seems  unlikely  that 
Appleton  will  be  intimidated  into  a  set- 
tlement with  either  the  ex-employees  or 
Rambus.  Why  would  someone  who 
does  corkscrew  climbs  in  an  Extra  300L 
stunt  plane  be  intimidated  by  anything? 

"You  can't  get  caught  up  in  things 
that  you  can't  control.  This  is  some- 
thing that  is  philosophically  a  part  of 
Micron,"  Appleton  says.  "We  cannot 
control  our  selling  price.  We  can  con- 
trol our  cost  of  manufacturing.  We  can 
control  our  efficiencies."  F 
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Taking  a  cautious 
approach  to 
investing— and 
avoiding  dot-coms- 
Matrix  Partners  is  th 
hottest  VC  firm  you'\ 
never  heard  of. 

BY  LUISA  KROLL 

THERE'S  NO  SUCH  THING 
prescience — especially 
venture  capital.  But  in  hii 
sight,  the  guys  at  Waltha 
Mass. -based  Matrix  pa 
ners  are  looking  pretty  smart 
sticking  largely  to  the  sidelines  as  d 
comedy  turned  into  dot-tragedy. 

Founding  partner  Paul  Ferri  1 
an  inkling  of  the  coming  disaster 
months  ago.  That's  when  Step 
Nill,  chief  financial  officer  of  a  > 
trix-backed  company  called  Vid 
Server  that  builds  networks  for  vi< 
conferencing,  announced  he  i 
quitting  to  accept  the  same  pos; 
then  high-flying  Furniture. cc 
Ferri  hauled  Nill  into  his  office  ; 
asked  him  if  he'd  lost  his  mind, 
you  want  to  work  with  an  expt 
ment  or  a  real  company?"  Ferri 
manded.  "And  what  do  you  kr 
about  furniture?" 

When  Nill  left,  Ferri  called 
VideoServer's  founder,  who  t] 
headed  another  Matrix-backed  a 
pany,  Sonus  Networks,  and  told 
to  work  on  Nill.  Result:  Nill  joi 
Sonus,  a  maker  of  communicati 
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No  dot-compassion:  Paul  Ferri  (secona 
from  left)  has  led  Matrix  Partners  to  one 
of  the  best  records  in  the  venture  capital 
industry  by  staying  away  from  trends. 


itching  equipment,  which  went  pub- 
in  May  and  has  a  market  capitaliza- 
n  of  $6  billion.  As  for  Furniture.com, 
hut  down  in  November. 
"Paul's  reaction  really  got  me  think- 
;  about  my  future  and  about  how 
momenally  successful  he's  been  with 
companies  he  backs,"  says  Nill. 
Phenomenally  successful — a  phrase 
t  rarely  precedes  the  words  "venture 
>italist"  these  days.  Not  when  some 
the  biggest  names  in  VC  are  putting 
thy  Freeman-like  distances  between 
mselves  and  their  flops — Pets.com, 
ipshot.com  and  Mortgage.com,  to 
ne  just  a  few.  Matrix  is  determinedly 
trendy.  "We  don't  try  to  predict 
erging  opportunities,"  explains 
ri.  "We  don't  react  to  fads,  and  we 
i't  change  what  we  do." 
What  Matrix  does  is  invest  mostly 
networking  equipment  and  Web  in- 
structure.  Companies  like  Phone, 
n,  which  sells  software  that  allows 
bile  phones  to  access  the  Internet,  it 
it  public  in  1999  and  has  a  market 
ue  of  $7.5  billion;  the  $3.5  million 
t  Matrix  put  in  is  now  worth  $498 
lion.  Another  one  is  ArrowPoint,  a 


provider  of  switches  to  improve  Inter- 
net content  delivery.  When  it  sold  to 
Cisco  this  year  for  $5.7  billion,  Matrix 
got  $1  billion  in  Cisco  stock  for  a  stake 
that  had  cost  it  $1 1.4  million. 

The  bets  made  by  Ferri  and  his 
eight  partners  have  been  uncannily  suc- 
cessful. Of  its  last  110  investments,  the 
firm  has  lost  money  on  only  10.  Since 
1990,  Matrix  says,  its  limited  partners 
have  enjoyed  an  average  annual  return 
of  approximately  100%.  Matrix  V,  a 
$200  million  fund  raised  in  1998,  may 
turn  out  to  be  the  best-performing 
fund  of  all  time,  based  on  early  distri- 
butions, reports  Insider  VC.com  of 
Austin,  Tex.  Among  its  hits:  Sycamore 
Networks,  a  communications  firm  that 
develops  optical  networks. 

Matrix  took  some  heat  for  its  con- 
servative approach.  "People  were  ques- 
tioning us  two  years  ago,"  says  Andrew 
Verhalen,  a  former  3Com  executive 
who  runs  Matrix's  office  in  Silicon  Val- 
ley. "At  some  point  we  scratched  our 
heads  and  asked  ourselves  if  we  were 
being  too  conservative." 

It  did  make  one  calamitous  foray 
into  dot-comdom — a  $5  million  in- 


vestment in  beauty  e-tailer  Gloss.com 
in  1999 — but  did  so  warily.  One  part- 
ner championed  the  investment,  think- 
ing he  could  bring  technology  expertise 
to  a  seasoned  team  of  beauty  execu- 
tives. But  within  months  the  partners 
saw  the  business  wasn't  working — 
manufacturers  were  slow  to  sign  up, 
leaving  product-selection  thin.  Cutting 
its  losses,  Matrix  sold  the  company  to 
Estee  Lauder  on  Apr.  1 2,  two  days  be- 
fore Nasdaq's  steep  plunge. 

Matrix  partners  are  quick  to  credit 
the  loyalty  of  talented  entrepreneurs 
who  come  to  them  with  ideas. 
"They're  the  ones  who  see  the  tops  of 
the  waves  as  they  come,"  says  Ver- 
halen. "They're  much  closer  to  what's 
going  on  than  any  venture  capitalist." 
An  engineer  from  Cascade,  a  high- 
speed switchmaker,  and  a  marketing 
executive  from  Arris  Networks — 
both  Matrix-backed  companies — ap- 
proached the  firm  in  1998.  Together 
they  kicked  around  ideas  for  what 
would  become  Redstone  Communi- 
cations, a  Westford,  Mass. -based 
router  company. 

Much  of  the  firm's  discipline  starts 
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with  6  i -year-old  Ferri,  who  has  been 
around  the  venture  block  a  few  times. 
He  started  his  first  firm  in  1977  with 
Warren  Hellman,  now  an  investor  in 
Matrix.  Hellman  Ferri,  as  it  was  called, 
produced  yearly  returns  of  70%  by  in- 
vesting in  companies  like  Stratus, 
Apollo,  even  Midway  Airlines.  They  got 
into  Apple  late  in  the  game,  buying  an 
$800,000  stake  in  1979,  when  Apple 
had  revenues  of  $60  million.  Hellman 
Ferri  made  $16  million. 

The  firm  was  rechristened  Matrix  in 
1982,  when  the  West  Coast  office 
opened,  because  Ferri  didn't  like  having 
people's  names  on  the  door.  Hellman 
left  around  that  time  and  Ferri  brought 
in  Timothy  Barrows.  The  next  two 
funds  invested  in  everything  from  tech- 
nology to  retail  to  health  care.  Returns 
were  good  but  not  spectacular. 

In  1990  Matrix  looked  in  the  mirror 
and  didn't  like  what  it  saw:  a  patchwork 
of  portfolio  companies  that  made  little 
sense  in  the  aggregate.  So  the  partners 
decided  to  narrow  their  focus  to  tech- 
nology— and  added  partners  with  op- 
erating experience,  including  Apollo 
founder  Andrew  Marcuvitz.  They  also 
vowed  to  invest  only  in  companies  that 
invited  them  into  the  first  round  of  fi- 
nancing— as  lead  or  co-lead  investor, 
with  a  board  seat. 

That  sort  of  commitment  has  paid 
many  dividends.  Serial  entrepreneur 
David  Skok,  for  instance,  teamed  up 
with  Matrix  for  the  first  time  in  1993, 
when  it  invested  $2.5  million  in  Water- 
mark, which  made  document-imaging 
software.  After  the  company  became 
entangled  in  a  patent  suit  involving 
Wang  Computers  and  Microsoft,  and 
began  burning  through  $130,000  a 
month  in  legal  fees,  most  VCs  curtailed 
their  involvement  with  Skok.  Matrix 
met  with  lawyers  and  helped  Skok  plan 
a  course  of  action.  Eventually  the  suit 
was  dropped,  and  Watermark  was  sold 
to  Filenet  for  $64  million.  When  it 
came  time  to  start  his  next  venture — 
Silverstream,  which  makes  application 
servers  for  businesses — Skok  went 
traight  to  Matrix  for  funding.  Says  he: 
ouldn't  dream  of  going  any- 
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Haute  HMO 
No  More 

Oxford  Health  Plans  used  to  be  an 
innovator.  Can  the  thrifty  Norm 
Payson  survive  on  mystique  alone? 

BY  ZINA  M0UKHEIBER 

IN  EARLY  NOVEMBER  NORMAN 
Payson  held  a  dinner  for  15  doctors 
who  serve  as  his  sounding  board  for 
Oxford  Health  Plans.  Over  a  buffet  at 
New  York's  Grand  Hyatt  Hotel  the  52- 
year-old  chief  executive  of  the  Trum- 
bull, Conn,  based  HMO,  joked:  "HMOs 
are  getting  bashed  like  tobacco  com- 
panies; but,  hey — they  kill  400,000 


I 
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Payson  is  hard-pressed 
to  stay  a  step  ahead  of 
his  competitors. 


people  a  year,  we  kill  maybe  1  or  2." 
The  docs  chuckled. 

That  Payson  could  even  crack  a 
joke  at  all  signals  how  well  he  has  re- 
vived Oxford's  fortunes.  In  less  than 
two  years  Payson  has  managed  to 
pull  off  one  of  the  most  impressive 
turnarounds  in  health  care.  The 
company  was  at  bankruptcy's 
doorstep,  thanks  to  soaring  costs  and 
chaotic  billing  systems.  Payson 
slashed  payroll,  exited  the  Medicaid 
market  and  cut  doctors'  fees.  This 


year  the  HMO  will  report  a 
estimated  fivefold  increas 
in  earnings  to  $170  millio 
on  revenue  of  $4  billior 
unchanged  from  1999.  Fc 
every  dollar  in  premiums 
takes  in,  Oxford  pays  out  8 
cents  in  medical  costs,  bel 
ter  than  the  industry's  8 
cents,  according  to  Williar 
McKeever,  an  analyst  wit 
PaineWebber.  This  year  the  stock  ha 
tripled  to  $39. 

"Norm  has  done  a  phenomen. 
job,"  says  Jonathan  Coslet,  a  partn* 
at  Texas  Pacific  Group,  the  leveraged 
buyout  firm  in  Fort  Worth  that  rei 
cued  Oxford  in  1988.  Texas  Pacific  ir 
vested  $350  million  in  preferred  stoc 
and  22.5  million  warrants  in  Oxfor 
(soon  to  be  converted  into  a  13%  ec 
uity  stake).  Including  intei 
est  on  the  preferred  stoc 
and  the  gain  from  the  wai 
rants  exercised  at  $17.7! 
Texas  Pacific  stands  to  malt 
a  126%  return  and  becorr 
the  largest  shareholder. 

But  Payson  faces  h| 
biggest  challenge  yet:  settir 
Oxford  back  on  a  growt 
track.  Growth  came  easy  1 
Oxford  at  first.  Membe 
flocked  to  its  innovative  pr< 
grams,  many  of  thei 
unique  to  the  business.  It  o 
fered  the  flexibility  of  picl 
ing  doctors  outside  its  ne 
work,  as  well  as  access 
acupuncturists,  yoga  ii 
structors  and  chiropractoi 
But  when  trouble  hit,  ne 
ideas  stopped  coming.  Rivals  Aetn 
Cigna  and  United  Health  copied  mc 
of  the  best  programs,  nabbing  Oxfo 
members  in  the  process. 

Oxford's  subscriber  rolls  are  dov 
25%  to  1.5  million  members  from 
peak  of  2  million  in  1998.  Nearly  all 
the  dip  is  due  to  exiting  Medicaid  ai 
Medicare  markets  and  scrapping  st< 
plans  in  Illinois,  New  Hampshii 
Pennsylvania  and  Florida.  Paysoi 
moment  of  truth  comes  in  Janua: 
when  a  big  chunk  of  employers  ren< 
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their  health  care  policies.  Corporate  ac- 
counts are  down  to  1,450  at  the  end  of 
last  year  from  1,600  in  1997.  But  Payson 
is  upbeat,  hoping  to  enroll  300,000 
members  over  the  next  three  years, 
partly  by  snatching  some  from  the 
troubled  Aetna. 

This  is  a  jarring  comedown  from 
Oxford's  heyday,  when  it  was  the 
model  of  dynamism  in  the  HMO  busi- 
ness. Founder  Stephen  Wig- 
gins had  sold  employers  on 
what  seemed  like  an  impos- 
sible dream:  You  can  keep 
medical  costs  down  and 
offer  generous  care,  all  with- 
out resorting  to  the  dracon- 
ian  restrictions  endemic  to 
the  HMO  business.  But  Wiggins'  down- 
fall came  in  October  1997,  when  the 
company,  after  reporting  24  consecu- 
tive quarters  of  profit  since  going  pub- 
lic, disclosed  that  it  had  been  running 
big  losses.  The  stock  tumbled  from  $68 
to  $25  in  one  day  and  languished  for 
three  years. 

Wiggins'  impossible  dream  was  just 
that.  Oxford's  salesmen  had  written 
thousands  of  different  contracts  with 
employers  instead  of  a  few  standard 
ones.  The  company  wildly  underesti- 
mated claims  expenses  and  a  faulty 
computer  glitch  lost  track  of  payments. 
Oxford  reported  a  staggering  $915  mil- 
lion in  losses  for  1997  and  1998. 

Wiggins  resigned  in  1998,  handing 
the  reins  over  to  Payson.  (Wiggins,  who 
has  sold  about  $20  million  worth  of 
Oxford  shares  this  year,  went  on  to 
form  HealthMarket,  a  Web-based 
health  plan).  Payson,  that  rare  physician 
with  a  knack  for  business,  had  practiced 
as  a  primary  care  doctor  in  Los  Angeles 
for  ten  years  before  defecting  to  the 
enemy  camp.  "I  got  bored  with  the  rou- 
tine, like  backaches  and  colds,"  he  says. 
In  1985  he  started  Healthsource,  a 
physician-owned  managed  care  com- 
pany, which  he  built  to  3  million  mem- 
bers. Although  Healthsource  later  fell 
out  of  favor  with  Wall  Street,  Payson 
c^ld  it  to  Cigna  for  $1.7  billion,  person- 
ally pocketing  $90  million. 

Six  months  into  retirement  Payson 
was  itching  to  work  again  and  asked 
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Rx  Texas-style 

Texas  Pacific  Group  has  investments  in 
other  troubled  health  care  companies. 

million  in  Magellan  Health 
Services  convertible  into  a  20%  stake. 

million  in  Genesis  Health 
Ventures  convertible  into  a  30%  stake. 


"They're  no  longer 
unique  in  a  market  that 
requires  uniqueness." 


Texas  Pacific  Group's  Coslet  for  a  job. 
They  went  down  a  long  list  of  broken 
health  care  companies.  Oxford  was  in 
the  most  dire  shape.  Word  was  New 
York  insurance  regulators  were  con- 
templating shutting  it  down. 

Payson  took  over  in  May  1998  and 
immediately  set  to  whacking  away  at 
costs.  He  cut  certain  specialists'  fees  by 
10%  and  jacked  up  premium  rates 
10%  each  year.  He  replaced  Wiggins' 
top  lieutenants,  including  chief  "imag- 
ineer"  Jay  Silverstein,  and  Hassan  Ri- 
faat,  who  built  the  alternative-medicine 
network. 

Gone  were  the  things  that  made 
Oxford  different,  such  as  centers  where 
older  members  socialized  and  a  big 
project  to  have  practices  where  mem- 
bers with,  say,  heart  disease  could  go  to 
one  building  housing  a  bevy  of  special- 
ists who  were  reimbursed  based  on  a 
successful  clinical  outcome.  Oxford 
also  now  contracts  with  radiology  cen- 
ters, so  that  women  can  no  longer  have 
diagnostic  mammograms  performed 
in  the  doctor's  office.  Results  can  take 
up  to  three  weeks  instead  of  a  week. 

"We  went  back  to  basic  stuff,  sort  of 
like,  you  can  have  any  color  you  want 
as  long  as  it's  black,"  says  Payson. 

So  far  corporate  clients  aren't  ex- 
actly clamoring  for  this  reduced  level  of 
choice.  Oxford's  marketing  has  always 
shrewdly  touted  its  network  of  physi- 
cians, culled  from  New  York's  presti- 
gious hospitals,  such  as  New  York-Pres- 


byterian, Memorial  Sloan-Kettering 
and  Mount  Sinai.  "We  have  a  huge  net 
work,  with  the  best  doctors,  and  thi 
best  hospitals,"  says  Payson. 

This  may  not  be  true  anymore 
Competitors  such  as  Physicians  Healtl 
Services  and  UnitedHealthcare  of  Nev 
York  are  closing  the  gap.  Even  Empin 
BlueCross  BlueShield  now  has  60%  o 
its  doctors  overlapping  with  Oxford's 
"Oxford  is  living  on  a  perception,"  say 
Richard  Breier,  a  partner  at  Medical 
Link,  a  health  insurance  brokei 
"They're  no  longer  unique  in  a  marks 
that  requires  uniqueness." 

Payson's  strategy  to  win  back  ac 
counts  so  far  boils  down  to  a  ne\ 
health  plan,  launched  in  Septembei 
called  Freedom  Plan  Metro.  It  targets  j 
niche  market  of  small  businesses,  wiq 
50  employees  or  less,  in  New  York.  Emj 
ployer  premiums  are  10%  cheaper  thai 
any  other  Oxford  small-group  plan,  bu 
the  costs  are  shifted  to  employees 
whose  copayments  will  double  in  mos 
cases.  The  out-of-network  deductible  i] 
a  steep  $1,000.  Pending  regulatory  ad 
proval,  Oxford  will  launch  similar  plan 
in  New  Jersey  and  Connecticut. 

Payson  says  members  of  Freedon 
Metro  won't  mind  paying  extra  to  gd 
access  to  Oxford's  gold-plated  networl 
of  53,000  doctors.  But  insurance  broj 
ker  Breier  has  signed  up  only  a  tricklj 
of  new  members,  and  so  far  they  are  a] 
existing  Oxford  clients,  switching  to 
less  expensive  plan. 

Oxford  is  playing  a  dangerou) 
game  by  competing  on  price.  Cusl 
tomers  are  not  likely  to  switch  whej 
Oxford  and  its  rivals  vary  only  5%  tj 
10%  in  price.  Patrice  Goldfarb,  th 
president  of  Creative  Benefit  Solutions 
remembers  when  employers  not  lon| 
ago  clamored  for  Oxford.  They  n< 
longer  do. "Most  employers  say,  whj 
bother  changing?"  she  says. 

Payson,  who  has  invested  $24  mil 
lion  in  Oxford,  is  walking  a  fine  lin 
between  keeping  a  lid  on  expenses  an< 
touting  Oxford's  traditional  mystique 
Says  he:  "You  can  still  have  a  Mercede 
and  keep  costs  down." 

That  would  be  quite  anothe 
achievement.  I 
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QRW  1999  "Winemaker  of  the  Year" 

lemaker  Tom  Mackey  insists  on  handpicking  the  grapes  that  make 
urancis  wines.  For  nearly  twenty  years,  the  extraordinary  taste  of 
'full-bodied  reds  —  Merlots,  Cabernets  and  Zinfandels  —  have 
znded  on  this  hands-on  approach.  So,  to  celebrate  rj  pp/1M/~IC 
close  of  a  deal  or  the  close  of  the  day,  select  a  kJj  Vineyards&Winery  %^Jf 
le  of  St.  Francis  and  make  it  a  choice  occasion. 
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Your  business  survived 
the  blizzard  of  '96. 

The  flu  epidemic  of  '98. 

But  will  it  survive  a  network 
upgrade  in  '01? 
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School  of  Hard  Knocks 

Why  would  Standard  &  Poor's  enter  the  fray  of  public  school 
spending  evaluation?  Because  that's  where  the  money  is. 


BY  RISHAWN  BIDDLE 

PERHAPS  IT  WAS  BORED  WITH 
crunching  numbers  in  all  those 
eye-glazing  bond  documents.  Or 
maybe  Standard  &  Poor's  was  just 
looking  for  a  little  excitement.  But  if  it's 
controversy  S&P  was  courting,  it  sure 
couldn't  have  picked  a  better  business 
than  evaluating  school  spending. 

Started  quietly  last  year,  S&P's 
School  Evaluation  Services  unit  pur- 
ports to  tell  taxpayers  what  kind  of  re- 
turn they're  getting  for  their  investment 
in  public  education  spending. 

By  culling  academic  and  financial 
data,  the  McGraw-Hill  unit  claims  it 
can  show  how  much  it  is  costing  for 
school  districts  to  get  students  to  pass 
statewide  tests,  meet  specific  SAT  scores 
or  graduate  on  time. 

One  satisfied  customer  is  Harold 
Guthrie,  superintendent  of  the  32,000- 
student  Spring  Branch  school  district  in 
Houston.  He  hired  S&P  last  year  to  per- 
form a  "school  performance  analysis" 
that  looked  at  what  the  district  got  in 
return  for  its  $240  million  budget.  In 
one  area,  bilingual  education,  S&P  con- 
cluded that  the  district  was  trailing  its 
peers  in  every  performance  category, 
but  outspending  them.  So  Guthrie  re- 
vamped the  program. 

"Most  people  come  in  and  just  tell 
you  to  make  cuts,  not  the  dollar  return 
on  a  particular  program.  Now  we  can 
do  that,"  says  Guthrie,  who  paid  S&P 
$60,000  for  the  service. 

Fools  rushing  in  where  angels  fear 
to  tread?  Hell  hath  no  fury  like  super- 
intendents, school  board  members  or 
teachers  whose  spending  priorities  are 
questioned. 

"Some  programs  are  very  popular 
and  people  don't  want  a  serious  evalua- 
tion," says  Dominic  Brewer,  head  of  the 
education  program  of  Rand  Corp.,  the 
think  tank  that  found  itself  embroiled 
in  a  controversy  over  its  own  school 


Class  war:  S&P's 
William  Cox  gets  a 
lesson  in  politics. 


evaluations  during  the 
presidential  campaign. 
"Often  evaluations  are 
perceived  as  threats.  Any- 
body external  and  inde- 
pendent isn't  going  to  al- 
ways say  good  things." 

In  Michigan,  where 
S&P  was  hired  by  the 
state's  pro-charter- 
school  Governor  John  Engler,  the  Na- 
tional Education  Association  affiliate  is 
apoplectic  over  S&P's  involvement. 

"We  were  skeptical  as  to  how  this 
data  will  be  used,"  huffs  Margaret 
Trimer-Hartley,  director  of  communi- 
cations at  the  Michigan  Education  As- 


appease  the 
poiiticians 
and  unions, 
the  knives 
are  out. 


sociation.  She  claims  1 
union   did   not  leal 
about  the  contract  ur 
after  it  was  approve 
"Initially  S&P  didn't  g 
us  any  sense  of  secut 
that  this  would  not 
come  another  tool 
journalists  who  just  w 
to  rank  the  schools  in 
state  in  a  convenient  way  that  only 
acerbates  some  of  the  problems  we 
dealing  with."  The  union  wheedled 
way  onto  a  panel  advising  S&P  on 
Michigan  evaluation. 

Jewell  Gould,  research  directo; 
the  Washington,  D.C.  office  of 
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Last  year,  we  saved  our  customers  nearly  700,000  disability  days.  We  also 
helped  them  reduce  claims  by  20%.  And  lower  cost  of  claims  by  10%.  Pretty 
exciting  numbers  for  insurance.  Especially  when  you  consider  the  other 
benefits  these  numbers  can  include:  higher  employee  morale,  lower  turnover 
and  improved  work  quality.  For  us,  insurance  goes  beyond  covering  you  in  case 
of  trouble.  As  part  of  our  unique  LibertyWorks™  process,  we  look  at  your  business 
from  top  to  bottom  and  help  you  reduce  the  likelihood  of  trouble  hitting  in  the  first 
place.  We  call  it  proactive  insurance.  You  may  prefer  "competitive  advantage." 


To  learn  about  case  histories  in  your  industry,  or 
for  more  information,  call  1-800-4-LIBERTY  or  go  to  www.libertymutualgroup.com 
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SCHOOL  OF  HARD  KNOCKS 

American  Federation  of  Teachers  (the 
nation's  second-largest  teachers' 
union),  accuses  S&P  of  being  a  prop  for 
the  governor's  conservative  schemes.  "I 
cannot  believe  that  Engler  would  re- 
quest a  report  from  Standard  &  Poor's 
not  expecting  a  certain  result,"  he  says. 

William  Cox,  the  S&P  managing  di- 
rector in  charge  of  the  service,  bristles 
at  the  union  accusations.  "We're  not 
going  to  be  a  tool  of  governors'  offices 
or  teachers'  unions.  But  there  are  some 
people  who  are  not  interested  in  good 
information,  who  might  feel  that  it  will 
make  their  lives  too  difficult." 

Just  to  be  safe,  Cox  is  keeping  a  low 
profile.  Though  S&P  has  signed  more 
than  $20  million  in  contracts  with 
Michigan  and  Pennsylvania,  covering 
1,200  school  districts  and  charter 


companies  for  their  relocation  services 
(Do  you  want  to  make  your  own  judg- 
ment about  where  to  live?  You  can  gel 
data  on  school  district  performanc< 
from  www.schoolmatch.com,  but  sta- 
tistics are  also  available  from  newspa- 
pers and  state  education  departments.) 

SchoolMatch  has  hit  roadblock: 
erected  by  entrenched  superintendent) 
who  resent  the  outside  scrutiny.  "Wher 
we  conduct  some  audits,  superinten- 
dents will  tell  us  that  the  SAT  data  aren'l 
available,  or  the  state  test  scores  afi 
lost,"  says  M.  Donald  Thomas,  chair- 
man of  SchoolMatch  and  a  former  ed- 
ucation adviser  to  three  governors 
(One  of  those  governors  was  Souti 
Carolina's  Richard  Riley,  who  is  noM 
U.S.  Secretary  of  Education.)  "If  the  re- 
sults are  bad,  they  might  say  the  test  wai 


"Often  valuations  are  perceived  as 
threats.  Anybody  independent  isn't 
going  to  always  say  good  things." 


schools,  Cox  has  limited  his  marketing 
efforts  to  state  school  officials.  Perhaps 
as  an  indication  of  the  company's  sensi- 
tivity to  its  public  image,  S&P  officials 
called  around  to  several  of  FORBES' 
sources  after  they'd  been  interviewed 
for  details  about  this  story. 

"Eventually,  we  hope  it  comes  in  re- 
viewing our  work  versus  making  a 
splash,"  demurs  Cox,  who  used  to  eval- 
uate the  creditworthiness  of  municipal 
utilities. 

He  has  his  work  cut  out  for  him.  On 
Wall  Street,  the  S&P  name  is  like  the 
Good  Housekeeping  seal  of  approval. 
But  in  the  politically  charged  atmos- 
phere of  school  spending,  S&P  and 
other  evaluation  services  are  mostly 
viewed  with  suspicion. 

Privately  held  SchoolMatch  in 
Columbus,  Ohio  also  conducts  school 
audits.  But  the  service  makes  up  less 
than  10%  of  revenue  and  is  usually 
commissioned  by  newspapers,  corpo- 
rations and  outfits  such  as  the  Heinz 
Endowment.  It  pays  its  bills  mostly  by 
selling  data  to  Microsoft  and  other 


given  on  a  rainy  day,  or  some  adver 
condition.  The  historical  record  usuallj 
shows  otherwise." 

Another  evaluation  firm,  Davis 
Calif.-based  Management  Analysis  8 
Planning,  has  found  itself  making  end| 
meet  by  providing  expert  testimony  i]j 
lawsuits  in  between  advising  school  disi 
tricts.  James  Smith,  president  of  thl 
firm  and  a  former  deputy  superinten 
dent  of  the  California  State  Educatioi 
Department,  says  education  spending  i 
often  more  a  creature  of  local  and  stat 
politics  than  of  necessity. 

Even  if  S&P  can  figure  out  a  way  t< 
appease  the  politicians  and  unions,  thi 
knives  are  out  for  the  company.  Willian 
L.  Bainbridge,  president  of  Schoo 
Match,  is  dubious  that  S&P  can  oveij 
come  its  inherent  conflict  of  interest  a 
the  unit  of  a  company  that  also  sell 
textbooks  and  other  school  supplies. 

"How  can  McGraw-Hill  be  a  ven 
dor  on  the  one  hand  and  an  evaluate 
on  the  other?"  Bainbridge  scoffs. 

This  fight  is  going  to  get  uglier  be 
fore  it  is  over. 
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\  the  delta.COm  free  Xtend  laptop  adapter: 

buy  any  BusinessElite"  ticket  @  delta.com  from  10/1  to  12/31 
get  free  PowerXtender"  adapter  from  SkyMalf 
plug  free  adapter  in 
keep  batteries  powered 


ase  a  round-trip  BusinessElite  overseas  or  BusinessElite  U.S.  (J/D  Class)  ticket  at  delta.com  from  October  1,  2000,  to  December  31.  2000,  and  complete  your  travel  by  March  31.  2001, 
)u'll  receive  a  FREE  PowerXtender  adapter  from  SkyMall,  Xtend  and  Delta  Air  Lines.  The  PowerXtender  adapter  makes  it  safe  and  easy  to  plug  virtually  any  notebook  computer  into  an 
t  power  supply  now  available  on  maior  airlines,  or  into  any  available  cigarette  lighter  in  a  car,  boat  or  RV.  For  additional  information  regarding  the  PowerXtender,  please  visit 
A/orkMobile.com.  Note:  This  special  is  available  only  at  delta.com  and  is  not  available  through  our  Reservation  Centers.  Open  to  residents  of  the  United  States  of  America  only.  Valid  for 
•trip  "J/D"  Class  Travel  ONLY  on  Delta  Air  Lines-operated  flights.  BusinessElite  U.S.  (JFK-LAX/SFO/SAN;  BOS-LAX)  Service  applies  to  flight  numbers  DL1989,  DL1987,  DL1986,  DL1988, 
17,  DL1996.  DL127,  DL1985,  DL1984,  DL126,  DL45,  DL107,  DL137,  DL1971,  DL136,  DL106,  DL42and  DL158.  Offer  is  valid  from  October  1,  2000.  to  December  31,  2000  All  travel  under 
fer  must  be  completed  by  March  31,  2001.  Tickets  must  be  purchased  via  Delta's  Web  site  delta.com  only.  Tickets  must  be  purchased,  with  a  major  credit  card,  at  time  of  reservation.  Offer 
valid  with  any  type  of  offline  purchase.  Offer  is  only  valid  for  new  ticket  purchases  and  is  not  applicable  toward  previously  issued  tickets.  Special  otters  issued  on  Delta's  Web  site  may  not 
ilied  to  other  Web  fares  on  delta.com.  Credit  vouchers  cannot  be  used  for  payment  for  tickets  purchased  on  delta.com.  Open  jaws  are  not  permitted.  There  is  a  limit  of  one  PowerXtender 
ir  per  customer.  Your  PowerXtender  adapter  will  be  mailed  to  your  SkyMiles  account  address  within  4-8  weeks  after  completion  of  travel,  fhe  PowerXtenderadapter  is  not  redeemable  for 
Offer  not  valid  with  any  other  SkyMiles  promotions  or  offers.  ©  2000  Delta  Air  Lines,  Inc. 
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Insurance  by 
The  Minute 

One  of  the  nation's  biggest  auto  insurers  is 
using  satellites  to  track  its  customers  at  the 
wheel.  Is  this  the  future  of  auto  insurance? 


BY  IRA  CARNAHAN 

IF  DRIVERS  PAID  FOR 
gasoline  the  way  they 
pay  for  auto  insur- 
ance, they  would  pay 
a  flat  fee  to  a  gas  sta- 
tion every  few  months. 
After  that  they  could 
pump  all  the  gas  they 
wanted.  Sound  silly?  Of 
course.  Under  such  a  sys- 
tem, low-mileage  drivers 
would  subsidize  high- 
mileage  drivers.  Everyone 
would  spend  more  time 
on  the  road  since  the 
added  cost  of  doing  so 
would  be  zero. 

All-you-can-pump  gas 
isn't  about  to  catch  on. 
But  all-you-can-drive  auto 
insurance  is  here.  It's  the 
norm.  An  experiment  by 
Ohio-based  Progressive 
Corp.,  however,  could 
eventually  change  that. 

Progressive  has  fitted 
the  cars  of  some  of  its 
Texas  drivers  with  video- 
cassette-size  Global  Posi- 
tioning Satellite  (GPS)  de- 
vices. The  devices,  which  sit  behind  the 
dashboard,  track  the  number  of  min- 
utes customers  drive,  as  well  as  where 
they  drive  and  when.  The  insurer  then 
uses  this  information  to  set  each  cus- 
tomer's premium.  If  this  doesn't  prove 
too  costly — and  if  regulators  don't 
block  it — it  could  reshape  the  auto  in- 
surance industry. 
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For  Progressive,  the  nation's 
fourth-largest  auto  insurer,  with  rev- 
enue of  $6  billion,  the  benefits  are 
clear.  If  it  can  assess  the  risks  of  differ- 
ent drivers  more  precisely  than  the 
next  insurer,  it  will  be  in  a  position  to 
price  coverage  in  a  way  to  attract  low- 
risk  customers  and  chase  away  high- 
risk  ones.  The  Progressive  rating  sys- 


tem doesn't  displace  traditional  crit 
ria  (like  age,  address,  vehicle  mod 
and  accident  history)  but  rather  su] 
plements  them.  You  pay  more  in  tl 
Progressive  GPS  plan  for  driving  a  lc 
driving  at  night  or  driving  in  cities. 

While  other  insurers  typically  a: 
their  drivers  about  mileage,  the  answe 
don't  have  much  effect  on  premi un- 
says James  Barrett  of  the  Econom 
Policy  Institute  in  Washington,  D.< 
"They  assume  that  you  lie,  because  it 
in  your  interest  to  do  so,"  he  says.  "Ar 
so  they  give  very  little  weight  to  tho 
insurance  forms  that  yr 
fill  out." 

Progressive's  exper 
ment  avoids  this  probler 
And  it's  not  just  the  ii 
surer,  which  can  charj 
drivers  more  accurate! 
that  sees  benefits.  So,  to 
do  drivers  and  possib 
society  at  large. 

According  to  Progre 
sive,  customers  in  Hou 
ton,  where  tests  of  tl 
program  began  in  199 
have  saved  an  average 
25%,  with  some  savii 
50%  or  more.  lust  he 
much  of  that  savings 
due  to  people  alterii 
their  driving  habits 
unclear.  But  transport 
tion  experts  say  that  ma 
ing  premiums  fully  vai 
able — Progressive  mak 
them  mostly  variable- 
would  lower  the  numb 
of  miles  people  drive 
10%  or  more. 

Liberals  are  going 
be  twisted  into  knots  tr 
ing  to  decide  whether 
oppose  this  kind  of  i 
surance.  On  one  hand  Progressive 
discriminating  among  custome 
far  more  than  most  insurers  do,  a: 
discrimination  sounds  bad.  On  t 
other  hand  the  reduction  in  miles  d 
ven  would  make  the  air  clean 
The  U.S.  Environmental  Protecti' 
Agency  has  signed  an  agreeme 
with  Progressive  to  monitor  the  pr 
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gram's  environmental  benefits. 

A  big  drop  in  miles  driven  would,  of 
course,  also  lower  the  number  of  traffic 
jams  and  accidents.  Progressive's  pro- 
gram could  also  help  women — who 
drive  about  40%  less  than  men — and 
the  poor,  who  drive  only  about  half  as 
much  as  the  better-off.  Then  there  are 
the  losers:  people  who  drive  a  great 
many  miles  or  who  drive  late  at  night 
or  in  areas  that  are  heavily  congested.  If 
Progressive's  program  grows  in  popu- 
larity, such  drivers  could  end  up  paying 
more  even  if  they  don't  sign  up  for  GPS 
monitoring.  Why?  Because  simply  by 
declining  to  sign  up,  they  reveal  they 
ought  to  be  paying  more. 

You  can  imagine  the  squawks  that 
will  come  from  people  who  believe 
that  prices  ought  to  be  set  by  govern- 
ment decree  rather  than  by  the  free 
market.  Listen  to  former  Texas  insur- 
ance commissioner  Robert  Hunter, 
now  insurance  director  at  the  Con- 
sumer Federation  of  America.  "For 
example,  the  swing-shift  guy  who  may 
be  a  laborer  or  the  lady  who  cleans 
the  offices  who's  probably  driving 
home  at  2:00  A.M.  Are 
you  going  to  start 
charging  her  for  that? 
That  doesn't  seem 
fair,"  he  says. 

Hunter  also  raises 
another  big  worry:  pri- 
vacy. "With  GPS  you 
can  tell  where  people 
are  stopping  and  going,"  Hunter  says. 
"So  if  1  stop  on  a  corner  and  do  that 
every  night  on  the  way  home  from 
work,  am  I  going  into  the  bar  or  across 
the  street  to  the  health  club?  Will  they 
use  that  kind  of  information?" 

Progressive  promises  that  it  won't. 
Todd  Litman  of  the  Victoria  Transport 
Policy  Institute  says  that  any  privacy 
concern  can  be  solved.  "You  could  have 
it  structured  so  that  the  data  are  not  re- 
tained one  day  to  the  next,"  he  says.  "So 
the  only  thing  the  computer  does  is 
track  your  bill.  It's  impossible  for  some- 
body to  come  back  later  and  demand 
the  information." 

What  about  Progressive's  competi- 
tors? Will  they  want  the  regulators  to 
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outlaw  GPS  pricing?  Not  necessarily, 
the  plan  tends  to  keep  Progressivi 
customers  off  the  road,  it  will  lea 
fewer  targets  for  other  cars  to  colli 
with.  "Progressive  is  going  to  reduce  t 
accident  costs  for  all  the  other  insi 
ance  companies  in  Texas  by  a  lot,"  S£ 
Aaron  Edlin,  an  economist  and  1; 
professor  at  the  University  of  Califon 
at  Berkeley. 

Competitors  probably  won't  cop 
cat  Progressive  right  away.  Not  ev 
Progressive  has  the  data  in  hand  tl 
will  enable  it  to  accurately  price 
minute  of  driving  by  a  given  custom 
Should  the  company  get  the  prici 
wrong,  say,  by  charging  good  driv< 
too  much,  it  will  create  opportunit 
for  the  competition. 

Another  issue  is  the  cost  of  the  G 
technology.  Buying  and  then  installi 
GPS  devices  in  cars  once  they're  on  t 
road  costs  several  hundred  dollars.  E 
costs  should  drop  over  the  next  couj 
of  years  as  GPS  devices  grow  more  pc 
ular  and  as  automakers  begin  installi 
them  at  the  factory. 

Despite  the  obstacles,  Progress 


Fewer  cars  on  the  road 
means  fewer  targets 
for  other  cars  to  hit. 


seems  dead  serious  about  making  t 
system  work.  "Innovating  is  really  p 
of  our  culture,"  says  Glenn  Renwi 
Progressive's  boss  of  insurance  ope 
tions.  While  the  company  isn't 
rolling  new  per-minute  drivers  ri; 
now  in  Texas,  it  has  talked  to  regulat 
in  other  states,  including  Ohio,  Illir 
and  California.  It  has  also  obtained 
patents. 

Is  Progressive's  high-tech  pric 
the  future  of  auto  insurance?  Could 
"Automobile-insurance  pricing 
hardly  changed  at  all  in  the  past 
years,"  says  transportation  expert 
man.  "And  it's  astounding,  beca 
there  is  every  reason  that  it  shoulc 
priced  differently." 
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For  companies  and  investors  alike,  the 
market's  a  different  animal. 


In  a  market  that  keeps  changing  its  stripes,  there  are  three  simple 
truths  to  keep  in  mind. 

Seek  real  growth.  Find  genuine  value.  Avoid  empty  promises. 

So,  whether  you're  a  company  looking  for  the  right  investors  — 
or  vice  versa  —  know  this. 

We've  helped  an  extraordinary  list  of  new  companies  to  get  the 
best  start.  And  traditional  companies  to  gain  even  more  value  for  the 
long  run. 

We've  also  matched  the  right  investors  with  the  right  companies. 
Something  solid  to  think  about. 
Network  the  world 
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Life  of  a  Salesman 

Even  when  you're  selling  technology,  there's  no  substitute  for  a 
good  pair  of  shoes,  a  firm  handshake  and  iron  determination. 


On  the  road  again:  Kelling's  17-state  territory  keeps  him  moving. 


Breakfast  of  salesmen:  Aaron  Helling  eschews  java  for  water. 
BY  PETER  KAFKA 


AARON  KELLING  IS  ON  HIS 
fourth  cold  call  of  the  day, 
and  it  isn't  going  well.  The 
receptionist  at  United  World 
Travel  agency  in  Dallas  won't 
let  him  see  the  owner.  She's  not  inter- 
ested in  hearing  his  pitch.  So  the  sales- 
man plays  his  last  card:  an  invitation  to 
a  local  margarita  bar,  where  his  com- 
pany is  hosting  a  happy  hour.  "We 
don't  drink,"  she  huffs.  Kelling  grins 
and  passes  the  card  to  the  receptionist's 
co-worker.  "Come  by  if  you  can,"  he 
says,  then  readjusts  his  tie  and  trundles 
out  into  the  100-degree  heat.  "If  you 
have  your  ego  bothered  by  getting 
kicked  out  of  a  couple  of  offices,  you 
shouldn't  be  in  sales,"  he  says. 

Kelling  should  definitely  be  in  sales. 
Nearly  three  years  after  joining  Galileo 
Intei-national  (1999  revenues:  $1.5  bil- 
lion), he's  a  star  at  the  company,  which 
provides  computerized  airline  reserva- 
tion systems.  At  29,  he's  been  in  the 
travel  business  for  i  3  years,  first  as  a 


part-time  agent  at  a  Dallas  agency  dur- 
ing high  school  and  community  col- 
lege, later  at  a  Galileo  rival.  Now  he's 
Galileo's  top  "conversion"  specialist, 
charged  with  convincing  travel  agencies 
to  switch  from  competitors'  systems. 

It's  a  job,  created  out  of  desperation, 
that  didn't  exist  three  years  ago.  With 
about  one-third  of  the  $4.5  billion 
reservation  market,  Galileo  shares  the 
lead  with  rival  Sabre  Group  Holdings. 
But  the  pie  isn't  growing  much.  In  the 
past  Galileo  relied  on  airlines,  chiefly 
United,  to  sell  the  system  to  travel  agen- 
cies. Now,  future  expansion  depends  on 
Kelling  and  60  other  salespeople  keep- 
ing existing  accounts  and  stealing  away 
new  ones. 

Not  that  he  has  time  to  dwell  on 
strategy.  Kelling  works  80  hours  a  week, 
traveling  Monday  through  Friday.  His 
commute  takes  him  from  his  home  in 
Fort  Worth  to  Galileo  headquarters  in 
Rosemont,  111.  and  across  a  17-state 
sales  territory  that  stretches  over  Amer- 
ica's vast  middle.  Last  year  he  flew 


178,000  miles. 

It's  an  information-age  iron] 
Kelling  sells  a  system  consisting  entire 
of  electronic  bits,  but  he  does  it  wifl 
face  time.  Travel  agencies  are  corn 
pletely  dependent  on  their  reservatio 
systems,  and  it  takes  serious  proddirj 
to  get  them  to  switch.  Landing  a  coi) 
version  account  can  take  at  least  trwj 
years  and  dozens  of  visits,  each  with  it 
own  discrete,  incremental  agenda. 

When  Kelling  makes  his  secon) 
visit  to  Randal  Limbacher's  Canya 
Creek  Travel  in  Dallas,  for  instance,  b 
has  one  goal — to  get  the  owner  to  vis 
Galileo's  computer  center,  located  in 
fortified  bunker  outside  of  Denvej 
Limbacher  is  willing  to  listen  to  Kellinj 
but  warns  him  that  he's  a  longtirrt 
Sabre  client.  His  agents  have  spent  veal 
mastering  the  system's  arcane  cod 
mands  and  procedures.  "It  would  h 
hard  for  me  to  move  them  into  sonH 
thing  new,"  he  tells  Kelling  and  his  boi 
Patricia  Elliott,  who's  tagging  along. 

Each  takes  a  different  tack.  Kellir 


Landing  an  account  can  take  two  years  and  dozens  of  visits. 


dot  components. 


Think  of  Kyocera  as  a  maker  of 


com 


There's  a  lot  more  to  the  Internet  than 
dot  com.  Capacitors,  oscillators,  fiber  optic 
components,  semiconductor  fabrication 
parts  and  ceramic  IC  packages  for  a  start. 
Clamorous?  No,  but  they  are  essential  to 
the  technologies  that  make  the  Internet 
exciting.  As  a  world-leading  manufacturer 
of  these  components,  the  Kyocera  group 
is  behind  the  exponential  growth  enjoyed 
by  e-businesses  and  service  providers. 
By  supporting  those  businesses,  our 
components  help  make  the  Internet  fun 
and  profitable  for  everyone. 

Our  components  are  marketed  under  the  Kyocera, 
AVX  and  Elco  brands. 

Pictured  is  the  MINI-DIL  optoelectronics  package.  A  key 
component  for  linking  people  to  the  Internet  through  a 
wide  range  of  optical  telecommunication  lines,  from 
high-speed  trunks  to  low-end  subscribers. 


extols  the  technical  wonders  of  the 
Galileo  system,  showing  off  a  cell- 
phone service  that  would  let  Lim- 
bacher's  customers  rebook  their  own 
flights  (see  box,  p.  96)  and  fluffing  his 
patter  with  phrases  like  "changing 
heuristics."  Elliott  uses  straightforward 
flattery.  "You're  the  Nordstrom  of  the 


March  Kelling  makes  his  first  call  on 
Ross  &  Babcock  Travel,  a  family-owned 
agency  that  is  the  largest  in  Indiana  and 
has  been  a  Sabre  customer  for  more 
than  20  years.  In  April  he  convinces 
owner  Jeffrey  Merritt  to  make  the  Col- 
orado trek.  And  in  late  June  Galileo 
Chief  Executive  James  Barlett  flies  to  In- 


that  he  wanted  our  business?"  Merr 
says.  "That's  a  big  deal." 

It's  the  kind  of  thing  that  Kellii 
does  best — conveying  Galileo's  sinc^ 
ity  through  his  own  earnestnei 
"Aaron  is  a  really  good  closer,  and  h< 
got  a  killer  instinct,  the  kind  of  thin 
you  want  from  a  great  salesman,"  1 


Phoning  it  in:  Demonstrating  wireless  technology  to  a  long  shot 


'Changing  heuristics":  Tag-teaming  with  supervisor  Patricia  Elliott. 


travel  business,"  she  tells  Limbacher. 
After  30  minutes  Limbacher  relents 
and  agrees  to  the  visit.  "We  can  defi- 
nitely take  this  to  the  next  step,"  he 
says.  "I  think  it's  important  to  take  a 
look."  But  when  Kelling  presses  him  to 
commit  to  a  visit  date,  Limbacher  wa- 
vers. He'll  need  to  check  his  schedule. 
He'll  call  them. 

Back  in  his  Lexus  IS,  Kelling  takes  a 
swig  from  a  24-ounce  water  bottle — in 
lieu  of  coffee,  he  chugs  at  least  five  a  day 
— and  puts  the  Cabaret  soundtrack  in 
the  car's  CD  player.  Limbacher  seemed 
receptive.  But  until  he  commits  to  a 
Colorado  visit,  Kelling  won't  consider 
him  a  more  likely  prospect  than  the 
folks  at  United  World  Travel,  who 
wouldn't  even  talk  to  him.  "Unless  you 
can  get  them  to  make  the  time  to  think 
about  you,  you  can't  get  far,"  he  says. 
(Five  months  later  Limbacher  has  yet  to 
make  the  trip.) 

But  even  a  Denver  trip  simply  means 
the  sales  cycle  is  gearing  up  in  earnest.  In 


dianapolis  to  lunch  with  Kelling,  Merritt 
and  Merritt's  brother  and  father. 

Why  send  a  chief  executive  on  a 
sales  call?  Merritt's  business  could  be 
worth  $12  million  a  year  to  Galileo,  less 
than  1%  of  its  annual  sales.  But  for  a 
company  that  grew  only  3.1%  last  year, 
that's  a  big  deal.  (And  Kelling  could  net 
a  $50,000  commission  in  the  process.) 

Barlett's  presence  is  critical  in  a 
market  where  the  competitors  don't 
differ  much  in  their  prices  or  features 
and  where  inertia  is  overwhelming.  A 
travel  agency  that  switches  reservation 
systems  has  only  a  little  to  gain  and  a  lot 
to  lose.  Employees  have  to  learn  to  use 
the  new  equipment.  If  anything  goes 
wrong,  the  traveler  blames  the  agency. 

That  means  Kelling's  main  task  is  to 
convince  prospects  that  Galileo  will  be 
a  trustworthy  partner  for  the  length  of 
a  five-year  contract.  Bringing  the  boss 
to  a  preliminary  meeting  helps.  "To 
have  the  chairman  and  CEO  of  a  com- 
pany that  size  come  to  us  and  tell  us 


liott  says.  "But  I  think  one  reas 
clients  like  him  is  that  they  can  see  h 
working  hard,  and  they  know  Gali: 
will  work  hard  for  them,  too." 

In  return,  Kelling's  efforts  let  h 
close  an  average  of  four  deals  a  year.  * 
top  of  a  base  salary  of  about  $80,0' 
that  should  generate  $100,000  in  co 
missions.  He's  proud  of  his  income  a 
the  luxuries  it  affords  him:  Zegna  su 
Ferragamo  shoes,  a  Mont  Blanc  p> 
He  doesn't  pay  for  vacations,  but  dm 
on  his  stash  of  ever-replenishing  f 
quent-flyer  miles — 700,000  at 
count — to  pay  for  airfare  and  hotels 

Not  that  there's  much  downtime 
usually  take  Saturday  off,  when  I  fin; 
get  to  go  home  and  just  sleep,"  he  s£ 
( Kelling  has  no  family  and  no  pets 
take  care  of.)  He  hasn't  spent  enoi 
time  at  home  to  put  more  than  t 
miles  on  the  immaculate  Lexus 
leased  last  spring. 

It's  his  body  that  suffers  wear  a 
tear.  A  road  diet  has  put  35  pounds 


"Aaron  is  a  really  good  closer,  and  he's  got  a  killer  instinct 


94     FORBES"  December  1 1 ,  2000 


h  individually  numbered  bottle  contains  a  rare  blend  of  a  select  group  of  our  finest  whiskies. 
And  with  every  sip,  it  becomes  that  much  rarer.  Chivas  Regal  18.  When  you  know. 


ink  responsibly.  (But  yOU  knOW  that.)  ©2000  Chivas  Regal  18  Year  Old  Worldwide  Blended  Scotch  Whisky  40%  Alcohol  by  Volume  (80  Proof)  Chivas  Bras.  Import  Co..  New  York.  NY.www.chivas.com 


Today's  Fuller  Brush  Sampler 


M  ARON  KELLING  TAILORS  HIS  PITCHES 
H  depending  on  the  kind  of  agency 
^^^he  visits,  but  he  consistently 
brings  along  one  prop— a  "Web-en- 
abled" cell  phone,  which  he  uses  to 
show  off  a  wireless  service  Galileo  is  of- 
fering its  customers.  It's  a  nifty  piece  of 
software  that  connects  an  agency  cus- 


Today's  f reebie:  a  wireless  service. 

tomer's  phone  to  Galileo's  mainframe  in 
Denver  and  allows  travelers  to  check  up 
on  the  status  of  their  flights,  including 
real-time  information  about  gate  as- 
signments and  arrival  times  and  even 
the  location  of  the  airplane  in  the  air. 
Most  important,  it  lets  travelers  rebook 
their  flights  without  checking  in  with  the 
airlines  or  with  their  travel  agents. 
When  he  shows  off  the  phone, 

his  frame  since  he  started  at  Galileo;  his 
graying,  thinning  hair  belongs  on  a  man 
at  least  ten  years  older.  And  while  he's  not 
sure  that  the  16  gallstones  he's  had  re- 
moved during  his  tenure  are  because  of 
job  stress,  it's  at  least  a  striking  coinci- 
dence. And  those  free  vacations?  Kelling 
spends  most  of  them  on  his  cell  phone, 
checking  up  on  customers  and  prospects. 

By  luly  Kelling  is  on  the  phone  with 
Ross  &  Babcock's  Merritt  at  least  once  a 
day.  That  month  he  organizes  another 
gesture  event,  flying  in  1 1  Galileo  exec- 
utives for  a  three-hour  presentation  in 
an  Indianapolis  Sheraton  conference 
room.  Midway  through  the  meeting, 
Barlett  arrives,  unannounced,  and  sits 
quietly  in  back.  After  Kelling  and  his 
colleagues  finish  their  pitches,  Barlett 
strides  to  the  front.  He  grips  the  room 


Kelling  stresses  that  the  service  only 
works  for  travelers  who  use  a  Galileo 
agency,  pointing  out  that  the  cell 
phone's  display  will  carry  the  agency's 
name  and  that  the  agency  will  be  able 
to  track  any  changes  their  customers 
make  in  their  itinerary.  For  many  of  the 
agencies,  already  struggling  to  stay 
afloat  as  commissions  shrink  and  Inter- 
net competition  increases,  that's  a  cru- 
cial distinction.  New  technology  only 
helps  them  as  long  it  lets  them  retain 
customers. 

There's  just  one  problem.  Kelling's 
assurances  aren't  completely  true. 
While  Galileo  salesmen  are  promoting 
the  wireless  service  to  their  agency 
prospects,  it's  also  being  promoted  by 
Trip.com,  Galileo's  wholly  owned  Inter- 
net travel  subsidiary.  Any  Trip.com  user 
can  also  use  the  service,  free  of  charge. 
Galileo  officials  insist  that  they're  not 
being  untruthful:  Trip.com,  they  argue,  is 
really  just  another  agency  that  uses 
Galileo's  computerized  reservation  sys- 
tem. Right  now,  it's  mostly  an  academic 
distinction— only  1,500  people  use  the 
service,  900  of  them  via  travel  agencies 
and  600  of  them  via  Trip.com.  —P.K. 

with  his  baritone.  "I  want  to  win.  I  hate 
to  lose,"  he  says,  then  goes  on  to  talk 
about  the  importance  of  partnerships, 
his  admiration  for  the  local  NBA  fran- 
chise and  the  power  of  trust.  Then  he 
pauses  and  scans  the  audience.  "I  am 
humbly  asking  for  the  business." 

Afterward,  Kelling  gleams  and  Mer- 
ritt's  employees  buzz,  charged  by  Bar- 
lett's  surprise  appearance.  Merritt  is 
pleased,  too,  even  though  to  him  the 
presentation  was  nothing  more  "than  a 
touchy-feely-type  thing."  There  is  no 
discussion  of  prices — Merritt  already 
did  that  with  Kelling  and  a  small  group 
of  Galileo  executives  before  the  presen- 
tation. And  Barlett's  appearance  isn't  a 
surprise  to  Merritt — Kelling  told  him 
in  advance.  But  in  this  case  Merritt  isn't 
the  audience.  His  employees  are. 


Kelling  and  his  company  haver 
abandoned  classic  sales  protocol — se 
out  the  guy  who  can  close  the  deal  an 
focus  on  him.  But  they've  adapted  it 
fit  the  sale.  Merritt  is  the  one  who  w 
eventually  decide  whether  to  chan; 
systems.  But  if  he  goes  with  Galileo,  ii 
his  underlings  who  will  live  with  tl 
consequences.  "Sabre  has  been  wovi 
into  our  fabric.  It's  a  big  deal  to  pull  t 
threads  out,"  he  says.  "If  the  midc 
and  senior  management  of  the  cor! 
pany  don't  believe  in  what  we're  doir 
I've  made  a  big  mistake." 

In  mid-August  Merritt  decides 
switch  to  Galileo,  but  holds  off  a 
nouncing  the  deal  until  he's  consult 
with  his  staff  one  last  time.  He  te 
Kelling  two  weeks  later,  at  a  restaura 
on  top  of  the  38-story  American  Unit 
Life  building  in  Indianapolis.  "He  nea: 
choked  on  his  ice  cubes,"  Merritt  laugl 

Good  thing  Kelling  recovered — t 
deal  wouldn't  close  for  another 
months.  And  even  then,  Kelling's  wc 
on  the  account  isn't  finished.  He  nee 
to  help  coordinate  the  agency's  tran 
tion  to  the  new  reservation  system.  A 
he  won't  get  the  bonus  check  until  t 
conversion  is  up  and  running,  ea 
next  year.  Still,  Kelling  allows  himsel 
quick  trip  to  Hawaii  with  three  frier 
in  October.  Now  he's  back  to  work,  ti 
ing  to  line  up  at  least  four  more  < 
counts  with  expiring  Sabre  contracts 

It's  a  pace  he  won't  be  able  to  ke 
up  much  longer.  His  employers  kn' 
it.  "These  types  of  guys  go  three,  fc 
years,  then  burn  out,"  says  his  boss 
Hot.  But  in  her  next  breath,  she  si 
she'll  ride  him  until  he  breaks.  "I  nfl 
him  in  the  field.  I  can't  take  him  out 

Of  course  Kelling  may  have  a  ni 
boss  sometime  soon.  In  late  Octol 
Barlett  announces  that  he  is  shopp: 
for  a  buyer  of  Galileo  because  he's  c 
appointed  at  its  stock  price,  then  sti 
at  about  $16. 

Kelling  is  assured  he'll  have  a  pi. 
no  matter  what  happens.  But,  just 
case,  he's  buffing  up  his  self-confider 
"I  could  get  a  job  anywhere  I  want," 
says.  "I  can  sell  anything." 


"These  types  of  guys  go  three,  four  years,  then  burn  out.' 
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TER  BRlMELOW 


Dressed  to  defend  injustice,  Paul  Craig 
Roberts  says  willy-nilly  prosecutions 
are  making  the  country  unsafe. 


How  would  you  like  to  live  in  a  country  with  criminal  laws  so  broad  that 
everyone  is  guilty  of  some  crime  and  it's  only  prosecutorial  whim  that  sends 
certain  unpopular  citizens  off  to  jail?  You  live  in  just  such  a  country. 


THE  LEFT  IS  RIGHT:  AMERICA  IS  AN  UNJUST  SOCIETY." 
Startling  words  to  come  from  Paul  Craig  Roberts, 
61,  an  architect  (as  assistant  secretary  of  the  Trea- 
sury) of  the  Reagan  tax-cut  revolution  and  now  a 
syndicated  columnist  and  chairman  of  the  Institute 
for  Political  Economy.  But  he's  not  talking  about  discrimina- 
tion or  the  unequal  distribution  of  wealth.  The  problem,  he 
says,  is  this:  "Americans  are  no  longer  secure  in  law — the  jus- 
tice system  no  longer  seeks  truth  and  prosecutors  are  un- 
troubled by  wrongful  convictions." 

Recendy,  with  coauthor  Lawrence  M.  Stratton,  a  lawyer, 
Roberts  published  Tlie  Tyranny  of  Good  Intentions:  How  Pros- 
ecutors and  Bureaucrats  Are  Trampling  the  Constitution  in  the 
Name  of  Justice  (Forum,  $25).  In  it  he  blames  the  Reagan  and 
Bush  administrations'  wars  on  crime  and  drugs  for  institu- 
tionalizing many  of  the  problems  he  sees  developing.  In  par- 
ticular he  blames  the  near-sextupling  of  assistant  U.S.  attor- 
neys in  the  early  1980s  for  a  fatal  dilution  in  prosecutorial 


standards.  The  prosecutions  are  not  making  the  country  sal 
for  the  law-abiding.  They  are  making  it  more  dangerous. 

Historically,  Roberts  argues,  Americans  enjoyed  t 
protection  of  what  were  termed  "the  Rights  of  Englis. 
men"  by  18th-century  jurist  Sir  William  Blackstone,  whc 
Commentaries  on  the  Laws  of  England  was  a  bestseller  in  t 
13  colonies.  The  broadest  of  these  was  the  right  to  d 
process.  That  meant  punishment  by  dint  of  laws  and  e1 
dence  rather  than,  as  has  been  the  case  in  much  of  hum 
history  and  is  still  the  case  in  much  of  the  world,  by  dint 
a  dictator's  fiat.  A  related  notion  is  that  there  should 
no  bills  of  attainder,  legislation  designed  to  criminalize 
specific  individual. 

Other  rights:  to  have  the  confidential  assistance  of  an 
torney;  to  confront  adverse  witnesses;  to  be  protected  frc 
self-incrimination;  to  demand  that  the  prosecution  prove  r 
just  an  evil  deed  but  an  evil  intention  (called  mens  rea);  ai 
to  be  protected  from  retroactive  laws.  Another  English  cc 
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£travagant:  Excessive.  Exorbitant, 
it  enough  about  the  engine. 

The  new  Bentley-Arnage  Red  Label.  400  hp.  590  lb-it  of  torque.  What  else  could 
overshadow  550  sq-ft  of  hand-sewn  leather?  Call  1-877-300-8803  or  visit  benl  levmotors.corn. 
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NEW  WORLD 


v.v.v 
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NEW  SER  VERS 


[  ©server 

For  the  next  generation  of  e-business. 


Now  the  flexibility  and  affordability  of  Linux  comes  with  the  assurance  of  IBM 
service  and  support.  Linux.  It's  no  curiosity.  It's  a  reality.  And  like  the  TCP/IP, 
Java™  and  XML  standards  before  it,  a  reality  that  IBM  is 
backing  wholeheartedly,  not  only  across  the  board  in  server 
hardware  compatibility,  but  with  the  full  depth  of  IBM 
research,  service,  support  and  consulting.  The  combination 
is  a  case  of  best  of  all  possible  worlds  —  the  freedom  of 
Linux,  brought  to  you  by  the  worldwide  Linux  community, 
plus  the  mission-critical  assurance  of  IBM.  For  more 
information  about  the  possibilities  of  Linux  and  these 
new  IBM  servers,  go  to  ibm.com/eserver/linux 


the  new,  Linux- ready  IBM  (©server  xSeries  200  with  the  Intel  Pentium  III  processor,  starting  at  $1,255' 


cept  was  that  the  government  should  not  go  after  people  by 
making  arbitrary  attacks  on  tbeir  property. 

Most  of  these  protections  were  enshrined  in  our  Bill  of 
Rights.  And  yet  most  have  been  subtly  but  steadily  eroded  in 
the  U.S.,  Roberts  maintains.  "They  can  seize  anyone,  and  any 
property,  at  any  time,"  he  says  of  today's  law  enforcement 
agencies.  For  example,  civil  cases  are  now  often  criminalized, 
through  "novel  theories"  of  the  law  invented  by  prosecutors 
to  target  specific  defendants — very  much  like  a  bill  of  attain- 
der. Pica  bargains,  traditionally  frowned  on  by  English  courts 
because  of  possible  coercion,  now  conclude  90%  to  95%  of 
federal  criminal  cases,  increasing  the  prosecutors'  incentive 
to  pile  on  indictments — in  effect,  torturing  the  defendant — 
and,  in  the  absence  of  a  court  test,  reducing  the  incentive  for 
careful,  or  even  honest,  police  work. 

You  get  an  idea  of  what  is  going  on  when  you  see  a  news- 
paper story  about  a  crime  (often  a  white-collar  crime)  in 
which  there  is  a  detail  like  this:  "If  convicted  on  all  counts, 
so-and-so  would  be  subject  to  a  sentence  of  120  years."  It 
seems  that  every  misdeed  becomes,  in  the  statute  books,  a 
panoply  of  offenses  like  money  laundering  and  racketeering. 
By  throwing  a  large  statute  book  at  a  defendant,  the  prose- 
cutor can  blackmail  the  culprit  (or  an  innocent  person)  into 
a  plea  bargain. 

In  the  old  days  punishments  were  harsh,  but  they  were 
not  arbitrary.  You  could  be  hanged  for  stealing 
a  sheep,  but  you  would  not  also  be  charged 
with  conspiracy  to  commit  sheep  stealing,  will- 
ful evasion  of  taxes  on  stolen  sheep  and  di- 
minishing the  civil  rights  of  the  sheep  owner. 

Attacks  on  property?  Asset  forfeiture, 
aimed  at  drug  dealers  when  radically  ex- 
tended by  Congress  in  1984  but  now  covering  140  other  of- 
fenses, allows  seizure  on  "probable  cause" — i.e.,  at  the  dis- 
cretion of  police  and  prosecutors.  Proceeds  go  to  the  seizing 
agency,  creating  a  corrupting  motive. 

This  erosion  of  Americans'  historic  protections  has  al- 
ready caused  some  public  scandal.  The  spectacle  of  innocents 
losing  homes,  boats  and  other  property  because  tenants,  cus- 
tomers and  even  passersby  were  using  drugs  caused  House 
Judiciary  Chairman  Henry  Hyde  to  introduce  legislation  this 
year  attempting  to  rein  in  forfeiture.  Roberts  himself  got  in- 
terested when  he  began  writing  columns  about  the  We- 
natchee,  Wash,  child  sex-abuse  case,  one  of  several  curious 
Salem-witch-trial  episodes  in  which  numbers  of  adults  have 
been  convicted  on  the  word  of  children  seized  and  coaxed  by 
investigators  into  testifying  to  imagined  events. 

But  much  of  the  erosion  of  historic  protections  is  in  the 
area  of  white-collar  crime — involving  hitherto  respectable,  if 
less  than  universally  loved,  corporations  and  businesspeople. 
Roberts  here  cites  FORBES  (Dec.  1, 1997)  in  calling  attention  to 
the  extreme  punishments  meted  out  to  people  involved  in  es- 
sentially civil  disputes  with  the  government.  What  we  have  at 
work  is  an  unholy  alliance  between  business-hating  liberals 
and  crime-hating  social  conservatives.  Roberts  says  that  the 


Clinton  Administration  Justice  Department  has  even  intr< 
duced  a  sort  of  affirmative  action  to  law  enforcement,  d< 
manding  quotas  of  white-collar  prosecutions. 

The  results,  as  laid  out  by  Roberts,  are  certainly  disturl 
ing.  Savings  and  loan  financier  Charles  H.  Keating  Jr.  w; 
convicted  of  the  crime  of  employing  fraudulent  bond  sale 
men,  even  though  there  was  no  evidence  he  knew  of  their  a 
tivities,  and  the  crime  was  not  on  the  books  when  he  suj 
posedly  committed  it.  His  conviction  was  overturned  cj 
constitutional  grounds  after  he  served  4V:  years  in  jail.  Wasl 
ington  lawyer  Clark  Clifford,  then  in  his  80s,  was  indicta 
by  the  federal  government  in  New  York  for  allegedly  accep 
ing  bribes  in  his  role  as  chairman  of  First  American  Ban] 
shares.  His  personal  assets  were  frozen  and  his  credit  cai 
was  rejected  when  he  tried  to  pay  the  chauffeur  who  droi 
him  to  the  airport  on  his  way  back  to  Washington,  D.C.  T| 
case  against  Clifford  was  dropped  when  his  partner  was  ai 
quitted.  Exxon  Corp.  faced  cleanup  costs  and  civil  tort  dan 
ages  after  the  Exxon  Valdez  oil  spill,  but  it  was  also  indicte 
for  intentionally  killing  migratory  birds  without  a  hunting 
cense  and  dumping  refuse  without  a  permit.  This  "novel  th 
ory"  allowed  the  Bush  Administration  Justice  Departme: 
to  bring  criminal  charges,  which  carry  massively  high: 
penalties.  "Despite  the  absurdity  of  the  charges,"  not! 
Roberts,  "Exxon  lacked  the  confidence  in  our  crumbling  ju 

After  the  oil  spill,  Exxon  was  indicted 
for  intentionally  killing  birds  and 
dumping  refuse  without  a  permit. 

tice  system  to  go  to  trial."  It  settled  for  a  $125  million  fin< 
The  conservative  establishment  has  greeted  Rober 
apostasy  with  a  stricken  silence.  His  book  has  not  yet  be 
reviewed  in  the  Wall  Street  Journal  or  National  Review  mag 
zine,  despite  his  long  connection  with  both. 

Still,  conservatives  in  the  field  do  concede  that  Roberts  r 
a  point,  while  disputing  other  aspects  of  his  analysis.  "This 
something  that  must  eventually  surface  as  an  issue  with  co 
servatives,"  says  Walter  Olson,  editor  of  Overlawyered.com 
legal-reform  Web  site.  "He's  right  that  criminal  law,  in  cert; 
narrow  areas,  has  been  made  a  vehicle  for  extortion,"  sc 
Edwin  R.  Jagels,  a  famously  aggressive  district  attorney  in  Ke 
County,  Calif.  But  Jagels  rejects  the  idea  of  widespread  pro: 
cutorial  misconduct  and  sees  no  alternative  to  plea  bargai 
given  crowded  dockets.  Justice  Stephen  J.  Markman  of  t 
Michigan  Supreme  Court  similarly  concurs,  but  adds:  "The 
timate  responsibility  lies  with  Congress  and  its  penchant 
overly  broad  criminal  statutes." 

Roberts,  recently  moved  from  D.C.  to  the  Florida  p^ 
handle,  is  unyielding.  "They  may  have  dented  crime,"  he  s< 
of  his  former  allies,  "but  they've  dented  justice,  too." 

With  sweeping  criminal  laws  the  prosecutor  can  find  soi 
technical  charge  to  hang  on  just  about  anybody. 
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The  one  to  remember 

One  company  understands  that  even  though  you 
might  take  certain  risks,  trade  online,  and  invest  in 
BigNewIdea.com,  a  part  of  you  knows  you  need  to 
plan  for  a  lifetime  of  investing.  For  your  retirement. . . 
for  your  child's  education. .  .for  whatever's  important 
to  you.  One  company  has  been  helping  investors  plan 
for  the  important  things  since  1928.  Discover  how 
Pioneer  can  help  you. 


PIONEER 

Investments 

www.pioneerfunds.coni 

Mutual  Funds  •  Retirement  Plans  •  Variable  Annuities  •  Institutional  Asset  Management 
Contact  your  financial  advisor  or  call  S00-225-6292. 

For  information  about  any  Pioneer  tund,  including  charges  and  expenses,  request  a  prospectus.  Re-ad  it  carefully  before  you  invest 
or  send  money.  ©Pioneer  Funds  Distributor,  Inc.,  underwriter  of  Pioneer  mutual  funds,  60  State  Street,  Boston,  MA  02 10'). 


The  Law  of  Discrimination 

For  30  years  the  American  legal  system  has  gone  hither  and  yon  with 
affirmative-action  plans  and  other  aspects  of  antidiscrimination  law. 
Herein,  a  brief  survey  of  the  strange  place  where  we  have  landed. 


BY  DAN  SELIGMAN 

LET  US  BEGIN  ON  A  POLITICAL  NOTE: 
American  voters  are  conflicted 
about  how  far  to  go  with  laws  to 
assist  the  historical  victims  of  discrimi- 
nation. Twice  in  recent  years,  state  bal- 
lot initiatives  ( in  California  and  Wash- 
ington)  produced  voter  majorities 
against  all  preferences  in  state-govern- 
ment employment.  But  a  similar  initia- 
tive never  even  made  it  onto  the  ballot 
in  Florida  two  years  ago,  derailed  by 
Governor  Jeb  Bush.  The  Republican 
platform  this  year  was  formally  against 
"preferences,"  but  the  delegates  cheered 
on  convention  speaker  Colin  Powell 
when  he  forcefully  supported  them. 

Affirmative  action  was  not  intended 
to  last  forever.  It  was  intended  to  jump- 
start  the  machinery  of  tolerance  and 


Placekicker 
Heather  Sue 
Mercer,  cut  from 
Duke's  football 
squad,  sued 
for  sex 

discrimination— 
and  won. 


reason,  after  which  the  government's 
heavy  hand  could  be  removed.  I  re- 
member talking  in  1974  with  Stanley 
Pottinger,  one  of  the  affirmative-action 
hawks  in  the  Nixon  Administration, 
and  asking  him  whether  he  thought  the 
program  might  turn  out  to  be  perma- 
nent. He  seemed  startled  at  the  idea. 

So  what  changed  everything?  What 
has  made  affirmative  action  such  a 
well-ingrained  part  of  American  law? 

A  critical  turning  point  came  in 
1971,  with  the  Supreme  Court  ruling  in 
Griggs  v.  Duke  Power.  After  this  prece- 
dent, the  world's  most  high-minded 
employer  could  still  be  charged  with 
discrimination  if  his  practices  turned 
out  to  have  a  "disparate  impact"  on 
women  or  minorities.  Since  all  deci- 
sions in  the  workplace,  the  world  of  ed- 


A- 


ucation  and  the  world  of  governmei 
have  disparate  impacts  on  sorr 
groups,  the  new  principle  made  poss 
ble,  indeed  guaranteed,  endless  litig; 
tion,  and  to  this  day  is  still  expandir 
the  regime  of  affirmative-action  law. 

The  Environmental  Protectio 
Agency  is  now  entangled  in  coi 
tentious  arguments  about  whether  tf 
emission  levels  in  some  permits  it  h; 
granted  have  disparate  impacts  in  m 
nority  neighborhoods.  Mass-trans 
decisions  are  increasingly  under  atta* 
on  similar  grounds.  The  Voting  Righ 
Act  of  1965  permits  states  to  bar  coi 
victed  felons  from  registering  to  vo 
for  five  years  after  their  release  fro 
prison;  a  Pennsylvania  state  court  w 
recently  arguing  about  whether  to  fc 
bid  all  disenfranchisement  of  felor 
m  given  that  it  has  had 
disparate  impact  < 
minorities,  who  a 
overrepresented  amo 
prisoners. 

Affirmative  actii 
today  has  two  bro 
bases  of  support  th 
seem  to  make  it  invin 
ble.  One  is  the  Ame 
can  establishment,  c 
fined  here  as  the  sizal 
population  of  corpor 
and  other  leaders  w 
understand  that  pref 
ences  are  problemati 
but  still  wish  to  be  se 
as  walking  the  last  rr 
for  social  justice.  T 
other  base  of  supp< 
comes  from  potent 
j  grievants  and 
lawyers  who  repress 
them.  And  so  the  cai 
I  get  ever  further  afi 
I  from  what  Pottin 
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It  was  the  kind  of  thing  Nisar  Chawdry  had  become  used  to  over  20  plus  years.  A  customer  wanted  our 


Composite  Polymers  Division  to  make  something  better.  In  this  case...  buttons.  Shirt  buttons,  blouse  buttons, 


jacket  buttons.  Buttons.  It  seems  the  client  needed  the  manufacturing  cycle  time  cut  by  35  to  40  percent,  and 


'while  you're  at  it"  make  the  buttons  more  heat  and  impact  resistant.  Merely  impossible  with  known  resins. 


slever  one  to  shy  from  a  challenge,  Nisar  and  his  team  developed  a  new  resin  that  not  only  met  their 


equirements,  but  makes  buttons  that  are  shinier  and  more  colorful  to  boot.  Ail  of  which  has  Nisar  grinning 


ke  a  schoolboy  Because,  when  you're  in  the  business  of  finding  solutions  for  your  customers,  you're  not  happy 


intil  you've  found  a  better  one.  Or  at  least,  so  say  the  people  of  Ashland.  ASHLAND 


THE   WHO    IN    HOW   THINGS  WORK' 


or  more  information  visit  us  on  the  Web  at  www.ashland.com 


_  6  film  All  «JE_AC  T1QN 


Six  Roads  to  Litigation 

The  Civil  Rights  Act  of  1964  overwhelmingly 
reflected  concerns  about  racial  injustices— 
which  now  have  a  lot  of  company. 


Race 


I  28.819 


Sex 


14,141 


National  origin 


Religion 
■  1,811 


7,108 


23,907 


17,007 

Number  of  individual 
charge  filings 

(fiscal  1999) 


Source:  The  US  Equal  Employment 
Opportunity  Commission. 


which  layoffs  must  mirror  a  company's 
overall  age  distribution. 

•  The  American-Arab  Anti-Dis- 
crimination Committee  has  gained 
substantial  support  in  Congress  for 
measures  to  repeal  the  1996  Anti-Ter- 
rorist Act,  which  allows  for  detention  of 
suspected  terrorists,  even  in  situations 
where  the  evidence  against  them  can- 
not be  made  public.  The  basic  logic 
propelling  this  repeal  drive:  The  anti- 
terrorist  law  has  a  disparate  impact  on 
Arabs  and  Muslims. 

It  is  easy  to  sympathize  with  many  of 
the  above  complainants  but  very  hard  to 
make  the  case  that  we  are  all  better  off 


ductive  years  left).  Is  t 
employer  not  supposed 
notice  all  this?  The  logic 
age-discrimination  statut) 
ignores  these  calculations, 
does  the  EEOC,  which  a^ 
ministers  the  law. 

The  EEOC  also  admini 
ters  the  law  protecting  tl 
disabled,  which  similarly  ii 
nores  the  costs  associati 
with  hiring  and  training  di 
abled  workers.  In  a  settll 
ment  with  the  agency,  Wi 
Mart  recently  hired  two  de 
men  for  warehouse  stockii 
and  unloading — and  will  pay  a  price 
an  accident  results. 

The  federal  Title  IX  program  ba 
sex  discrimination  in  spending  on  cc 
lege-level  sports  and  ignores  the  rath 
obvious  fact  that  males  are  more  ii 
terested  in  sports  than  females.  Tl 
law  can  come  down  hard  on  an  atl 
letics  department  but  cannot,  ala 
compel  the  public  to  buy  tickets  l 
field-hockey  games. 

Another  infirmity  of  governmei 
antidiscrimination  laws  is  their  stupef 
ing  complexity.  The  complexity  reflec 
the  difficulties  confronting  civil-righ 
officials  trying  to  write  regulations  th 


A  lot  of  discrimination  represents  not 
bigotry  but  self-interested  rationality. 


had  in  mind  in  1974. 

•  A  female  placekicker  who  had 
been  cut  from  the  Duke  University 
football  team  and  had  sued  the  univer- 
sity for  sex  discrimination  was  awarded 
$1  (yes,  that's  one  dollar)  in  compen- 
satory damages  and  $2  million  in  puni- 
tive damages,  after  an  October  trial  fea- 
turing conflicting  testimony  about  her 
kicking  ability. 

•  On  the  current  docket  of  the  U.S. 
Supreme  Court  is  a  case  brought  by  the 
State  of  Alabama,  appealing  from  a  U.S. 
District  Court  ruling  that  held  it  was 
"national  origin"  discrimination  to  re- 
quire that  tests  for  driver's  licenses  be 
taken  in  English.  Not  yet  clear  is 
whether  the  Supreme  Court  will  ad- 
dress the  background  issue  in  the  case: 
whether  citizens  have  a  right  to  receive 
state  services  in  any  language. 

•  In  October  the  U.S.  Court  of  Ap- 
peals for  the  9th  Circuit  ruled  that  pro- 
fessional golfer  Casey  Martin  was  enti- 
tled to  use  a  golf  cart  in  getting  from 
one  hole  to  another,  even  though  Pro- 
fessional Golfing  Association  rules  re- 
quire competitors  to  walk  the  course. 
Martin,  who  has  a  circulatory  disorder 
in  one  leg,  had  said  use  of  the  golf  cart 
would  be  a  "reasonable  accommoda- 
tion" under  the  Americans  with  Dis- 
abilities Act.  In  a  similar 
case,  the  7th  Circuit  had 
ruled  that  the  PGA  was 
entitled  to  set  any  stan- 
dards it  wished. 

•  In  September  a  U.S. 
district  court  in  New  York  rejected  the 
reverse-discrimination  complaint  of  sev- 
eral rejected  applicants  for  jobs  as  police 
officers  in  Suffolk  County.  Their  com- 
plaint was  that  the  test  was  too  easy  to 
pass  and  so  discriminatorily  failed  to  re- 
flect their  own  superior  policing  abilities. 

•  After  extensive  arm-twisting  by  the 
Equal  Employment  Opportunity  Com- 
mission, Phoenix  AlliedSignal  agreed  to 
distribute  $8  million  among  350  older 
workers  laid  off  in  a  downsizing.  As  evi- 
dence that  the  Age  Discrimination  in 
Employment  Act  had  been  violated,  the 
EEOC  noted  that  about  half  of  the  laid- 
off  workers  had  been  over  40.  Not  elab- 
orated by  the  agency  was  the  extent  to 


for  having  the  grievances  resolved  by  cur- 
rent antidiscrimination  laws.  Even  if  one 
sets  aside  the  absurdities  built  into  dis- 
parate-impact law,  the  rules  of  the  game 
suffer  from  several  huge  infirmities. 

For  openers,  they  do  not  acknowl- 
edge a  plain  home  truth  about  discrim- 
ination: Some  of  it  represents  irrational 
bigotry,  some  of  it  mere  self-interested 
rationality.  Age  discrimination  is  in- 
evitable because,  in  many  situations, 
older  hires  are  more  expensive  (because 
of  higher  pension-funding  costs), 
harder  to  train  (because  they  may  be 
less  malleable  than  younger  workers), 
and  less  able  to  make  a  payback  on  the 
training  (because  they  have  fewer  pro- 


are  anchored  in  unreality  and  yet  mu 
somehow  be  dealt  with  in  the  re| 
world.  The  other  day,  I  was  in  the  EEO 
Web  site  looking  at  its  material  on  tH 
Americans  with  Disabilities  Act.  I  hi 
the  "print"  key  when  I  got  to  the  defir 
ition  of  "disability" — and  then  watche 
in  dismay  as  my  inventory  of  paper  m 
reduced  by  48  pages.  Unable  to  stal 
plainly  what  constitutes  a  covered  dii 
ability,  the  EEOC  just  goes  on  and  o 
about  this  and  that  special  case — Hoi 
obese  do  you  have  to  be?  How  Ion 
since  you've  used  cocaine? — all  c 
which  still,  obviously,  leaves  thousand 
of  employers  wondering  about  thei 
own  special  cases.  I 
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Where  Billionaires 
Drive  Toyotas 


A  Chat  With  Mexico's  Vicente  Fox  Quesada 


BY  JAMES  W.  MICHAELS  WITH  DIRK  SMILLIE 


"NOTICE  THE  CARS,"  MY  MEXICAN  FRIENI 
instructed.  I  did.  They  were  mostly  small 
unpretentious.  This  was  curious  becaus 
we  were  driving  through  Lomas  de  Cha 
pultepec,  the  posh  residential  area  in  Mex 
ico  City,  where  pastel-toned  mansions  re 
mind  one  of  the  toniest  parts  of  Beverl 
Hills.  Where  were  the  Jags,  Porsches,  Met 
cedes,  Land  Rovers,  BMWs  that  throng  th 
streets  of  most  such  fancy  places? 

In  Mexico,  if  you've  got  it,  you  donj 
flaunt  it,  not  in  the  street.  In  the  backsed 
of  a  low-end  Toyota  may  slump  one  d 
Mexico's  many  billionaires.  This  is  a  coun 
try  where  the  police  and  the  crooks  ail 
often  the  same  people.  The  rich  live  ij 
fortresses.  Kidnappings  are  routine.  J 
spiffy  car  is  an  invitation  for  someone  ti 
shove  a  gun  in  your  face. 

Yet,  amid  crime,  corruption  and  povertj 
Mexico  is  in  the  midst  of  an  industrial  boon 
Output  is  up  7.5%  so  far  this  year,  exporf 
24%.  Mexico  was  an  economic  miracle  fa 
most  of  the  1960s  and  1970s  (see  chari 
p.  1 12)  and  is  becoming  one  again.  Now  it  i 
on  the  edge  of  another  miracle — maybe,  i 
On  Dec.  1  Vicente  Fox  Quesada,  58,  wi 
be  sworn  in  as  president  of  the  republic 
Now  Mexico  has  a  new  chance.  Its  econom 
fast  integrating  with  ours,  it  will,  over  th 
next  few  years,  offer  tremendous  opportu 
nities  to  investors.  In  an  interview  wit] 
FORBES  a  few  weeks  before  his  schedule^ 
inauguration,  Fox  made  a  bold  promise. 

"Let  me  tell  you  this,"  he  said  in  fluen 
but  heavily  accented  English.  "In  the  lod 
run  the  biggest  winner  in  Nafta  is  going  t< 
be  Mexico.  We  have  the  human  resources 
people  and  talent  that  the  U.S.  needs  t< 
keep  growing  at  4%." 

It  bodes  well  for  this  prospective  pari 
nership  that  Fox  is  a  clean,  new  broom,  ij 
a  fair  and  free  election  this  past  summer  h) 
beat  the  candidate  from  a  cabal  that  ha 
ruled  the  country  since  the  1920s,  the  Pai| 
tido  Revolucionario  Institucional,  a  coali 
tion  of  big  business,  labor  and  politica 
bosses.  His  opponent  was  well  intention© 
but  burdened  by  the  past.  For  decades  th| 
PRI  continually  broke  its  promises  to  vol 
ers  and  divided  the  spoils  among  its  sun 
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Within  the  4'/2  minutes  it  takes  to 
pump  a  tank  of  gas.  customers  see 
a  variety  of  attractive  promotions 
on  a  screen.  Then  touch  a  button  to 
print  out  valuable  coupons. 
Time  at  the  pump  doesn't  increase. 
Profits,  however,  do. 


Introducing  Ten  Square.  Now.  with 
the  touch  of  a  button,  consumers 
can  print  out  money-saving  coupons, 
incentive  programs  and  more  using 
existing  screens  on  gas  pumps.  ATMs 
and  other  point-of-sale  devices. 

It's  new. 

And  it  changes  everything. 

Consumers  get  added  value  with 
every  purchase.  Merchants  get  fresh 
new  sources  of  revenue.  And  a 
competitive  advantage  that  promotes 
customer  loyalty. 

For  more  information,  contact 
Ten  Square  at  1  -888-890-0004  or  visit 
merchants.tensquare.com. 
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v.  H  VICENTE  FOX 


porters.  Mexico  developed  economi- 
cally and  raised  a  rich  crop  of  billion- 
aires. But  per  capita  income  has  suf- 
fered under  a  succession  of  peso 
devaluations. 

"It's  very  sad,"  Fox  says,  slowly,  de- 
liberately. "We  don't  have  a  middle  class 
in  Mexico.  We  have  the  worst  distribu- 
tion of  income  in  the  world.  We  only 
compare  with  Africa." 

Consider  a  few  numbers:  In  a  popu- 
lation of  nearly  100  million  Mexicans 
there  are  only  about  100,000  brokerage 
accounts.  Only  one  Mexican  in  ten  has 
a  bank  account. 

It  may  sound  strange,  this  talk  of  re- 
distributing income,  coming  from  a 
politician  the  media  labels  as  "right 
wing.''  The  old  labels  don't  work  with  a 
person  like  Fox.  He  talks  facts,  not  ide- 
ology. Because  its  middle  class  is  so 
small,  poor  Mexico  has  failed  to  de- 
velop a  really  strong  internal  market;  its 
prosperity  is  entirely  dependent  on  ex- 
ports, a  good  portion  of  them  pro- 
duced in  the  border  plants  called 


maquiladoras.  Mexican  car  factories 
produced  1.6  million  vehicles  through 
October  of  this  year;  fewer  than  one  in 
four  stayed  in  Mexico. 

"My  administration  has  three 
strategic  objectives,"  Fox  says. 

"One:  growing  the  economy  at  7% 
and  getting  better  distribution  of  income 
while  we  do  so.  Two:  establishing  the  rule 
of  law,  justice.  We  will  launch  the  mother 
of  all  battles  against  corruption  and 
poverty.  Three:  human  development.  We 
are  going  to  make  a  rev- 
olution in  education 
and  health  care." 

All  politicians  talk 
this  way.  What  makes 
Fox  different  is  that  he 
comes  to  power  with 
few  obligations  to  the 
special  interests  who 
have  monopolized  the 
fruits  of  past  economic 
growth.  Even  in  his 
own  PAN  party  (Par- 
tido  Accion  Nacionai), 


generally  regarded  as  right  of  center, 
is  a  bit  of  an  outsider,  having  captur 
the  nomination  over  the  heads  of  t 
party  leaders.  A  businessman  before 
was  a  politician,  he  once  headed  Co< 
Cola's  highly  successful  Mexican  opei 
tions  and  later  ran  his  family's  ran 
and  smallish  bootmaking  business. 

Fox  owes  his  election  to  his  tow< 
ing  good  looks  and  populist  appeal,  p] 
a  huge  backlash  against  the  politic 
bosses  and  their  pals,  the  wealthy  "< 


Annual  Growth  in  GDP  by  Decade 


Once  a  fast  grower,  Mexico  slumped  in  the  early  1980s 
but  began  recovering  in  1999.  If  Fox  can  maintain  the 
momentum,  the  future  will  be  bright  again. 


Average  Annual  Growth  In  GDP 


6.5%  I    I  6.5% 


Source:  INEGI  (National 
Institute  of  Statistics, 
Geography  and  Informatics). 
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WITHOUT 
MEXICO,  THE 
U.S.  ECONOMY 
CAN'T 

CONTINUE  TO 
GROW  AT  4%. 


;aurs."  If  he  can  leverage  these  ad- 
itages,  Fox  may  be  able  to  implement 
>rms  that  (sometimes)  well-meaning 
decessors  only  talked  about. 
Will  Fox's  reforms  languish  as  has 
jpened  so  often  in  Mexico?  His  party 
only  38%  of  the  seats  in  Congress. 
is  best  hope  is  that  he  may  be  able 
;o  over  the  heads  of  the  pols  directly 
he  people.  He  admires  Ronald  Rea- 
i  and  has  some  of  Reagan's  appeal. 
Fox  sees  Mexico's  underlying  prob- 
i  as  this:  A  heavy-handed  government 


has  squelched  the  entre- 
preneurial energy  that  is 
inherent  in  the  people.  In 
Mexico  capital  has  flowed 
only  to  the  rich,  the  pols 
and  their  cronies.  The 
total  value  of  all  publicly 
held  companies  in  Mex- 
ico is  $144  billion,  but 
most  of  the  money  is  in 
just  12  stocks. 

Democratizing  the 
capital  markets  the  way 
the  U.S.  has  done  is  high  on  his  agenda. 
"We  are  going  to  make  stock  exchange 
capital  available  to  small  and  medium- 
size  businesses,"  he  says.  "We  want  to 
promote  the  opening  of  stock  exchange 
branches  at  the  state  level,  where  smaller 
businesses  can  raise  capital." 

Fox's  capital  market  agenda  draws 
heavily  on  a  study  of  Mexico's  weak 
capital  markets  by  John  Rhoads,  a  tal- 
ented, nonpolitical  Mexican  financial 
consultant  and  former  stockbroker. 
These  new  local  exchanges  would  be 


electronically  linked  to  a  central  Mexi- 
can market.  Thus  a  small  firm  in,  say, 
Oaxaca,  would  not  have  to  rely  on  local 
banks  for  financing  but  would  be  able 
to  tap  the  world — just  as  emerging 
companies  in  Israel  now  do.  Investors 
would  for  the  first  time  be  able  to  invest 
in  Mexican  up-and-comers. 

"I  have  a  heavy  commitment  to 
small  and  medium-size  companies," 
Fox  says,  "not  only  because  that's  where 
I  come  from,  but  because  that's  the 
only  way  we  have  to  create  the  jobs  we 
need:  1.3  million  every  year.  It  requires 
$150,000  in  capital  to  create  a  job  in  a 
big  company.  A  small  or  medium-size 
company  can  do  it  with  $20,000.  So 
that's  where  we  want  to  invest  the  lim- 
ited amount  of  capital  we  have. 

"Mexico  comes  from  decades  of 
governments  which  have  argued  that 
political  philosophy  was  the  way  to 
move  the  country.  Then  we  had  the 
technocrats,  Presidents  Zedillo  and 
Salinas,  who  concentrated  on  macro- 
economics. That's  getting  things  back- 


The  American  Stock  Exchange 

congratulates 

American  Technical  Ceramics  Corp.  (amk) 
Chase  Corporation  (ccf) 
FTI  Consulting,  Inc.  (fcn) 
Measurement  Specialties,  Inc.  flviss) 
Northern  Technologies  International  Corporation  (nti) 
Opinion  Research  Corporation  (opi) 
Richton  International  Corporation  (rht) 
Saga  Communications,  inc.  (sga) 
United-Guardian,  Inc.  (ug) 

on  their  inclusion  in  the 
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.A  CHAT  W I TH  JQCJE  N  If  f  0  X 

ward:  In  macroeconomics  you  don't 
have  to  eat.  To  eat  you  need  revenues, 
you  need  jobs  and  you  need  a  huge, 
marvelous  army  of  small  producers." 

That  sounds  Schumpeterian,  but  re- 
member, Fox  is  also  a  populist.  He  has 
already  offended  orthodox  supply- 
siders  by  calling  for  tax  increases.  He 
defends  this  by  saying  that  government 
revenues  are  insufficient  to  fund  neces- 
sary spending  on  education  and  public 
health.  He  says  tax  revenues  are  11%  of 
gross  domestic  product  versus  25%  in 
the  U.S.  and  30%  in  Europe. 

Specifically,  Fox  wants  to  extend  the 
15%  value-added  tax,  which  presently 
exempts  food  and  medical  services  and 
virtually  exempts  transportation.  Lift- 
ing these  exemptions,  he  says,  would 
eventually  add  about  5  or  6  percentage 
points  to  the  government's  share  of  the 
economy  and  fund  big  increases  in 
health  and  education.  He  would  soften 
the  blow  with  a  rebate  to  people  in  the 
lowest  20%  income  bracket. 

Selling  that  painful  tax  increase  to 
Congress  and  the  people  is  going  to  be 
tough.  Talk  about  the  mother  of  all  bat- 
tles. However,  the  current  situation  in 
Mexico  does  buy  him  time.  Inflation  this 
year  will  be  below  9%,  down  from  12%. 
Real  growth  will  be  7%,  up  from  4%. 
No  short-term  debt  maturities  threaten 
the  peso.  Direct  foreign  investment — in 
plants  and  machinery — has  trebled 
since  1993.  Only  the  U.S.,  Canada  and 
China  attracted  more  direct  investment 
dollars  last  year  than  Mexico. 

"People  and  talent,"  Fox  repeats. 
"That  is  Mexico's  true  competitive  ad- 
vantage in  world  trade."  He  has  the 
heady  feeling  that  the  people  are  with 
him  even  if  the  politicians  aren't.  "We 
have  now  reached  real  democracy  in 
Mexico  after  71  years,"  he  says  proudly. 
"We  have  the  checks  and  balances  we 
didn't  have  in  the  past,  and  these  give  us 
the  moral  authority  to  confront  crime, 
corruption  and  the  narco  traffic." 

When  more  small  Mexican  entre- 
preneurs can  afford  cars,  maybe  the 
rich  folks  in  Lomas  de  Chapultepec  will 
feel  safer  taking  their  Porsches  out  of 
the  garage.  (For  a  takt  on  Mexican 
stocks,  sec  p.  318.)  F 


Split  Screen 

Imagine  if  Rupert  Murdoch 
and  the  New  York  Times  Co. 
shared  ownership  of  CNBC. 
Now  think  Canada. 

BY  NATHAN  VARDI 

SOMEHOW  CANADA  MANAGED  TO 
triple  its  benchmark  equity  index 
over  the  past  decade  without, 
until  a  year  ago,  all-day  financial  cable 
programming.  There  was  no  Canadian 
CNBC  to  propel  the  Toronto  Stock  Ex- 
change into  "positive  territory." 

The  Globe  and  Mail,  Canada's  tra- 
ditional national  newspaper,  put  an  end 
to  that  terrible  drought  with  Report  on 
Business  Television,  named  after  the 
daily's  financial  section  and  amusingly 
acronymed  ROB  TV.  Now  the  country's 
charismatically  challenged  research  an- 
alysts have  their  own  platform  from 
which  to  flog  penny  mining  stocks  and 
moose  pastures  ("They're  drilling  right 
now!").  But  the  network  itself  might  be 
the  most  interesting  play. 

Caught  amid  a  slew  of  blockbuster 
media  deals,  ROB  TV  became  co-owned 
by  bitter  rivals  in  late  October.  Half  is 
held  by  the  arm  of  telecommunications 
concern  BCE,  soon  to  control  the  Globe 
and  Mail  the  nation's  largest  commer- 
cial television  network  (CTV)  and  Sym- 
patico,  the  largest  Internet  portal. 

The  other  half  belongs 
to  Can  West  Global  Com- 
munications, owner  of 
Global  Television,  Canada's 
third-biggest  TV  network. 
CanWest  is  also  on  the 
verge  of  obtaining  a  50% 
stake  in  the  National  Post, 
the  Globe's  fierce  two-year- 
old  rival. 

These  are  wild  days  of 
consolidation  in  Canada. 
Kenneth  Thomson,  Can- 
ada's richest  man,  ceded 
control  of  the  Globe  to  BCE, 
creating  a  S2.6  billion  sub- 
sidiary. BCE,  led  by  former 


Nortel  chief  Jean  Monl 
bought  CTV  for  $1.8  billic 
earlier  this  year.  This  sur 
mer  CanWest,  controlled  1 
Winnipeg's  Asper  fami 
agreed  to  shell  out  S2.3  b 
lion  for  most  of  Conn 
Black  s  Hollinger,  the  cou 
try's  largest  newspaper  cha] 
Earlier,  CanWest  bought  t 
Globe's  former  partner  in  ROB  TV. 

The  Asper  family  wants  to  buy 
of  ROB  TV  and  rename  it  National  Pc 
Television.  Such  a  move  would  be 
dagger  in  the  heart  of  the  Globe.  T 
Aspers  have  launched  a  legal  effort 
wrest  control.  Both  sides  will  likely  fig 
to  the  death.  Standing  in  the  wings. 
Edward  (Ted)  Rogers,  who  has  asser 
bled  Canada's  largest  wireless  and  cat 
franchise  and  is  now  looking  to  acqui 
content.  His  Rogers  Communicatio 
(FORBES,  Oct.  30)  is  seeking  to  partn 
with  CanWest  on  a  number  of  ve 
tures,  including,  possibly,  ROB  TV. 

National  regulators,  aghast  that  t 
Globe  and  Post  might  be  linked  in  a 
way,  have  forced  CanWest  to  put 
stake  in  ROB  TV  in  a  trust  until  eith 
one  of  the  parties  washes  its  hands 
the  network.  "What  will  happen 
someone  wants  to  change  our  nar 
down  the  road?"  ponders  anchor  J 
Velshi,  the  closest  thing  Canada  has 
CNBC  host  Ron  Insana.  "I  really  do: 
know.  I  guess  we  will  have  to  cover  i 
If  they  can  fit  that  mouthful 
media  players  on  a  Teleprompter. 
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Ali  Velshi's 
newsroom 
has  become 
a  battleground. 
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The  markets  have  consumed  many  a 
CFO  without  a  sound  financial  strategy. 

Ernst  &  Young  can  help  you  escape  the  fate  of  those 
ill-prepared  for  the  New  Economy.  We'll  work  with  you 
to  refine  your  financial  strategies,  establish  online 
trust,  help  prepare  for  a  merger,  acquisition  or  the 
successful  launch  of  an  IPO,  all  while  implementing 
innovative  tax  strategies.  Who  knows,  with  our 
help  building  lasting  financial  value,  maybe  you'll 
get  to  be  the  800,000  pound  gorilla  someday. 
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IMPORTANT:  |  your  printing  output  should  never  be  put  at  risk. 
Dependable  printing  output  depends  on  DEPENDABLE  DIGITAL™ 
printing  solutions  from  Ricoh. 
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BY  DYAN  MACHAN 

Forget  the  Champagne 

Drug  use  is  down  to  the  point  where  it  wasn't  even  an  issue  in  the 
presidential  campaign.  So  why  is  Joe  Califano  fuming? 


YOU  MIGHT  THINK  JOSEPH  A.  CALIFANO  JR.  WOULD  BE 
gloating  these  days  about  the  drug  problem.  Califano, 
69,  is  the  former  Carter  cabinet  member  who  is  now 
arguably  the  number  one  authority  on  drugs,  not  to  mention 
the  most  quoted.  The  number  of  Americans  using  illicit 
drugs  is  down  41%  since  1979.  Marijuana  use  among  teens  is 
finally  leveling  off.  Drug-related  crime?  Way  down.  The  fact 
that  we  heard  virtually  nothing  about  drugs  during  the  pres- 
idential campaign  means  we  must  not  have  a  problem. 


Time  to  break  out  the  champagne  and  celebrate?  t 
for  Califano,  who  wants  sandwiches  in  his  New  York  ofl 
and  has  plenty  to  be  glum  about.  He  is  quick  with  depn 
ing  statistics.  A  1998  study  found  that  of  the  nation's 
million  prisoners,  80%  are  there  due  to  alcohol-  or  drug- 
lated  crimes.  Of  these,  1.2  million  are  substance  abus> 
and  most  are  not  getting  treatment.  Most  are  going  to 
released  someday. 

And  yes,  while  teen  drug  use  may  have  peaked,  55°A 
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KNOWS 


They  know  that  by  using  Abuzz  technology  on  their  Web  site  they  can  offer  their  members 
access  to  a  network  of  people  with  specific  information  and  points  of  view.  That  these  people  are 
intelligent,  entertaining,  opinionated  and  thoughtful.  They  also  know  Abuzz  is  the  ideal  ask, 
answer,  discussion  network  to  connect  these  people  instantly  to  other  people  who  want  to  share 
what  they  know.  Everything  from  how  to  manage  a  portfolio  to  finding  a  good  stockbroker. 
Better  yet,  what  CNBC.com  will  soon  know  is  that  Abuzz  can  help  improve  user  loyalty  and 
site  stickiness  while  increasing  page  views.  To  see  for  yourself  how  Abuzz  works,  visit 
CNBC.com/community,  or  contact  timmurphy@abuzz.com  to  become  a  partner  in  this  new 
network.  Now  you  know. 


at  CNBG.com 


imes  Digital.  CNBC  is  a  registered  trademark  of  the  National  Broadcasting  Company,  Inc. 
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If  it's  part  of  a  focused  strategy, 
your  people  embrace  it, 

your  customers  buy  it  and 
your  technology  supports  it... 

OllG  idea  can  take  you 
where  you  want  to  go. 

From  innovation  to  execution, 
our  people  deliver. 


Once  just  an  unpro- 
nounceable publisher 
in  the  Netherlands, 
VNU  has  tapped  into 
the  hottest  U.S.  media 
sector:  inside  dope. 

BY  LEIGH  GALLAGHER 

THE  AIRY  LOBBY  OF  MAN- 
hattan's  770  Broadway  is 
bustling  with  fashionable 
young  editors  and  assistants 
who  scurry  through  the  re- 
volving doors,  passing  by  suited  ad 
execs  attached  to  their  cell  phones  and 
design  types  toting  portfolios.  The 
scene  is  right  out  of  Conde  Nast  or  Ha- 
chette  Filipacchi. 

But  the  chic  downtown  digs  are 
home  to  such  titles  as  Convenience  Store 
News,  Beverage  Aisle  and  Contemporary 
Long  Term  Care.  The  renovated  build- 
ing is  the  U.S.  outpost  of  VNU,  once  a 
sleepy  Dutch  publishing  firm,  and  sym- 
bolizes what  in  the  past  year  has  been 
the  leading  acquirer  in  the  unglam- 
orous  but  suddenly  very  hot  field  of 
trade  publishing. 

It's  a  business  whose  margins 
ought  to  make  Si  Newhouse  envious: 
20%  to  25%  for  these  niche  publica- 
tions, compared  with  15%  to  20%  for 
consumer  magazines  and  10%  to  15% 
for  newspapers. 

Trades  are  seeing  a  flurry  of  activity. 
In  August  DLJ  Merchant  Banking 
agreed  to  pay  $900  million  to  buyout 
firm  Hellman  &  Friedman  for  Ad- 
vanstar  Communications,  whose  103 
publications  and  101  trade  shows  serve 
such  sectors  as  pharmaceuticals,  travel 
and  fashion;  weeks  later,  Penton  Media 
acquired  Duke  Communications,  a 
Colorado-based  trade  publisher,  for 
$150  million.  In  July  VNU  shelled  out 
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50  million  for  the  U.S.  assets  of 
Her  Freeman,  the  nation's  second- 
*est  trade  show  producer  and  pub- 
ler.  All  told,  merger  activity  in  the 
;iness-to-business  publishing  sector 
ched  $5.8  billion  in  the  third  quar- 
— six  times  the  amount  in  the  same 
■iod  last  year  and  accounting  for 
ire  than  three-fourths  of  overall  pub- 
ling  activity  for  the  quarter,  accord- 
j  to  the  Jordan  Edmiston  Group. 
Why  now?  Spending  on  trade 
dia  and  trade  shows  rose  7.5%  to 
3.1  billion  last  year  and  has  been 
>wing  at  a  rate  of  8.2%  since  1995, 
king  it  one  of  the  media  industry's 
ilthiest  sectors,  says  media  merchant 
ik  Veronis  Suhler.  Consolidation  has 
de  the  surviving  magazines  more  of 
mist-read,  and  publishers  are  nar- 
ving  their  rosters  in  order  to  drill 
;p  into  the  industries  they've  kept, 
lassing  valuable  databases  and  Web 
ivery  channels  in  the  process. 
VNU's  reinvention  is  shedding 
/er-margin  businesses  for  more  prof- 
Die  ones.  In  the  process  it  is  quickly 
:oming  more  U.S.  than  Dutch.  As  re- 
ltly  as  1992,  75%  of  VNU's  revenues 
ne  from  Belgium  and  the  Nether- 
ids  and  80%  from  consumer  pub- 
ling  and  printing;  this  year,  50%  of 
$2.8  billion  in  sales  will  come  from 


the  U.S.  More  significandy,  business  in- 
formation, 20%  of  revenues  in  1992, 
will  be  60%  this  year. 

Founded  through  a  merger  in  1964, 
VNU  had  consumer  magazines,  news- 
papers and  a  printing  business;  the  last, 
especially,  was  a  margin  drag.  In  1993 
VNU  shed  printing  and  began  focusing 
on  business-to-business  publishing  in 
Europe;  in  1994  it  gained  its  first  real 
foothold  in  the  U.S.  with  the  $220  mil- 
lion purchase  of  BPI  Communications, 
parent  of  media  and  entertainment 
trade  properties  Billboard,  Adweek  and 
the  Hollywood  Reporter. 

In  doing  so  it  also  picked  up  Gerald 
Hobbs,  a  Queens,  N.Y.  native  who  had 
built  BPI  from  a  small-time  publisher  to 
a  narrowly  focused  media-information 
business.  Hobbs,  58,  soon  became  chief 
executive  of  VNU's  U.S.  operations;  in 
March  1998  he  was  named  to  the  board 
of  VNU  NV  (it  dropped  the  tangled 
Verenigde  Nederlandse  Uitgeversbedri- 
jven  NV  two  years  ago).  These  days 
Hobbs  is  solely  entrusted  with  the  ag- 
gressive U.S.  expansion  plans. 

"This  is  about  must-have,  need-to- 
know  information,"  says  Hobbs,  who 
learned  in  the  early  days  at  BPI  that  sub- 
scribers and  advertisers  pay  handsomely 
for  valuable  sales-tracking  information: 
In  addition  to  magazines  and  trade 


shows,  BPI  provided  sales  information 
through  Soundscan,  which  tracks  music 
sales  at  retail,  and  Broadcast  Data  Sys- 
tems, a  monitor  of  radio  play.  Billboard 
published  a  weekly  compilation  in  its  fa- 
mous charts;  but  the  data  behind  the 
charts  were  even  more  valuable. 

Data  allowed  BPI  to  find  early  (and 
rare)  profits  in  Web  content:  In  1993  it 
uploaded  all  of  its  data  to  the  Internet 
and  launched  a  successful  paid-sub- 
scription model.  Later,  when  it  decided 
to  add  advertising,  that  revenue  was  in- 
cremental, pushing  net  margins  of  its 
Internet  business  up  to  50%. 

This  market-research  component 
still  separates  VNU  from  its  competi- 
tors. In  October  1999  it  made  its  biggest 
acquisition,  paying  $2.7  billion  for  tele- 
vision-ratings firm  Nielsen  Media  Re- 
search and  its  stake  in  Web  tracking 
arm,  Net-Ratings.  In  1997  it  purchased 
the  National  Research  Group,  a  market 
research  firm  for  the  film  industry. 

Hobbs  is  reinventing  VNU  along  the 
Billboard  model:  with  depth.  With  the 
Miller  Freeman  acquisition,  for  example, 
VNU  now  has  a  deep  presence  in  the  re- 
tail jewelry  industry;  it  owns  the  leading 
magazine,  National  Jeweler,  and  its  ac- 
companying trade  show.  VNU  has  devel- 
oped a  version  of  Soundscan  to  track 
book  sales,  which  will  complement  its 


Trading  Up 

VNU's  Gerald  Hobbs  has 
some  formidable  new 
competition  in  a  man  who 
is  no  stranger  to  the  events 
fray.  Fredric  Rosen,  57,  the 
blustery  entrepreneur  who 
spent  16  years  building  up 
Ticketmaster  before  selling  it  to 
Barry  Diller's  USA  Networks  in 
1998,  became  chief  executive  in 
March  of  Key3Media.  It's  a 
spinoff  of  Softbank's  Ziff  Davis  trade-show  business  that  in- 
cludes the  flagship  Comdex  computer  fest  and  some  60  oth- 
ers (but  no  publishing  assets). 

"It's  an  industry  that  I  think  had  been  looked  at  as 
old-world,"  Rosen  says.  "People  saw  face-to-face  marketing 
as  disappearing;  I  thought  if  would  only  get  bigger  because 


that's  who  we  are  as  human  beings." 
He  compares  it  with  cable  networks 
and  wants  to  convince  investors  that 
Key3Media  should  trade  like  one. 
"Cable  channels  are  all  niche  market- 
ing. It's  people  with  similar  interest 
and  similar  community— that's  what  a 
trade  show  is." 

So  far,  so  good:  Rosen,  who 
parted  ways  with  Diller  two  years  ago 
—  there  were  reports  of  a  tiff— now 
sits  atop  a  new  public  entity  with  a 
market  capitalization  of  $775  million. 
Any  sense  of  vindication  after  the  Ticketmaster  exit?  "It  was 
never  like  that,"  he  says.  "The  issue  we  had  was  about 
money— once  [Diller]  paid  a  fair  price,  there  was  no  bad 
blood."  Is  he  happier  now?  "I've  been  independent  and  a 
CEO  all  my  life,"  he  says.  "It's  hard  to  go  be  in  anyone  else's 
movie."  — L.G. 


Just  the  ticket: 
Fredric  Rosen  bets 
on  high  touch. 


FORBES"  December  1 1,  2000  !25 


VNU 

recent  addition  of  Kirkus  Reviews. 

Says  Hobbs:  "They're  good  businesses 
in  themselves,  but  when  you  put  them 
together  you  have  the  chance  to  make 
one  plus  one  equal  five."  Or,  as  Chair- 
man Robert  van  den  Bergh  puts  it,  "The 
more  information  you  can  provide  [to 
your  customers] ,  the  better  grip  you  have 
on  them." 

The  data  business  also  insulates 
VNU  from  the  cyclicity  of  advertising. 
Analysts  recently  lowered  ratings  on 
ad-dependent  media  properties  like 
Viacom  and  Disney  on  fears  that  2001 
will  see  a  slowdown  thanks  to  dot-com 
fallout  and  the  lack  of  an  election,  an 
Olympics  or  a  new  millennium.  Busi- 
nesses will  need  VNU's  information  to 
survive,  Hobbs  reasons. 

The  Miller  Freeman  purchase  also 
renders  VNU  the  second-largest  trade 
show  firm  in  the  U.S.  (behind  another 
Dutch  firm,  Reed  Elsevier).  Trade 
shows  are  even  more  profitable  than 
publications:  Since  they  book  payments 
in  advance,  exhibition  companies  work 


on  their  customers'  money.  Pretax  mar- 
gins can  approach  50% — yet  most 
trade  shows  are  still  owned  and  run  by 
small  independent  operators  or  indus- 
try associations.  This  area,  too,  is  draw- 
ing interest  from  well-known  players 
(see  box,  p.  125). 

VNU's  strategy  seems  to  be  paying 
off.  In  the  first  half  of  2000  revenues 
grew  21%  to  $1.3  billion;  operating  in- 


come grew  as  much  to  $272  million. 
Even  better,  operating  margins,  19%  in 
1998,  should  hit  23%  this  year  and  25% 
by  2002.  But  VNU  faces  challenges 
ahead:  It  needs  to  assemble  its  various 
moving  parts  and  at  the  same  time 
move  quickly  to  acquire  the  best  assets 
in  a  rapidly  consolidating  market.  The 
trade-publishing  sector's  growth  and 
margins  are  sure  to  draw  increased  in- 


terest from  financial  buyers  like  Wasser- 
stein  Perella  and  Thomas  H.  Lee,  whc 
are  on  the  prowl  in  the  sector.  Com' 
petitors  like  Reed  Elsevier  (whose  Cah 
ners  publishing  unit  owns  Hollywoot 
Reporter's  archrival,  Variety)  and  Pen 
ton  Media,  which  owns  the  robust  In 
ternet  World  trade  show,  want  to  gob 
ble  up  more  assets,  too. 

Meantime,  Adweek  staffers  are  stil 


getting  to  know  their  Frozen  Food  Agt 
colleagues  under  their  new  commoi 
roof.  Outside  the  fancy  offices  VNU  hai 
skimped  on  the  signage;  employees  an 
used  to  having  to  explain  the  company 
when  they  tell  people  what  they  do 
"We  like  to  keep  a  low  profile,"  sayi 
Hobbs.  He  pauses,  then  adds,  "But 
think  the  market  has  recognized  ; 
pretty  good  game  plan."  f 


"The  more  information  you  provide,  the 
better  grip  you  have  on  customers."  J 


IF  OPPORTUNITY  KNOCKS 


\  Man  on 
[Tie  Move 

ermany's  venerable 
enkel,  now  preparing 
)  exit  chemicals,  is 
loking  for  another  U.S. 
cquisition  to  help  build 
s  brands  globally. 

LAWRENCE  MINARD 

JLRICH  LEHNER  RAN  LAST  MONTH'S 
New  York  City  Marathon  in  good 
time.  Arm  in  arm  with  his  29-year- 
i  son,  Markus,  Lehner  finished  in 
lours,  3  minutes  and  14  seconds. 
Lehner,  54,  is  also  moving  fast  in 
nerica  with  the  company  he  runs, 
;rmany's  Henkel  KGaA.  Having  sig- 
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portunity  isn't  always  in  your  own  backyard.  It  can  be  in  a  different  country.  It  can  be  a  different  industry.  At  Credit  Suisse  First  Boston, 
help  our  clients  take  advantage  of  global  opportunities.  We  helped  France  Telecom  expand  its  global  reach  with  the  acquisition  of 
inge  pic.  We  advised  the  Commonwealth  of  Australia  on  the  landmark  privatization  IPO  and  secondary  offering  of  Telstra.  And  we 
Hewlett-Packard's  first  global  bond.  What  we  do  is  empower  our  clients  in  the  face  of  change,  creating  a  bridge  between 
jortunity  and  success.  CREDIT  SUISSE  FIRST  BOSTON. 


EMPOWERING  CHANGE. 


HENKJtL.. 


naled  its  intention  to  sell  its  once-core 
specialty  chemicals  division,  Cognis, 
Henkel  could  finance  a  bid  for  Clairol, 
the  $2  billion  (revenues)  hair  care  and 
beauty-products  division  of  Bristol- 
Myers  Squibb. 

In  May  Lehner  became  chief  execu- 


tive of  the  $11.4  billion  (revenues) 
combine  founded  in  1876  by  Fritz 
Henkel  and  still  controlled  by  his  heirs. 
The  14-year  company  veteran  contin- 
ues a  realigning  and  streamlining  that 
Henkel  has  managed  better  than  most 
old-line  German  conglomerates.  But 
there  is  a  serious  problem.  The  branded 
cosmetics,  toiletries  and  detergents 
businesses  it  wants  to  remain  in  are 
global  in  scope  and  scale  and  are  domi- 


nated by  the  much  larger  and  more 
profitable  Procter  &  Gamble  and  by  the 
Anglo/Dutch  Unilever. 

In  sharp  contrast  to  these  rivals, 
Henkel  is  still  largely  a  German,  or,  at 
best,  European  operation.  Although 
Henkel  employs  59,000  people  in  75 


countries,  70%  of  its  sales  and  85%  of  its 
operating  earnings  last  year  came  from 
Europe.  Despite  some  important  U.S. 
acquisitions  by  Lehner's  able  predeces- 
sor, Hans-Dietrich  Winkhaus,  Henkel 
books  just  17%  of  its  sales  and  10%  of 
operating  earnings  in  North  America. 
Asia?  Just  8%  of  sales,  and  no  earnings. 

Lacking  the  worldwide  manufactur- 
ing, marketing  and  distribution 
economies  of  scale  enjoyed  by  P&G  and 


Unilever,  and  crimped  by  Europea 
labor  laws  and  taxation,  Henkel  ha 
been  a  distinctly  less  profitable  coir 
pany.  Unilever  earned  6.8%  after  taxe 
last  year;  P&G  did  8.9%.  Henkel?  It  nel 
ted  less  than  3.2%. 

Lehner  is  aware  of  the  problem.  "1 
globalize  our  businesses  is  our  top  prion 
ity,"  he  was  saying  at  the  Dusseldorf  e* 
ecutive  offices  the  day  after  he  succeede 
Winkhaus.  His  goal:  to  boost  Henkel 
North  American  and  Asian  contributior 
to  sales  to  35%  and  15%,  respectively. 

It's  a  tall  order,  Lehner  acknow 
edges.  "It  can  be  done  only  with  acqui 
sitions  on  top  of  internal  growth." 

That's  where  Clairol  comes  in. 

Bristol-Myers  Squibb  has  said  that 
wants  to  sell  Clairol,  and  Lehner  woul 
love  to  add  its  products  and  distribu 
tion  channels  to  Henkel's  cosmetic 
and  toiletries  division,  which  rank) 
only  eleventh  in  global  market  shar« 
"Our  target,"  says  Lehner,  "is  to  be 
come  number  five." 

A  successful  bid  for  Clairol  woul 


"To  globalize  our  business  is  our 
top  priority.  It  can  be  done  only  with 
acquisitions  on  top  of  internal  growth." 


INTERNET  TRAFFIC  AFFECTS  AUSTRALIA' 


AFFECTS  SHIPBUILDING  IN  SOUTH  KORE4 
WITHIN  ALL  OF  THIS  IS  AN  OPPORTUNITY 


©Copyright  2000  Credit  Suisse  First  Boston  Corp.  AH  rights  reserved. 


Dtstrap  Henkel  overnight  to  seventh 
ce,  just  behind  Estee  Lauder.  But 
drol  won't  come  cheap.  Likely  price 
ige:  $4  billion  to  $6  billion.  Because 
Henkel  family  insists  on  controlling 
i  company's  voting  stock,  Henkel 
;sn't  have  an  attractive  currency  to 
r  for  its  acquisitions.  Doing  its  deals  in 
h  generates  goodwill  that  must  be 
ortized  against  earnings.  And  com- 
;  up  with  the  cash  strains  Henkel's 
ance  sheet.  The  company  already  has 
:  debt  of  $1.7  billion,  against  share- 
ders'  equity  of  $3.4  billion. 
Here's  where  Cognis  comes  in.  Its 
lical  industrial  earnings  have  been  a 
ig  on  the  parent's  stock  price,  but  the 
nkel  family  had  resisted  an  outright 
t.  Now  given  a  go-ahead,  Lehner  could 
>e  as  much  as  $3  billion  (before  taxes). 
To  come  up  with  the  rest  of  the 
mey  for  Clairol,  Lehner  could  bor- 
v  an  additional  $1.5  billion  or  so.  He 
ly  also  consider  selling  Henkel's  26% 
Iding  in  Clorox,  a  stake  worth  $1.6 
lion  after  taxes. 


Henkel's  detergents  operation,  now 
bringing  in  $2.5  billion,  was  the  business 
that  in  the  early  1900s  made  Henkel  a 
power  in  branded  consumer  goods  in 
Europe.  But  today  it  lags  the  interna- 
tional leaders.  Innovative  new  prod- 
ucts— no-mess  detergent  tablets,  for  ex- 
ample, and  a  clever  home  dry-cleaning 
system — will  help  get  a  bigger  share.  But 
as  Lehner  stresses,  going  head-to-head 
against  P&G  and  Unilever  in  the  mature 
U.S.  market  is  a  game  that  Henkel  can- 
not win.  Look  instead  for  it  to  fight  for 
share  in  the  growth  markets  of  Latin 
America  and  Asia.  Lehner,  who  worked 
in  Hong  Kong  from  1991  to  1994  devel- 
oping Henkel's  Asia/Pacific  op- 
erations, vows:  "China  will  be  a 
very  important  global  market 
for  us." 

Meantime,  the  earnings 
jewel  in  Henkel's  crown  is  an- 
other $2.5  billion  business:  ad- 
hesives.  Henkel  has  long  been 
a  leader  in  Europe.  Winkhaus 
made  it  a  global  player  in  1997 


when  Henkel  bought  the  U.S.'  Loctite. 
Henkel  has  since  added  Manco  (Duck 
brand  duct  tape)  and  the  adhesives 
business  of  Dexter  Corp.  Another  busi- 
ness with  global  promise:  industrial  hy- 
giene. A  key  holding  here  is  25%  of 
Ecolab,  worth  about  $1  billion.  Lehner 
would  probably  like  to  buy  the  rest  of 
Ecolab  but  is  prohibited  by  a  standstill 
agreement  in  force  until  2008. 

Analysts  estimate  Henkel's  earnings 
per  share  will  jump  24%  this  year,  14% 
next  year.  There's  internal  incentive: 
Lehner  has  extended  the  stock  option 
program  to  900  managers,  up  from  120 
when  he  took  charge.  F 


Not  Cutting  Edge 

One  business  Henkel  KGaA  is  not  in  is  cutlery. 
There's  room  for  confusion  because  a  popular 
line  of  knives  is  produced  by  J. A.  Henckels, 
which  is  headquartered  only  a  few  miles  away 
in  Diisseldorf  and  is  sometimes  misspelled 
Henkels  in  advertisements  in  the  U.S. 


CREDIT 
SUISSE 


FIRST 
BOSTON 


EAL  ESTATE 


ND  SOMEWHERE 


www.csfb.com 


y  a  truly  global  bank  can  help  you  take  advantage  of  opportunities  on  a  truly  global  scale.  At  Credit  Suisse  First  Boston, 
empower  our  clients  to  leverage  opportunity  no  matter  where  in  the  world  it  occurs.  And  our  expertise  spans  an  enormous  range 
ldustries,  from  manufacturing  and  information  technology  to  everything  in  between.  Because  in  today's  market,  you  simply  can't 
rd  to  let  a  little  thing  like  geography  get  in  your  way.  CREDIT  SUISSE  FIRST  BOSTON. 


EMPOWERING  CHANGE. 


VEHICLE  SKID  CONTROL  A  slick  road.  A  blind  curve.  And  in  a  split  second,  the  Laws  of  P 
Vehicle  Skid  Control  (VSC)  kicks  in.  Sensors  monitor  wheel  speed,  acceleration  and  decele 
to  throttle  down.  And  you  breathe  a  sigh  of  relief  as  the  curve  is  safely  behind  you.  Avalon,  wit 


on  XLS  model  onfi 


rating  in  the  medium  passenger  car  category  for  the  rear-seat  passenger  in  a  side  impact,  in  test  conduc 


you.  Your  stomach  drops,  your  heart  races,  time  stands  still.  But  in  that  same  split  second, 
t,  brakes  pulse  at  rapid-fire  speed  to  help  prevent  wheel  lock-up.  Signals  command  the  engine 
ve-star  government  crash-test  rating.**  So  much  for  physics.  <55?) TOYOTA AVALON 

'.V    '  ''      -'SmW^"  '  :  .'    '    -  ■ 

way  Traffic  Safety  Administration,  January  2000.  www.toyota.com  •  l-800-go-toyota  ©2000  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  who  love  you. 


Name  Games 


For  NBA  and  NHL 

teams,  the  hot  revenue 
source  is  no  longer  just 
TV  income  or  ticket 
prices.  It's  what  big 
corporate  sponsorships 
you  can  bag. 

BY  KURT  BADENHAUSEN 
WITH  ROBERT  STANFL 


WHICH  PRO  BASKETBALL  AND 
hockey  teams  will  be  able  to  afford 
the  Michael  Jordans  and  Wayne 
Gretzkys  of  the  future? 

Increasingly,  it's  going  to  be 
those  that  can  ink  lucrative  cor- 
porate sponsorship  deals  in  new 
arenas.  The  reason  is  that  atten- 
dance at  National  Basketball  As- 
sociation and  National  Hockey 
League  games  has  been  flat  for  the 
past  four  years.  Ticket  revenue 
growth  is  slowing,  in  part  because 
fans  are  choking  on  the  prices,  an 


average  $51  for  basketball  am 
$48  for  hockey.  Television  rat 
ings  for  the  NBA  have  been  in 
downward  spiral  the  past  sev 
eral  years,  while  the  NHL's  rat 
ings  have  remained  low. 

But  arena  sponsorship  rev 
enue  is  going  through  the  rool 
It's  more  than  doubled  over  th 
past  three  seasons  to  $358  mil 
lion.  That's  still  tiny  compare< 
with  the  $2.2  billion  in  ticket  an< 
suite  revenue  and  the  $1.3  billioi 
for  television.  But  that's  becaus 
the  concept  of  specifically  de 
signing  arenas  to  allow  corpora 
tions  multiple  ways  to  show  of 
their  products  and  promote  thei 
brand  names  is  new.  As  a  result 


132     FORBES"  Decern  ei  11,2000 


Hyundai  Electronics: 

Creating  a  Friendlier  Digital  World 


■ 


While  others  concentrate  their  efforts  merely  on  making  digital  products, 
one  company  is  Puilding  the  foundation  of  a  new  digital  world.  At  Hyundai 
Electronics,  we've  long  been  a  leader  in  semiconductors,  and  now  we're 
bringing  new  digital  technology  to  the  world.  Through  specialization 
and  an  innovative  management  system,  Hyundai  Electronics  is  building 
the  digital  world  you've  always  wanted  to  live  in,  Hyundai  Electronics. 
Welcome  to  the  friendly  future. 


Semiconductor  LCD  Communications 


•HYUNDAI 

ELECTRONICS 


J^AIVLVALUAnDNSiNHL  &  NBA 


most  teams  do  not  have  the  type  of  fa- 
cility necessary  to  attract  big  sponsor- 
ship bucks.  For  example,  at  the  conclu- 
sion of  the  1999-2000  season  nine 
arenas  were  less  than  three  years  old. 
By  2003  at  least  six  more  new  facilities 
will  have  opened,  virtually  guarantee- 
ing their  teams  lucrative  corporate 
sponsorships  that  can  run  as  high  as 


$20  million  a  year. 

Explains  Dean  Bonham,  whose 
Denver  consultancy  advises  big  corpo- 
rations like  Ericsson  and  Qwest  on 
where  to  get  the  most  bang  for  their 
sponsorship  buck:  "Today  advertising  is 
done  more  with  a  rifle  than  a  shotgun. 
And  for  sheer  impressions,  sporting 
arenas  offer  the  best  opportunity  to 


build  brand  awareness." 

The  Staples  Center  in  Los  Angeles 
which  opened  in  1999  and  is  home  tc 
basketball's  Lakers  and  Clippers  and 
hockey's  Kings,  for  instance,  is  con] 
trolled  by  billionaire  Philip  Anschutz 
who  owns  the  Kings  and  has  a  minority 
interest  in  the  Lakers.  Sure,  the  world 
champion  Lakers  draw  big  crowds 


Sponsorship  revenue  at  new  arenas  boosted  hockey  franchise  values  by  an  average 
10%.  Among  the  teams  that  raked  in  the  most  from  corporate  heavyweights  last 
season  were  the  Maple  Leafs  (Air  Canada),  Kings  (Pac  Bell)  and  Avalanche  (Pepsi). 


CURRENT 
VALUE' 
(SMIL) 


$263 


ONE-YEAR 
CHANGE 
IN  VALUE 


12% 


240 


216 


217 


14 


12 


10 


263 


35 


198 


197 


191 


182 


163 


23 


22 


21 


160 


47 


147 


141 


15 


139 


57% 


29 


60 


68 


34 


REVENUES 
(SMIL) 


$97.6 


OPERATING 
INCOME3 
(SMIL) 


$-1.4 


PRINCIPAL  OWNER(S) 


Cablevision  Systems 


88.9 


80.7 


77.6 


84.4 


82.3 


22 


59 


70.4 


73.5 


41 


78 


24 


21 


63 


72.7 


62.5 


63.9 


3.2 


Comcast 


2.0 


Michael  Hitch 


15.9        Jeremy  Jacobs 


17.5 


Steve  Stavro 


3.4 


12.4 


12.7 


2.1 


0.9 


Stanley  Kroenke 


William  Wirtz 


Molson  Companies  Ltd 


Thomas  0  Hicks 


YankeeNets 


8.4 


Philip  Anschutz,  Edward  Roski  Jr 


64.0 


0.2 


61.3 


40.7 


H  Wayne  Huizenga 


3.4 


5.4 


George  Gund,  Gordon  Gund 


Charles  Wang,  Sanjay  Kumar 


138 


NA 


44 


59.9 


15.9 


Time  Warner4 


136 


71 


56.5 


-5.9 


Stanley  Kroenke 


134 


132 


129 


Mighty  Ducks  of  Anaheim 


116 


107 


-7 


66 


48.8 


-10.5 


Theodore  Leonsis,  Jonathan  Ledecky 


33 


17 


-1 


31 


47 


57.5 


3.2 


Mario  Lemieux 


51.6 


8.6 


Craig  L  Leipold 


-7.5 


Walt  Disney  Co 


44.6 


-5.1 


106 


97 


99 


45.5 


-11.3 


82 


48.6 


-10.1 


86 


84 


82 


79 


Edmonton  Oilers 


League  averages 


70 


41.9 


-6.3 


46.7 


61 


14 


63 


41.2 


45.4 


-2.1 


-2.3 


-2.4 


William  Davidson 


John  McCaw  Jr 


John  Rigas 


Richard  Burke5 


Rod  Bryden 


Ronald  Bremner6 


Peter  Karmanos  Jr 


77 


59 


40.4 


3.6 


Edmonton  Investors  Group 


Revenues  and  operating  income  are  for  1999-2000  season.  NA  not  applicable.  'Value  of  team,  without  deduction  for  debt  (other  than  arena  debt)  -Includes  arena  debt.  Earning! 
before  interest,  taxes  and  depreciation.  Acquisition  by  AOL  pending.  5Sale  to  Steve  Ellman  pending.  6Ownership  comprises  nine  limited  partners  Bremner  is  CEO 
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is  not  being  afraid  even  if  you're  vulnerable. 


Is  there  someone  who  understands  how  frightening  a  situation  can  be?  Someone  who 


believes  fear  can  be  dismantled  when  we  are  armed  with  confidence?  Is  there  an  insurance 


company  that  is  consistently  rated  superior  by  independent  rating  services  -  a  company 


with  a  147  year  history  of  providing  strength  in  the  face  of  uncertainty?  Without  Question. 


Without  Question.  ^StRllli 

Property  and  Liability  Insurance 


For  more  information  contact  your  independent  insurance  agent  or  broker  or  visit  www.stpaul.com. 


Trust 


Proud  sponsor  of  the  PGA  TOUR  West  Coast  Swing,  coming  January  2001 


SPEED  CLIMBING  EL  CAPITAM 

TEAMING  ACROSS  MULTIPLE  DISCIPLINES 

TO  IMPLEMENT  A  COST-EFFICIENT 
YET  FLEXIBLE  GAS  SUPPLY  MODEL 
SAVING  MUNICIPALITIES  A  BUNDLE 

^  whatever  gets  those  endorphins  going  J- 


We  admit  it.  At  Dynegy,  we're  opportunity  junkies.  Living  for  the  rush  of  turning  the  complexities  of  th< 
marketplace  into  upside  for  our  clients.  For  example,  using  our  expertise  to  create  a  virtual  storage 
capability  so  a  western  city  can  save  on  unbundled  natural  gas  costs.  Cool  stuff  like  that.  Our  business  i 
to  market,  generate,  deliver  and  manage  energy  (and  now  broadband)  for  our  clients.  We  do  it  with 
unmatched  market  savvy.  A  work  ethic  second  to  none.  A  contempt  for  canned  solutions.  And  we  do  it  wel 
In  just  15  years,  we've  become  a  company  with  revenues  topping  $22  billion  and  we're  now  included 
on  the  S&P  500.  All  of  which  makes  Dynegy  (NYSE:  DYN)  a  company  worth  watching.  Presumably  for  som 
opportunities  of  your  own.  . Enjoy  the 
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which  allowed  them  to  rake  in  $58  mil- 
lion in  gate  and  club  seat  revenue  last 
season. 

But  the  cash  that  Anschutz  gets  from 
corporate  sponsorship  at  Staples  Center 
is  what  puts  his  teams  head  and  shoul- 
ders above  the  competition  (see  tables). 
Forget  the  20-year,  $116  million  nam- 


ing-rights  deal  Anschutz  signed  with  of- 
fice-supply retailer  Staples  three  years 
ago.  These  days  almost  every  building 
in  sports  is  named  after  a  company. 

It's  inside  the  arena  where  Anschutz 
makes  his  gravy  by  signing  up  ten 
"founding"  sponsors  to  multiyear  deals 
paying  $2-$3  million  a  year.  New  rev- 


enues from  the  arena  are  the  reason  th 
Lakers  could  recently  sign  star  Lake 
center  Shaquille  O'Neal  to  a  three-yea 
$88.5  million  contract  extension.  An 
schutz  figured  he  could  maximize  ren 
enues  by  limiting  the  number  of  spoil 
sors  in  the  arena.  For  example,  Bank  c 
America  has  ATMs  and  online  bankin 


Rich  sponsorship  deals  and  luxury  suites  that  lease  for  up  to  $450,000  per  year 
allowed  the  NBA's  three  most  valuable  teams  to  earn  over  $115  million  last  year 
combined.  The  other  26  teams  in  the  league  earned  a  total  of  $47  million. 


CURRENT 
VALUE1 
(SMIL) 


$395 


360 


314 


272 


252 


ONE-YEAR 
CHANGE 
IN  VALUE 


18% 


28 


236 


233 


232 


226 


31 


38% 


15 


10 


55 


10 


30 


25 


19 


REVENUES 
(SMIL) 


$152.0 


OPERATING 
INCOME1 
(SMIL) 


PRINCIPAL  OWNER  (S) 


$30.7      Cablevision  Systems 


133.2 


36.6      Jerry  H  Buss 


112.2 


48.2      Jerry  Reinsdorf 


97.3 


-12.8      Paul  Allen 


96.8 


90.6 


86.3 


86.1 


87.0 


16.5      Jerry  Colangelo 


11.6      William  Davidson 


6.5  Comcast 


0.9 


5.2 


Herbert  Simon.  Melvin  Simon 


Larry  Miller 


225 


39 


82 


899 


9.7     I  Micky  Arison 


212 


13 


44 


81.5 


12.4      publicly  traded  partnership 


210 


53 


75.0 


-6.1  AbePollin 


206 


23 


19 


79.4 


-1.0      Leslie  Alexander 


189 


187 


12 


21 


67.4 


-1.4      Peter  Holt 


39 


74.7 


6.7      Ackerley  Group 


185 


68.6 


-2.0      George  Gund,  Gordon  Gund 


184 


23 


33 


70.8 


-1.8      Time  Warner4 


179 


78 


78.0 


8.7 


YankeeNets 


178 


175 


18 


36 


71.3 


2.8      Gavin  Maloof,  Joseph  Maloof 


42 


39 


67.5 


-2.7      Stanley  Kroenke 


169 


16 


12 


168 


20 


67 


167 


19 


64 


165 


33 


70.4 


5.8      Glen  Taylor 


67.2 


6.0      Christopher  Cohan 


59.7 


-6.7      Mark  Cuban 


66.0 


0.2      Richard  DeVos 


154 


50 


61.8 


11.5      Donald  T  Sterling 


148 


93 


61.5 


144 


35 


57.8 


1.2      Steve  Stavro 


-2.1      George  Shinn.  Ray  Wooldridge 


131 


18 


19 


54.7 


-13.0      Herbert  H  Kohl 


118 


-7 


68 


51.3 


-8.5      Michael  Heisley 


League  averages 


Revenues  and  operating  income  are  for  1999-2000  season.  'Value  of  team,  without  deduction  for  debt  (other  than  arena  debt),  includes  arena  debt  'Earnings  before  interest, 
taxes  and  depreciation.  Acquisition  by  AOL  pending. 
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er  100  European  destinations. 


There's  no  better  way  to  fly. 

©  Lufthansa 

A  STAR  ALLIANCE  MEMBER  v 

r 


Uptown  ; 


;ing  Denver  and  Phoenix  service  March  25,  2001. 

roducing  Washington  -  Berlin  and  Los  Angeles-  Munich  nonstop  service. 

.ufthansa  or  Star  Alliance  members,  United  Airlines  or  Austrian  Airlines,  and  you  can  accrue  or  redeem  miles  in  either 

sa  Miles  &  More"  or  United  Mileage  Plus;  in  accordance  with  Ihe  terms  and  conditions  of  the  programs.  Lufthansa  Miles  &  More 

rs  earn  2,500  bonus  miles  when  booKIng  their  Lufthansa  flight  via  our  website  for  travel  through  March  31,  2001. 


4fr 


The  world  has  gotten 
smaller.  You  have  to  reach 
your  clients,  colleagues 
and  partners  as  quickly  as 
possible.  Our  job  is  to  get 
you  there  comfortably  and 
hassle-free.  And  we  do. 
We  fly  nonstop  from  14*  . 
U.S.  cities  to  Europe, 
where  we  serve  over  100 
destinations.  With  our 
Star  Alliance  partner, 
United  Airlines,  we  can 
take  you  from  almost 
anywhere  in  the  U.S.  to 
almost  everywhere  in 
Europe  you  have  to  be. 
For  reservations,  call  your 
travel  agent,  call  Lufthansa 
at  800  645-3880  or  visit 
www.lufthansa-usa.com 
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Escape 


Indulge 


The  isolated  and  luxurious  Pangkor 
Laut  Estates  at  Marina  Bay  -  nestled 
on  the  private  island  of  Pangkor  Laut 

off  the  West  coast  of  Peninsular 
Malaysia  -  beckon  you  to  experience 
the  serenity  and  exoticism  of  South- 

East  Asia's  past.  Each  of  the  lush 
compound's  nine  elegantly  appointed 

estates  harken  back  to  a  time  of 
contemplative  simplicity  and  opulent 
tranquility.  Located  in  a  2-million- 
year-old  rainforest  with  top  diving 
and  superb  cuisine,  this  tropical 
haven  has  served  as  a  paradise 
away  from  home  to  such  travel 
connoisseurs  as  Luciano  Pavarotti 
and  Jodie  Foster. 

Pangkor  Laut  Estates 

at  marina  bay 

For  information  about  the  serenity  and 
value  of  Marina  Bay.  call  0 1 1  -605-699- 1 1 00 

OR  TOLL  FREE  IN  THE  us.  877-757-5288 

e-mail:  marinabay.ytlhp@ytl.com.my 
www.marinabayestates.com 


services  at  the  Staples  Center.  Not  to 
mention  the  Bank  of  America  Chair- 
man's Room,  open  at  half  time  only  to 
fans  who  pay  $1,200  each  for  floor 
seats.  It's  one  of  the  hottest  tickets  in 
town.  Where  else  can  you  sip  apple 
martinis  alongside  the  likes  of  Jack 
Nicholson,  Dustin  Hoffman  and  Den- 
zel  Washington? 

No  wonder  the  value  of  the  Lakers 
shot  up  28%,  to  $360  million,  while  the 
Kings  soared  47%  to  $160  million. 

Like  the  Staples  Center,  the  other 
new  arenas  taking  the  biggest  advantage 
of  corporate  sponsorships  also  house 
multiple  teams.  Again,  it's  basic  eco- 
nomics. The  more  teams,  the  more 
games.  The  more  games,  the  more  po- 
tential customers. 

This  holds  true  for  teams  that  do 
not  play  in  big  markets  as  well.  Time 
Warner  owns  Philips  Arena  in  Atlanta, 
which  opened  last  season,  as  well  as  the 
two  teams  that  play  there,  basketball's 
Hawks  and  hockey's  Thrashers.  Philips 
Arena  raked  in  $18  million  in  sponsor- 
ship revenue  last  year.  Philips  Electron- 


ics will  spend  $182  million  over 
years  to  plaster  its  name  on  the  buil 
ing,  which  is  the  largest  naming-righ 
deal  for  any  arena.  As  part  of  the  de 
Time  Warner  agreed  to  buy  Philip 
light  bulbs,  security  system,  turnstile 
routers,  interactive  TVs  and  broadcas 
ing  system  for  the  arena. 

Says  James  McFalls,  a  marketing  e 
ecutive  at  Philips,  "When  we  looked 
this  sponsorship  opportunity  and  sa 
how  many  events  there  were  going  to  I 
here  during  the  year,  we  saw  it  as  a  gre 
opportunity  to  enhance  the  Philij 
name.  After  one  year  our  surveys  sho 
big  boost  to  our  brand  awareness." 

Of  course  the  deal  has  also  made  bot 
teams  a  lot  richer.  Philips  Arena's  revenu 
last  season  was  ten  times  more  than  tt 
Hawks'  previous  home,  the  Omni. 

After  just  one  season  FORBES'  ca 
culations  show  the  Thrashers  to  t 
worth  $138  million.  Expansion  righj 
to  the  club  went  for  $80  million  i 
1997.  The  Hawks  are  valued  at  $lcj 
million,  23%  more  than  when  the 
played  in  the  Omni. 


Born  To  Be  Wild 


Minnesota  is  the  only  state  in  the  U.S.  where  people  feel  as  passionately  aboi 
hockey  as  Canadians  do.  High  school  hockey  tournaments  attract  moi 
spectators  than  some  major  league  baseball  teams.  Yet  until  this  seasc 
Minnesota  hadn't  had  an  NHL  team  since  1993,  when  then-owner  Norman  Gree 
moved  the  North  Stars  to  Dallas.  Citing  low  attendance  and  a  poor  arena  deal  at  th 
antiquated  Met  Center,  Green  claimed  he  had  no  choice  but  to  let  the  team  go  sout 
This  fall  the  NHL  returned  to  Minnesota  as  part  of  a  three-year,  four-team  e: 
pansion.  This  time  around  Minnesota's  hockey  team,  called  the  Wild,  should  quick 
become  one  of  the  most  valuable  teams  in  hockey  precisely  because  of  their  arer 
situation.  For  starters,  the  city  of  St.  Paul  financed  a  new  $130  million  arena,  reple 
with  66  executive  suites— for  annual  prices  of  $70,000  to  $140,000— and  2,80 
club  seats.  The  Wild  also  has  a  sweetheart  lease.  The  team  will  pay  roughly  $5  mi 
lion  a  year  in  rent,  but  some  of  that  will  be  offset  by  its  management  contract, 
gets  paid  $15,000  per  month  by  the  city  (with  potential  bonuses  exceedir 
$100,000  annually)  to  run  the  facility. 

Support  by  the  hockey  faithful  and  corporations  has  been  tremendous. 
The  Wild  will  reportedly  rake  in  $80  million  in 
naming-rights  fees  from  Xcel  Energy  over  the 
next  25  years— a  big  number  for  a  franchise  in 
an  arena  that  houses  only  one  professional 
team.  The  arena's  suites  have  all  been 
leased;  the  Wild's  season  opener  sold  out 
within  two  minutes;  and  the  team  is  fourth  in 
the  league  for  season-ticket  sales.      —Mary  Ellen  Egan 
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In  Ontario,  we're 
lobal  leaders  in  turning 
licroencapsulation  into 
very  big  business/' 

Cirillo  Jr.,  President,  3M  Canada 

Innovative  corporations  like  3M  consider  Ontario  an  ideal  environment  for  R&D 

and  manufacturing-intensive  industries.  •  Notes  Alex  Cirillo,  President,  "Our  research  scientists 
are  leading  the  company's  microencapsulation  efforts  worldwide  -  and  our  plant  in  London, 
Ontario,  is  the  first  anywhere  to  produce  3M's  full  line  of  controlled  release  delivery  products. 
Given  the  potential  proliferation  of  environmentally  friendly  applications,  such  as  the  use  of 
pheromones  instead  of  insecticides,  we  see  this  segment  of  our  business  as  a  tremendous 
growth  opportunity".  •  Indeed,  growth  has  been  the  watchword  for  3M  in  Ontario:  six  of  its 
seven  major  Canadian  manufacturing  facilities  are  located  here.  •  3M  cites  the  high  caliber  of 
our  workforce,  close  proximity  to  major  U.S.  markets  and  continental  free  trade  as  decisive 
factors.  •  Ontario  fosters  innovation.  Home  to  one  of  North  America's  top  academic  systems, 
two  thirds  of  the  new  jobs  created  here  over  the  last  10  years  have  been  in  knowledge  or 
technology  based  industries.  •  Further,  Ontario's  R&D  tax  credits  are  among  the  most 
generous  in  the  G-7.  •  If  you're  planning  to  go  big  -  or  even  very,  very  small,  put  us  to  the  test: 


www.2ontario.com 

1  800  819  8701 
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The  Future  s  Right  Here 


Dark  days:  A 
confident  Sky 
Dayton  and 
Jake  Winebaum 
believe  they  can 
lift  the  shadows. 


The  Eparty's  Over 


Ecompanies  was  one  of 
the  most  celebrated 
incubators,  but  its  high- 
profile  founders 
swallowed  their  own  p. 


BY  DOROTHY  POMERANTZ 

mm    mm  , 

HA  flH  weren't        a  bright  idea. 

"K  fourth  floor  offices 
■  W  H  of  technology  incubator 
mm  mm  Hf.co.  in  Santa 

Monica,  Calif,  were  decked  out  for 
Halloween  with  fake  cobwebs,  faux 
human  limbs  and  a  mini-graveyard  of 
Slyrofoam  tombstones  bearing  execu- 
s'  names. 


mmmmUm 


All  in  jest,  of  course.  But  the  sym- 
bolism hits  a  little  too  close  to  home 
now  that  the  Internet  investing  craze 
has  collapsed.  Eighteen  months  after  its 
splashy  birth,  Ecompanies  has  had  zero 
initial  public  offerings  and  has  seen  one 
of  its  14  companies,  Eparties,  fall  flat 
and  end  up  being  sold  to  Etoys  for 
stock  that  has  since  fallen  72%.  Ecom- 
panies has  taken  8  companies  from 
birth  to  the  outside  funding  stage,  but 


only  animated-progranj 
ming  site  Icebox  an| 
photo-sharing  site  Emend 
ries  have  actually  move 
into  their  own  building; 
US  Business  Exchange  anj 
Business.com  have  techn| 
tally  left  the  nest,  but  botj 
are  still  in  offices  leased  q 
Ecompanies.  There  coufl 
be  a  lot  more  tombston^ 
around  if  Ecompania 
doesn't  produce  some  su< 
cesses  soon. 

Ecompanies'  problen 
boils  down  to  the  sarrj 
strategic  flaw  shared  b| 
other  dead  or  dying  Intel 
net  outfits:  It  picks  compa 
nies  whose  revenue  mode) 
depend  mostly  on  advertis 
ing.  But  Ecompanies  com 
pounded  its  woes  in  othi 
ways.  It  came  late  to  th| 
business-to-consumer  Wa 
boom.  Its  throw-any- idea; 
against- the- wall -to-s« 
what-sticks  approach  led  i 
the  birth  of  some  rathe 
questionable  concepts. 

Of  all  the  overhyped  in 
cubators  launched  durinl 
the  heady  days  of  1 99$ 
Ecompanies  and  its  tw 
young  founders  seeme| 
like  a  sure  bet.  Scientolog 
devotee  Sky  Dayton,  25 
was  the  postpubescen 
founder  of  EarthLink,  oil 
of  the  most  successful  inde 
pendent  Internet  servid 
providers.  For  Dayton 
Ecompanies  was  a  chanc 
to  avenge  his  mistake  ii 
giving  away  too  much  equity  in  Earth 
Link  early  on.  Snowboarding  chun 
Jake  Winebaum,  41,  was  the  head  o 
Disney's  Internet  ventures  and  ha< 
been  founder  and  publisher  of  th 
magazines  FamilyFun  and  FamilyPC 
and  a  senior  marketing  executive  a 
U.S.  News  &  World  Report  before  that. 

For  Winebaum,  who  had  spent  hi 
career  reporting  to  Mortimer  Zucker 
man  and  Michael  Eisner,  it  was  an  op 
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LETTING  YOUF 


COMMERCE 

ONE. 


database  company  build  your  e-marketplace  is  one  way  to  make 
ogies  get  along.  Of  course,  then  your  e-marketplace  only  works  with 
others  of  its  kind.  Defeating  the  very  purpose  of  an  open,  virtual  marketplace. 

Our  architecture  supports  the  world's  largest  open  trading  community,  the 
Global  Trading  Web,'"along  with  truly  open  exchanges  like  Exostar  (the  aerospace 
e-marketplace  created  by  RaytheonV&AE  Systems,  Boeing,  and  Lockheed  Martin). 
Our  technology  works  with  therr  technology.  It  will  work  with  yours.  Get  experience. 
Get  it  riaht.  Visit  commercebne.com/emarketDlace3  or  call  877-?A1-RF51A 


As  the  world  's  third  largest  IT  sen  ices  company' and 
leading  IT  and  telecommunications  supplier,  Fujitsu 
has  188.000  employees  and  more  than  500 
companies  worldwide — including  Amdahl, 
DMR  Consulting,  1CL  Fujitsu  Network 
Communications,  and  @  nifty,  one  of 
the  world's  leading  Internet  Service 
Providers.  Our  professionals  have 
the  expertise  and  the  tools  to  help 
you  overcome  nearly  every 
business  challenge. 


NO  TWO  EYES  SEE  THE  SAME  WORLD. 

NO  TWO  BUSINESSES  ARE  IDENTICAL. 

AND  NOW  ONE  COMPANY  CREATES 
INTERNET  SOLUTIONS  UNIQUE  TO  YOU. 


Your  business  is  as  unique 


as  your  DNA,  which  is  why  at 
Fujitsu,  a  $50  billion  global  provider  of  IT  and  telecommunications  solutions,  we  approach 
every  Internet  challenge  individually.  With  60,000  IT  service  and  support  professionals  and 
operations  in  over  100  countries,  no  matter  where  you  are,  we're  right  at  your  side.  Observing 
your  business  from  your  perspective.  Understanding  your  objectives.  Responding  to  your 
customers.  And  selecting  from  our  complete  range  of  leading-edge  solutions  the  unique 
combination  that  will  deliver  tangible  business  results  for  your  business.  A  one-to-one  solution 
designed  specifically  for  you.  It's  not  just  the  way  we  conduct  business.  It's  in  our  genes. 

FUJITSU 

THE    P  0  S  S  I  B  !  L I T I  E  S    ARE  INFINITE 

www.fujitsu.com 

•Source:  IDC.  December  1999  Who  Will  be  Leading  the  Global  IT  Sen/ices  Industry  in  2000?  A  Competitive  Analysis  by  Mauro  Peres.  Sophie  Janne  Mayo 
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portunity  to  get  out  from  under  the 
corporate  shadow  and,  with  any  luck, 
cash  in  on  the  Internet  lottery. 

"Very  few  entrepreneurs  have  built 
multibillion-dollar  Internet  companies, 
and  Jake  and  I  are  two  of  them,"  Day- 
ton bragged  at  the  incubator's  forma- 
tion last  year.  Even  FORBES  crowed 
about  their  potential  (Dec.  13,  1999). 

The  duo  put  more  than  $20  mil- 
lion, their  own  money  and  Earth- 
Link's,  into  the  incubator,  and  raised 
another  $160  million  for  a  venture  cap- 
ital fund  from  such  luminaries  as  Dis- 
ney, Goldman  Sachs  and  Kohlberg 
Kravis  Roberts.  They  set  an  ambitious 
plan:  launching  an  Internet  company  a 
month  (or  week,  depending  on  whom 
they  were  talking  to).  Casting  them- 
selves as  "serial  entrepreneurs,"  they 
offered  new  companies  office  space 
and  expertise  in  areas  such  as  strategy, 
finance,  technology  and  marketing. 
The  incubatees  would  move  down  the 
assembly  line  until  they  popped  out, 
ready  to  go  into  hock. 

But  the  pair's  get-rich-quick  plans 
quickly  dissolved  into  quotidian 
headaches.  Their  first  flop  was  Eparties, 
an  idea  Winebaum  reportedly  got  from 
his  elementary-school  daughter  for  an 
online  invitation  site.  Ecompanies 
won't  discuss  Eparties'  revenue  figures, 
but  no  investors  showed  interest  in 
backing  it  before  the  carcass  was  sold 
last  summer  to  Etoys,  which  has  since 
obliterated  most  traces  of  the  site. 

"Starting  companies  is  brutally 
hard,"  says  Winebaum,  singing  a  dif- 
ferent tune  than  when  he  started.  "We 
knew  that  going  in.  We're  not  think- 
ing somehow  there's  some  way  to 
make  it  easy." 

Ecompanies  is  now  staking  much  of 
its  reputation,  and  investors'  money,  on 
Business.com.  Winebaum's  concept  is 
to  make  order  out  of  the  chaos 
of  business  information  on 
the  Internet  by  creating  a  mas- 
sive directory  of  information 
about  companies.  So  far  the 
site  has  received  more  atten- 
tion for  the  $7.5  million 
Ecompanies  shelled  out  last 
year  to  a  cyber-squatter  for  the 


►  By  the  Numbers 


Incubators  have  been  the  trendy  investment 
vehicle  du  jour,  but  is  the  money  well  spent? 


Cash  Ecompanies  invests 
into  each  incubating  company. 


Average  number  of  incubators  started 
every  month  between  January  1998  and 
June  2000. 

Minutes  per  month  the  average  user  spent 
on  Business.com  in  August. 

Sources:  Ecompanies;  State  of  the  Incubator  Marketspace  study. 
Harvard  Business  School:  Media  Metrix. 


domain  name  than  for  any  accomplish- 
ments. It's  hardly  a  unique  idea;  Of- 
fice.com,  AllBusiness.com  and  giant 
Yahoo  all  compete  for  the  same  eyeballs 
with  similar  offerings. 

Winebaum  spent  heavily  to  recruit 
and  hire  professional  journalists  to  staff 
the  site,  paying  at  least  $60,000  per  edi- 
tor and  even  more  to  lure  the  Wall 
Street  Journal's  Los  Angeles  bureau 
chief  to  be  the  "editor-in-chief,"  despite 
the  fact  that  most  of  the  work  involves 
cataloging  Internet  sites. 

Business.com  had  trouble  even  be- 
fore its  launch  in  June,  beginning  with 
the  search  engine  at  the  heart  of  the 
site.  The  job  was  entrusted  to  US  Inter- 
active, the  teetering  Internet  consulting 
outfit.  But  US  Interactive  botched  the 
job,  and  a  desperate  Winebaum  turned 
at  the  last  minute  to  23-year-old  James 
Gilliam,  a  techie  who  joined  Ecompa- 
nies from  Lycos.  Gilliam  put  in  several 
round-the-clock  days  to  patch  together 
the  search  engine.  Even  weeks  after  the 
launch,  typing  in  "AT&T"  returned  gob- 
bledygook,  because  the  engine  didn't 
recognize  the  ampersand. 

The  glitches  were  fixed,  but  there's 
doubt  about  Business.com's  appeal. 

"From  day  one,  the  notion  of  Busi- 
ness.com  has  not  brought  smiles  all 


The  pair's  get-rich- 
quick  plans  quickly 
dissolved  into 
quotidian  headaches. 


around,"  says  Charles  Rutstc 
research  director  at  Forres 
Research.  "I  can't  see  the  5 
getting  a  lot  of  repeat  traffic* 
But  Dayton  and  Winebai 
did  manage  to  attract  serious 
terest  in  Business.com,  fetch 
$61  million  in  equity  and  cc 
tent  deals  from  the  Financ 
Times,  Cahners  Business  Inf 
mation,  Primedia,  McGraw-E 
and  Winebaum's  old  boss,  M 
Zuckerman. 

The  deal  dilutes  Winebai 
and  Dayton,  but  whether  the  new 
vestors  will  fare  much  better  is  yet  to 
seen.  After  ranking  as  high  as  1 13th 
Media  Metrix's  ranking  of  the  1 58  m 
visited  business  and  financial  sites, 
plain-looking  Business.com,  whose  r 
enues  depend  entirely  on  ads,  has  sii 
tumbled  off  the  list.  The  site's  presidt 
and  general  manager  recently  resigr 
"to  pursue  other  options." 

Dayton  and  Winebaum  insist  thii 
couldn't  be  better,  and  they  have 
plans  to  adjust  their  business  strate 
Other  than  combining  the  venture  c; 
ital  fund  with  Evercore  Partners,  a  N 
York  investment  firm,  and  expandi 
into  a  new  "wireless  incubator"  venti 
funded  partly  by  Sprint,  they're  stayi 
the  course. 

"First  and  foremost,  we  fully  s 
pected  failure  in  our  model,"  s; 
Winebaum.  "If  every  single  thi 
worked,  there  wouldn't  be  a  challeng 
It  is  difficult  to  measure  Ecomr. 
nies'  financial  success,  if  any,  given  hi 
tight-lipped  the  incubator  is  abc 
numbers.  The  duo  claims  that  its  po 
folio  is  worth  $500  million,  based 
private  valuations  granted  to  the  8  c 
of  14  incubated  companies  that  hz 
received  outside  financing,  includi 
Efavorites,  Ememories  and  Icebox.  Tl 
is  an  awfully  high  number  consideri 
the  wrenching  drop  in  public  Inten 
companies.  But  they  offer  little  pro 
other  than  assertions.  None  of  th 
outside  investors  would  comment. 

Ever  the  optimist,  Dayton  is  u 
bowed  "We  started  with  a  great  kno\ 
edge  base  and  learned  a  tremendo 
amount  in  the  last  year,"  he  says. 
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For  more  information,  visit  www.jaguar.com/us. 


JAGUAR 

THE  ART  of  PERFORMANCE 


The  reason  everyone  looks  twice  before  crossing  the  street. 

Legendary  power  will  never  perform  more  elegantly.  Precise  handling  will  never  be  more 
sleekly  responsive.  And  you  will  never  be  compared  to  anyone  else  on  the  road. 


For  more  information,  call  1-800-4-IACUAR.  ©2001  Jaguar  Cars. 


Point  of  View  By  Steve  H.  Hanke 

The  Euro's  Rebound? 


MAYBE,  IUST  MAYBE,  THE  BEDRAGGLED 
euro  finally  will  pick  itself  off  the  floor.  That's 
what  you  hear  from  its  champions,  who  rub 
their  hands  over  a  slowing  economy  in  the  U.S. 
Sadly  for  them,  the  Continent's  new  common 
currency  has  as  little  chance  of  achieving  lasting  parity  with 
the  dollar  as  McDonald's  has  of  getting  a  four-star  Michelin 
rating. 

Why?  The  Europeans  and  many  members  of  the  finan- 
cial press  corps  remain  befuddled  about  the  reason  the  euro 
is  in  the  tank.  Economics  101  provides  an  answer.  In  today's 
world  of  liberalized  capital 
flows,  capital  is  sucked  out  of 
countries  with  relatively  low 
returns  and  flows  into  the 
countries  where  the  return  is 
relatively  high.  It's  simple. 

Shortly  after  the  euro's 
launch  on  Jan.  1,  1999,  I  pre- 
sented a  paper  at  a  colloquium 
in  Divonne,  France,  organized 
by  the  Foundation  for  Euro- 
pean Civilization.  My  thesis: 
The  euro  would  be  a  weak 
currency.  This  shocked  the 
distinguished  audience,  which 
included  Christian  Noyer,  vice 
president  of  the  European 
Central  Bank. 

After  all,  the  euro  had  started  out  at  $1.17  and  was  only 
slightly  down  (to  $1.10)  from  its  inaugural  level.  Yet  I  re- 
mained convinced  that  the  euro  would  drop  to  80  cents.  By 
the  time  I  penned  "Euroflop"  for  this  column  (Dec.  27, 
1999),  the  euro  had  fallen  to  $1.01.  Currently,  the  drooping 
euro,  after  repeated  interventions  by  the  ECB  to  prop  it  up,  is 
worth  86  cents,  slightly  above  its  alltime  low. 

The  U.S.  has  been  deregulating  and  freeing  up  its  econ- 
omy for  the  past  25  years.  This  has  enhanced  the  rate  of  re- 
turn on  capital  relative  to  Euroland.  No  surprise:  The  U.S. 
has  been  the  destination  for  a  lot  of  footloose  European 
funds — a  trend  that  has  been  around  long  before  the  euro 
was  born.  To  make  investments  in  the  U.S.,  Europeans  have 
had  to  sell  their  European  currencies  and  buy  dollars. 

No,  to  say  this  isn't  to  indulge  in  American  chest-beating. 
The  painstaking  green-eyeshade  work  of  Anthony  Norfield 


A  slowdown  in 
U.S.  profits  may 
buoy  the  euro  in 
the  short  term. 
Trouble  is,  the 
new  currency's 
weaknesses 
would  make  that 
temporary. 


and  his  team  at  the  ABN  AM. 
Bank  in  London  bears  me  o 
They  estimated  the  size  of  t 
total  stock  of  capital  in  the  L 
and  Euroland.  Then  they  es 
mated  the  gross  operati 
profit  (defined  as  earnings  t 
fore  interest,  taxes  and  depre 
ation)  in  both  locations  a: 
computed  the  rates  of  retu 
on  capital.  Relative  returns 
the  U.S.  have  been  higher  th 
in  Europe's  welfare  states  for  a  long  time  because  of  the  fre 
market  system  in  the  US.  And  the  gap  between  U.S.  and  E 
ropean  returns  has  widened  from  2.1%  in  1998  to  2.6%  tod. 

Deregulation  takes  time  to  work  its  wonders  but  the  i 
suits  are  noticeable  in  the  U.S.  Don't  blame  those  satar 
speculators  pushing  hot  money  around  for  the  transatlan 
tilt  westward.  Conservative  European  investors  looking  f 
relatively  good  long-term  returns  are  the  perpetrators. 

Euro  boosters  argue  that  this  gap  won't  last  long  becau 
the  euro  is  undervalued  vis-a-vis  its  purchasing  power.  B 
in  a  floating  exchange  rate  world  with  free  capital  flows,  pu 
chasing  power  and  other  measures  of  a  currency's  so-calL 
fundamental  value  are  nearly  meaningless.  Just  look  at  I 
poor  Canadian  dollar.  It  has  been  "undervalued"  against  t| 
greenback  for  years,  again  because  Canada's  European-st\ 
welfare  state  has  pushed  investment  capital  south. 

What  next  for  the  euro?  The  answer  is  axiomatic.  As  loi 
as  the  U.S.  stays  more  free-market  than  Europe,  the  euro  w 
continue  on  its  downward  trend  against  the  dollar. 

Sure,  with  our  economy  slowing,  estimates  of  expect« 
operating  profits  are  coming  down  in  the  U.S.  What  ei 
rophiles  fail  to  recognize  is  that  a  slowdown  is  under  way 
Europe,  too,  and  expected  operating  profits  are  falling.  Give 
the  fuzzy  nature  of  profit  estimates,  nobody  knows  if  profi 
will  fall  faster  in  the  U.S.  or  in  Euroland.  This  explains  wl 
the  speculators  remain  on  the  sidelines. 

While  the  trend  has  proven  to  be  your  friend  in  the  lor 
term,  dollar  versus  euro,  now  is  a  time  for  caution.  The  sho 
run  is  truly  too  fuzzy  to  merit  a  strong  call  one  way  or  tl 
other.  Keep  your  eye  on  estimates  for  profits  here  and  in  Ei 
rope.  If  expected  profits  in  the  U.S.  fall  more  rapidly  than  i 
Europe,  the  euro  could  get  a  short-term  bounce.  But  lor 
term?  Not  likely. 


Steve  H.  Hanke  is  a  professor  of  applied  economics  at  The  Johns  Hopkins  University 
of  the  Friedberg  Mercantile  Group.  Inc.  in  New  York.  Find  past  columns  at  www. 
your  .CueCat  device  on  the  cue  code  right)  to  take  you  there  instantly. 
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rhelnternetCoastWave 


By  Susan  Hensel  Dixon 

J  outh  Florida     The  InternetCoast  encompasses  three  Southeast  Florida       The  effort  to 

J  is  popping  up  /  brand  Palm  Beach, 

I  mrnnr^te  raHar     counties:  Palm  Beach,  Broward  and  Miami-Dade.     D       ,    , ... 

i  corporate  radar  Broward  and  Miami- 

id  computer  screens  all  "Tne  region's  newest  project  is  taking  Dade  Counties  as  the 

InternetCoast  is  not  the  result 

place  in  cyberspace. 


ier  the  world  as  a  hot  location 
r  technology-related  enterprises. 
ie  three-county  region  has  an  abun- 
ance  of  Internet-focused  resources 
id  an  established  network  for  inter- 
ational  trade.  It's  an  ideal  location  for 
ultinational  corporations,  technology 
novators,  service  providers  and  any 
her  type  of  business  looking  to  con- 
jct  to  global  markets  by  land,  sea,  air, 
rtellite  or  fiber-optic  cable. 
The  region  already  claims  the  title  of 
Dplication  Service  Provider  (ASP) 
apital  of  the  U.S.  Energized  by  growth 
the  Internet  industry,  Southeast 
orida  now  has  nearly  6,000  high-tech 
>mpanies,  33%  more  than  it  did  just 
ur  years  ago. 


"Until  very  recently,  South  Florida, 
especially  Miami,  was  not  viewed  as 
being  high-tech.  But  now  we're 
seeing  the  area  ranked  very  high  as 
one  of  the  top  centers  for  high  tech 
in  the  world,"  says  Frank  Nero,  pres- 
ident and  chief  executive  officer  of 
the  Beacon  Council,  Miami-Dade 
County's  economic  development 
agency.  The  Miami  area  ranked  fifth 
in  a  list  of  "The  World's  Top  20  Tele- 
com Hubs"  by  America's  Network 
Weekly  in  September.  Only  New  York 
City,  Tokyo,  London  and  Los  Angeles 
were  rated  higher. 


of  a  splashy  trend,  but  a  well-ground- 
ed cooperative  effort  among  technology 
companies,  trade  organizations,  eco- 
nomic development  groups,  government 
and  academia. 

Mark  Wyllie,  vice  president  and  gen- 
eral manager  of  Champion  Solutions 
Group  in  Boca  Raton,  serves  on  the 
InternetCoast  advisory  council.  As  the 
marketing  chair,  he  has  been  driving 
the  branding  effort  for  the  Internet- 
Coast  initiative  launched  last  year. 
"This  region  is  uniquely  poised  to 
become  known  as  a  worldwide  tech- 
nology and  Internet  hub,  and  it  offers 
significant  advantages  to  growing  or 
expanding  high-tech  businesses," 
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Champion  Solutions  Group,  head- 
quartered in  Boca  Raton,  Fla.,  has 
earned  a  reputation  as  one  of  the 
nation's  leading  providers  of  storage 
networking  and  technology  infra- 
structure solutions. 

Over  the  past  20  years,  Champion 
has  developed  proven  methodolo- 
gies for  managing,  storing  and 
accessing  increasing  volumes  of 
data  generated  in  daily  business 
routines.  Today  these  Champion 
skill  sets  are  becoming  increasingly 
important  as  businesses  with  limit- 
ed abilities  and  resources  confront 
data  storage  needs  that  industry 
experts  expect  to  double  annually. 

Champion's  strategic  alliances 
with  industry  leaders  such  as  IBM, 
AT&T,  Microsoft  and  Storage  @ccess 
help  ensure  best-of-breed  solutions 
for  our  clients.  Recently,  IBM  select- 
ed Champion  as  the  only  Florida 
location,  and  one  of  the  first  five 
sites  in  the  nation,  to  host  a  state- 
of-the-art  Storage  Area  Network 
(SAN)  Solution  Center. 

At  Champion  Solutions  Group, 
we're  continuing  to  respond  to  the 
technology  needs  of  businesses 
seeking  to  remain  efficient  and 
competitive  in  today's  marketplace. 

Champion  Solutions  Group 
791  Park  of  Commerce  Blvd. 
Boca  Raton,  FL  33487 
(800)  771-7000 
www.championsg.com 


CHAMPION 

SOLUTIONS  GROUP 


Southeast  Florida  offers  much  more  than  sun  and  surf  these  days.  It  is 
ranked  among  the  nation's  top  high-tech  regions. 


saysWyllie.  "The  InternetCoast  iden- 
tity is  designed  to  attract,  support 
and  grow  these  types  of  companies." 

Chaired  by  West  Palm  Beach  attor- 
ney Philip  Ward  III,  the  not-for-profit 
InternetCoast  consortium  now  has 
1,700  participants.  The  region's 
three  key  economic  development 
organizations  —  the  Business  Devel- 
opment Board  of  Palm  Beach  County, 
the  Broward  Alliance  and  the  Miami- 


Ruffin,  Jr.,  president  of  Ruffin,  Moyle  & 
Associates,  is  vice  chair,  and  Fred  Jack- 
son, business  development  executive 
for  the  IBM  Software  Group  serves  as 
secretary/treasurer. 

"We  like  to  compare  the  concept  of 
the  InternetCoast  organization  to  free- 
ware," says  Larry  Pelton,  president  of 
the  Business  Development  Board  of 
Palm  Beach  County.  "Everyone  who 
wants  to  be  involved  can  be  a  partici- 


"This  region  is  uniquely  poised  to  become  known  as  a 
worldwide  technology  and  Internet  hub,  and  it  offers 
significant  advantages  to  growing  or  expanding  high- 
tech businesses."  -  Mark  Wyllie,  Vice  President  and 
General  Manager  of  Champion  Solutions  Group  and 
InternetCoast  Marketing  Chair 


Dade  Beacon  Council  —  are  playing 
prominent  roles,  erasing  county  bor- 
derlines to  pursue  common  goals. 

Each  of  the  three  counties  has  equal 
representation  on  the  InternetCoast 
advisory  council,  with  major  players  like 
AT&T,  BellSouth  Business  Systems, 
Motorola,  Citrix  Systems  and  AutoNa- 
tion Direct.com  also  on  board.  John 


pant.  There  is  no  membership  fee. 
We're  trying  to  brand  the  region  as  a 
whole,  and  ownership  is  not  important." 

The  InternetCoast  initiative  has 
strong  support  from  the  region's  local 
and  state  legislators,  and  has  received 
an  assist  from  Florida's  governor.  A 
Cyber  Town  Meeting  with  Governor  Jeb 
Bush  and  the  IT  Task  Force  brought 


What's  In  A  Partnership? 


Everything.  The  best  partnerships  happen  when  people  work  together  to  find  the  right  solution.  EPIK 
Communications  is  dedicated  to  finding  flexible,  future-proof  solutions  to  help  your  business  grow.  We  deliver 
wholesale  bandwidth,  collocation,  wave  and  IP  services,  with  a  fast  15-day  on-net  provisioning  time.  Our  Southeast 
U.S.  network  is  fully  redundant,  offering  both  geo-diverse  architecture  and  99.997%  reliability,  and  utilizes  high- 
performance  solutions  from  Nortel  Networks.  And  our  OC-192  backbone  offers  long-haul  and  metro  solutions  to  get 
you  where  you  need  to  go.  Helping  you  grow  is  what  we're  all  about.  Call  407.482.8400  or  log  on  at  www.epik.net 


We  know  the  future  of  communications. 
We're  making  it  happen. 
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Scott  H.  Adams 
President 

Cenetec,  The  Technology 
Accelerator  Company 

A  founder  of  the  InternetCoast  ini- 
tiative, Scott  H.  Adams  exemplifies 
the  region's  energy  and  potential. 
Before  launching  Cenetec,  the  tech- 
nology accelerator  company,  he  grew 
Hiway  Technologies  from  a  back  bed- 
room startup  into  the  world's  largest 
Web-hosting  company.  In  1999,  he 
sold  the  company  to  Verio,  Inc. 

Today  he  shares  his  expertise  and 
vision  of  the  InternetCoast  as  fertile 
ground  at  the  helm  of  Cenetec.  The 
company  gives  pioneering  technolo- 
gy entrepreneurs  the  business 
resources,  expert  "brain  trust"  and 
capital  access  to  turn  leading-edge 
products  and  services  into  success- 
ful companies  at  Internet  speed. 
Cenetec  is  developing  a  series  of 
technology  accelerators,  with  the 
first  three  located  in  Boca  Raton, 
Miami  and  Gainsville,  Fla. 

Adams'  leadership  extends  to 
advancing  the  Internet  Age  by 
preparing  people  to  participate  in  its 
opportunities.  He  was  lead  donor  for 
Florida  Atlantic  University's  new 
Internet  Institute  that  encompasses 
academic  programs,  an  industry 
think  tank,  research  center  and 
clearinghouse. 

www.cenetec.com 

4950  Blue  Lake  Drive,  Suite  900 
Boca  Raton,  Florida  33431 
(561)  981-0200 


SOME  COLLEGES  AND 
UNIVERSITIES  SERVING 
THE  INTERNETCOAST 

Barry  University 

Broward  Community  College 

Florida  Atlantic  University 

Florida  International  University 

Florida  Memorial  College 

Lynn  University 

Miami-Dade  Community  College 
Northwood  University 
Nova  Southeastern  University 
Palm  Beach  Atlantic  College 
Palm  Beach  Community  College 
South  College 
St.  Thomas  University 
University  of  Miami 


attention  to  the  effort  earlier  in  the 
year.  "The  philosophy  of  the  Internet- 
Coast  is  now  the  philosophy  of  Florida," 
says  Richard  Rogers,  vice  president  of 
marketing  and  communications  for 
Cenetec,  a  Boca  Raton  business  accel- 
erator. "Government,  business  and  aca- 
demia  are  all  starting  to  work  together 
to  create  an  environment  for  technolo- 
gy job  growth." 

The  team  approach  is  transforming 
opinions  about  the  area's  viability  as  an 
international  IT  hub  because  it  tran- 
scends barriers  for  high-tech  companies 
looking  to  relocate  or  expand  in  the 
region.  "The  combined  effort  of  the 
three  economic  development  groups  is 
a  real  landmark  event  for  South  Flori- 
da," says  Nero.  "In  the  past,  there  has 
been  competition  between  the  coun- 


ties. Now,  for  the  first  time, 
we  are  cooperating  to  stim- 
ulate job  growth  and  invest- 
ment in  the  entire  region." 

"Since  we  started  work- 
ing collaboratively  with 
Miami-Dade  and  Palm 
Beach  Counties,  there  has 
been  a  paradigm  shift," 
says,  Mike  Langley,  chief 
executive  officer  of  Lang- 
ley  Resource  Group  and 
former  head  of  the  Broward 
Alliance.  "We  saw  that  we 
could  make  the  most 
progress  as  a  regional 
entity,  starting  with  a 
focus  on  technology.  We've 
now  reached  critical  mass 
in  the  number  of  technolo- 
gy companies  here,  and 
we're  expanding  our  coop- 
eration to  other  important 
regional  issues  including 
education,  transportation 
and  infrastructure. 
"While  tourism  and  service  jobs  will 
still  be  a  part  of  the  economy,  we're 
targeting  high-growth,  value-added 
jobs  that  pay  $35,000  and  above," 
Langley  continues.  "Since  we  seek  to 
add  dollars  to  our  economy,  we  are 
looking  for  companies  that  produce 
goods  and  services  for  markets 
beyond  the  InternetCoast." 

Capital  investment  in  Broward 
County  reached  $2.5  billion  in  1999, 
the  county's  best  year  ever.  Its  wage- 
earner  job  growth  exceeded  its  popu- 
lation growth  during  the  same  period. 
The  Business  Development  Board  of 
Palm  Beach  County  reports  more  than 
31,000  jobs  created  last  year.  And  in 
Miami-Dade  County  over  the  last  year, 
new  business  moves  and  expansions 
have  brought  in  more  than  $231  mil- 
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)n  in  new  capital  investment  and 
led  1.2  million  square  feet  of  com- 
ercial  space. 

Studies  of  the  areas'  growth  poten- 
al  predict  that  70%  of  new  jobs  in  the 


net  bandwidth  to  South  Florida  with  a 
Network  Access  Point  (NAP).  "We 
gathered  all  the  major  providers  togeth- 
er and  asked  them  to  consider  joining 
forces  to  build  a  NAP,"  says  Nero.  The 


"The  NAP  is  very  important  for  Southeast  Florida.  This 
area  is  a  natural  gateway  for  shipping  and  rail  traffic. 
Now,  in  addition  to  goods  and  services,  it's  trans- 
porting information."  -John  McClellan,  President  of 
EPIK  Communications 


)mmercial  and  industrial  sectors  will 
;  information  technology-  and  Inter- 
;t-related.  Health  care  and  medical 
chnology  jobs  will  account  for  most 

the  balance.  A  full  85%  of  new  jobs 
e  expected  to  be  generated  by  small 
jsinesses,  with  an  increased  number 

minority-  and  women-owned  compa- 
es  in  the  mix. 

AP  AWAKENS 

EW  ECONOMIC  ACTIVITY 

The  InternetCoast  initiative  has 
ready  accomplished  one  of  its  initial 
)jectives  —  bringing  increased  Inter- 


three-county  cooperative  effort  was  so 
successful,  in  fact,  that  two  major 
NAPs  will  be  operational  in  the  region 
by  year-end. 

The  NAP  of  the  Americas  in  Miami 
is  a  joint  project  of  major  telecom- 
munications companies  including 
AT&T  Cable  &  Wireless,  Global  Cross- 
ing, EPIK  Communications  and  more 
than  70  other  carriers. 

"The  NAP  is  very  important  for 
Southeast  Florida,"  says  John 
McClellan,  president  of  Orlando- 
based  EPIK  Communications.  "This 
area  is  a  natural  gateway  for  ship- 


studies  predict  that  nearly  70%  of  new  jobs  in  the  commercial  and  industri- 
al sectors  will  be  IT-  and  Internet-related. 


Wes  O'Brien 

President  and  Chief  Operating  Officer 
Precision  Response  Corporation 

With  over  18  years  of  experience  in 
customer  care,  Precision  Response 
Corporation  (PRC)  is  a  leading 
provider  of  integrated  customer  care 
solutions.  A  division  of  USA  Net- 
works, Inc.'s  Information  and  Ser- 
vices unit,  PRC  provides  a  fully  inte- 
grated mix  of  traditional  call  center 
and  e-commerce  customer  care  tech- 
nologies and  services  for  both  large 
corporations  and  high-growth,  Inter- 
net-focused companies. 

PRC's  powerful  Customer  Relation- 
ship Management  (CRM)  solution  con- 
nects all  customer  contact  channels 
into  one  central  point  of  contact  sup- 
ported by  a  robust,  centralized  data- 
base. The  prcnetcare.comSM  subsidiary 
integrates  interactive  communications 
capabilities,  such  as  telephone,  e-mail 
and  online  chat/ IP  telephony,  to  better 
support  e-commerce  and  CRM.  It  was 
the  first  service  to  provide  real-time 
live  customer  care  support  over  the 
Internet  via  the  "Click-to-Talk"  and 
"Click-to-Chat"  functions. 

With  over  10,000  employees  and  14 
multimedia  interaction  centers,  PRC 
delivers  the  technology  and  expertise 
necessary  to  support  any  company's 
customer  care  initiatives.  For  more 
information,  visit  www.prcnet.com. 
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Joe  James 

Chief  Executive  Officer 
esavio 

esavio  is  a  full-service  technology 
enabler  whose  IT  expertise  comple- 
ments the  strength  of  our  clients' 
business  strategies.  We  approach  e- 
business  challenges  by  focusing  on 
improving  performance  through  appli- 
cation development,  technology  infra- 
structure solutions  and  managed  serv- 
ices. Our  Linked  Delivery  Model 
ensures  holistic  solutions  because  we 
implement  what  we  plan  and  support 
what  we  implement. 

The  core  of  esavio's  expertise  is  our 
knowledge  and  experience.  The  com- 
bination of  each  individual's  skills 
results  in  an  unlimited  breadth  of  tech- 
nological and  business  knowledge, 
allowing  esavio  to  develop  solutions  for 
a  wide  range  of  e-business  challenges. 

esavio  also  offers  the  industry's 
most  comprehensive  set  of  managed 
services  to  ensure  that  no  matter 
how  rapidly  your  business  grows,  your 
technology  keeps  pace.  Our  promise 
to  maintain  systems  goes  far  beyond 
technical  support.  We  consistently 
run  security  checks  and  audit  appli- 
cation performance  from  our  Nation- 
al Management  Services  Center. 

For  more  information,  call  (888)  463- 
8372,  or  visit  www.esavio.com 


esdvio 

Adding  Our  Strength  to  Yours 


SOUTH  FLORIDA:  AN  IDEAL  CLIMATE 
FOR  TECHNOLOGY  BUSINESSES 

•  Established  reputation  as  Application  Service  Provider  (ASP) 
capital  of  the  world 

•  High  concentration  of  Internet-focused  resources  for  business 

•  Two  major  Network  Access  Points  (NAPsJ 

•  Regional  cooperation  to  attract  and  retain 
technology-related  business 

•  Diverse,  skilled  and  growing  workforce 

•  Pro-business  environment 

•  No  state  income  tax 

•  Abundant  office  and  industrial  space 

•  Lower  cost  of  living  and  attractive  South  Florida  lifestyle 

•  Major  educational  institutions  and  research  facilities 

•  Three  international  airports 

•  Telecommunications  gateway  to  Latin  and  South  America 


ping  and  rail  traffic.  Now,  in  addition  McClellan  sees  centers  of  excel- 
to  goods  and  services,  it's  trans-  lence  developing  around  the  NAP. 
porting  information."  "National  and  international  telecom- 
EPIK,  a  Florida  East  Coast  Railway  munications  carriers  are  coming  in, 
subsidiary,  was  founded  in  1999  and  and  it  will  be  a  magnet  for  more  Inter- 
controls  a  national  fiber-optic  network  net  service  providers,  hosting  compa- 

"We  need  technology  infrastructure,  and  the  NAP  will  give 
us  that.  The  cost  of  obtaining  employees  is  lower,  and 
the  lifestyle  is  attractive.  The  cost  of  living  is  reasonable 
compared  with  Silicon  Valley,  New  York  and  LA.  so  your 
dollar  goes  farther!'  -  Garrett  Krause,  President  and  Chief 
Executive  Officer  of  Web  Capital  Ventures 


that  reaches  more  than  80%  of  Florida's 
population.  The  company  recently 
announced  a  fiber  swap  agreement  with 
St.  Louis-based  Digital  Teleport,  Inc. 
which  will  add  nearly  3,000  route  miles 
extending  to  Atlanta,  Chicago,  Denver 
and  other  major  metropolitan  areas. 


nies  and  content  providers."  he 
explains.  "It  also  gives  us  an  oppor- 
tunity to  bring  more  high-paying  jobs 
and  clean  industry  to  the  area.  The 
NAP  will  create  an  influx  of  highly  edu- 
cated people  who  will  bring  more  good 
ideas  into  the  region." 
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NSU  creates  the  energy  that  brings 
together  business,  academia,  citizens,  and 
eCommerce  through  technology.  NSU 
offers  more  than  25  online  degree 
programs  and  hundreds  of  online  courses. 

■  Forbes  magazine  named  NSU  one  of  the 
top  20  cyber-universities  in  the  country. 

■  NSU  was  named  among  the  top  100  wired 
colleges  by  U.S.  News  and  World  Report. 

■  NSU's  Shepard  Broad  Law  Center  was 
named  the  Most  Wired  Law  School  in  the 
country  by  National  Jurist  magazine. 

From  our  Wayne  Huizenga  Graduate  School 
of  Business  and  Entrepreneurship  to  our  new 
325,000-square-foot  Library,  Research,  and 
Information  Technology  Center  opening  in 
fall  2001,  NSU  is  uniquely  positioned  to  serve 
the  needs  of  InternetCoast  business.  Online 
degree  programs  offered  through  the 
Huizenga  School  include 

■  Online  Master  of  Accounting  Program 

■  Online  M.B.A.  Program 

■  Online  M.B.A.  in  eBusiness  (January  2001) 

In  addition,  the  Huizenga  School  offers 
custom  format  master's  degree  programs  for 
corporations  such  as  American  Express, 
Lucent  Technologies,  and  BellSouth  as  well 
as  executive  education  programs  through 
the  Hudson  Institute  of  Entrepreneurship  and 
Executive  Education  and  the  Center  for 
International  Business.  Doctoral  degree 
programs  in  business  are  also  available. 


Tap  into  the  NSU 

power. 

iviviv.nova.edu 

800-541-6682 


Nova  Southeastern  University  admits  students  of  any  race, 
color,  and  national  or  ethnic  origin.  ■  Nova  Southeastern 
University  is  accredited  by  the  Commission  on  Colleges 
of  the  Southern  Association  of  Colleges  and  Schools  (1866 
Southern  Lane,  Decatur,  Georgia  30033-4097:  Telephone 
number  404-679-4501)  to  award  bachelor's,  master's, 
educational  specialist,  and  doctoral  degrees.  09-175/pa 


Library,  Research 
and  Information 
Technology  Center 
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EPIK's  Executive  Vice  President 
Benjamin  Finzi  is  one  of  the  leaders 
involved  in  establishing  the  NAP  of  the 
Americas.  "The  NAP  effort  is  exciting 
and  significant  because  it  brought 
together  a  group  of  competitors  who 
are  now  working  cooperatively.  I'm 
convinced  that  this  is  consistent  with 
the  spirit  of  the  Internet." 

Telecom  Routing  Exchange  Devel- 
opers (T-Rex),  a  wholly  owned  sub- 
sidiary of  Terremark  Worldwide,  Inc., 
is  developer  for  the  NAP,  which  will  be 
located  in  the  T-Rex  complex,  the 
Technology  Center  of  the  Americas. 
The  development  project  is  a  joint  ven- 


the  Americas  to  help  bring  ultrahigh- 
tech  data  centers  and  other  Internet 
facilities  to  the  region,"  says  Manuel  D. 
Medina,  chairman  and  chief  executive 
officer  of'Terremark  Worldwide. 

BellSouth  is  heading  up  a  parallel 
NAP  effort  called  the  Florida  Multime- 
dia Internet  Exchange  (FloridaMIX). 
There  are  about  19  other  companies 
and  institutions  partnering  with  Bell- 
South on  the  initiative,  including 
UUNET,  Qwest  and  Nova  Southeastern 
University.  The  FloridaMIX  is  scheduled 
to  be  up  and  running  before  the  end  of 
the  year  and  will  create  the  country's 
fastest  NAP  using  the  latest  optical 


The  trend  we're  seeing  now  is  a  tremendous  amount  of 
interest  from  both  domestic  and  international  compa- 
nies. They're  looking  at  our  high-tech  infrastructure  and 
our  access  to  the  growing  Latin  American  and  South 
American  markets."  -  Frank  Nero,  President  and  Chief 
Executive  Officer  of  the  Beacon  Council 


ture  between  the  Miami  Heat  profes- 
sional basketball  organization  and  Ter- 
remark Worldwide,  located  in  the 
designated  Park  West  technology  cor- 
ridor of  downtown  Miami. 

T-Rex  specializes  in  building  Inter- 
net hub  facilities  for  the  telecommu- 
nications industry.  The  company  is 
creating  a  national  and  international 
network  of  T-Rex  branded  "telecom 
hotels."  The  Miami  NAP  will  be  the 
fifth  such  facility  in  the  U.S.  and  the 
first  specifically  designed  to  link 
North  and  South  America.  Terremark 
believes  the  NAP  of  the  Americas  will 
be  the  beginning  of  and  key  link  in  a 
new  generation  of  Internet  connec- 
tivity and  communications  facilities 
for  Latin  America  and  the  Caribbean. 

"As  Terremark  enters  the  Latin  Amer- 
ican market,  we  will  build  on  our  rela- 
tionships and  plan  to  use  the  NAP  of 


switching  technologies  and  fiber  net- 
works. It  will  be  the  first  of  its  kind  in 
several  different  areas:  the  first  Inter- 
net exchange  based  on  an  intelligent 
optical-network  switching  platform,  the 
first  to  offer  customer  connections  at 
OC-48  and  higher,  the  first  open  trans- 
port architecture  and  the  first  devel- 
opment effort  to  deliver  Multi-Protocol 
Label  Switching  (MPLS)  across  an 
entire  Wide  Area  Network  platform. 

With  access  nodes  throughout 
Miami-Dade,  Broward  and  Palm  Beach 
Counties,  the  FloridaMIX  will  provide 
increased  bandwidth,  speed  and  per- 
formance to  Internet  Service  Providers, 
Web-hosting  providers  and  other  Inter- 
net-related businesses.  This  new  infra- 
structure will  support  emerging  Inter- 
net services  like  voice  over  Internet, 
video  over  Internet  and  other  digital 
media  and  broadband  technologies.  As 


a  result  of  this  effort,  telecommunica- 
tions bandwidth  capacity  in  the  region 
will  quadruple. 

The  new  NAPs  also  will  have  a  posi- 
tive effect  on  international  commerce 
throughout  the  InternetCoast,  says 
McClellan.  "As  new  cable  projects 
extend  into  Latin  America  and  South 
America,  it's  still  most  efficient  to  link 
through  Miami.  So  as  telecommunica- 
tions rings  connect  those  regions, 
Miami  is  still  going  to  be  the  diamond 
on  the  ring." 

THRIVING 

TECHNOLOGY  INNOVATORS 

One  of  the  region's  early  partici- 
pants in  the  information  technology 
industry  is  Champion  Solutions  Group, 
established  in  1979.  Vice  President 
and  General  Manager  Mark  Wyllie  has 
been  a  strong  leader  in  the  Internet- 
Coast  effort,  and  he  appreciates  the 
progress  the  group  has  been  able  to 
make  to  date.  "Getting  two  NAPs  in 
the  region  is  big  news,  and  so  is  the 
support  we've  received  from  govern- 
ment officials.  Basically,  they've  told 
us,  'we'll  stay  out  of  your  way,  but  sup- 
port your  efforts'  so  we've  been  able 
to  make  considerable  progress  in  a 
very  short  time." 

Champion  provides  the  IT  infrastruc- 
ture for  Web-based  companies,  both 
large  and  midsize  businesses.  A  suc- 
cessful relationship  with  IBM  — Cham- 
pion is  IBM's  largest  open  system  busi- 
ness partner  —  led  to  the  development 
of  a  dedicated  IBM  storage  solution 
called  "Time  to  Content"™.  The  solu- 
tion helps  Internet  service  providers, 
application  service  providers,  mid- 
market  and  larger  customers  meet  rap- 
idly growing  storage  and  content  needs. 

Miami-based  Precision  Response 
Corporation  (PRC)  was  the  first  major 
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Nova  Southeastern  University's  Library,  Research,  and  Information  Technology 
Center  will  be  open  to  the  public  in  fall  of  2001. 


mployer  to  bring  new  jobs  to  the 
utler  Ridge  area  devastated  by  Hur- 
cane  Andrew  in  1992.  The  new  PRC 
lultimedia  interaction  center  opened 
l  April  within  the  Perrine-Cutler  Ridge 
nterprise  Zone  and  now  employs 
,000  people  at  the  facility.  "Our 
eadquarters  are  here,  and  the  pulse 
f  the  company  is  here,  so  we  feel  a 
trong  commitment  to  this  region," 
ays  Wes  O'Brien,  president  and  chief 
perating  officer.  "In  terms  of  a  ripple 
ffect  on  the  local  economy,  the 
npact  of  the  center  should  be 
?markable,"  observes  Miami-Dade 
ounty  Commissioner  Dennis  Moss. 
PRC  was  ranked  #23  on  Informa- 
nt! Week  magazine's  "e-Business 
00"  list  last  December.  The  compa- 
/,  with  7,000  employees  in  the  U.S. 
nd  a  newly  established  presence  in 
idia,  provides  customer  care  out- 
ourcing  services  to  some  of  the 
orld's  most  recognized  companies, 
icluding  American  Express,  AT&T 
nd  British  Airways.  It  was  the  first 
srvice  to  provide  real-time,  live  cus- 
>mer  support  over  the  Internet.  "We 


handle  all  facets  of  customer  care," 
says  O'Brien.  "It's  customer  relation- 
ship management.  No  matter  how  a 
customer  wants  to  communicate  with 
one  of  our  clients,  we  can  be  in  the 
middle  of  that  relationship,  support- 
ing all  the  transactions  on  the  back 
end  through  a  centralized  database." 

Berwyn,  Pa.-based  esavio  is  anoth- 
er innovator  with  a  strong  Internet- 
Coast  presence.  Founded  as  Netera 
in  1998,  the  information  technology 
integrator  has  offices  in  Boca  Raton 
and  Miami.  Nearly  one-third  of  its  300 
employees  are  Florida-based.  With  a 
client  roster  that  includes  Polo  Ralph 
Lauren,  American  Reinsurance, 
Columbia  House  and  a  batch  of  well- 
funded  dot-coms,  esavio  is  positioned 
to  grow  along  with  the  region. 

Under  the  leadership  of  Joe  James, 
president  and  chief  executive  officer, 
the  two-year-old  company  is  expanding 
through  strategic  alliances  with  such 
companies  as  Verizon  and  SunGard 
eSourcing.  Its  strength  is  bringing 
clients  a  full  range  of  e-business  solu- 
tions under  one  umbrella.  In  addition  to 


Garrett  Krause 

President  and  Chief  Executive  Officer 
Web  Capital  Ventures 

Web  Capital  Ventures  (OTC:  WEBV) 
is  taking  advantage  of  the  New  Econ- 
omy's growing  need  for  our  suite  of 
"Venture  Services."  This  platform  pro- 
vides key  services  in  four  critical  ven- 
ture groups:  Development,  Finance, 
Technology  and  Properties.  With  our 
new  IBM  global  partnership,  our  com- 
pany has  secured  a  sound  foundation 
to  deliver  this  platform  to  early-stage, 
technology-driven  companies. 

Web  Capital  Ventures  will  provide 
"Venture  Services"  to  external  ver- 
tical markets  as  well  as  their  tech- 
nology-driven portfolio  companies. 
This  suite  of  services  will  enable 
companies  to  concentrate  on  their 
core  business  and  accelerate  their 
speed  to  market.  Companies  are 
able  to  locate  their  operations, 
deploy  their  new  technology  and 
receive  financial  services  all  within 
our  Technology  Campus. 

"To  stand  out  in  today's  Intemet- 
and  technology-centric  economy,  com- 
panies will  need  more  than  capital. 
They  need  the  resources,  partners 
and  traction  to  move  expeditiously 
toward  the  future,"  explains  President 
and  Chief  Executive  Officer  Garrett 
Krause.  "This  concept  will  lead  the 
new  networked  economy." 

For  more  information,  visit 
www.webcapitalventures.com. 


/f^webcapital 

^■K^  'ventures 


nX\SE 


e-business  applications,  network  per- 
formance benchmarking  and  modeling, 
network  architecture  and  design,  the 
company  provides  security  monitoring 
and  managed  services. 

"Companies  know  they  have  to  inte- 
grate their  Web  initiatives  with  the  rest 
of  their  business  to  remain  competi- 
tive," says  Pete  Pizarro.  esavio's  Miami- 
based  chief  operating  officer  and  exec- 
utive vice  president.  "That's  a 
challenge  for  a  lot  of  them,  because 
they  don't  know  what  to  do  first.  We 
have  the  depth  of  experience  with  the 
complexities  of  business  and  smart 
people  who  can  help  companies  enable 
their  e-business  solutions." 

CONNECTING  TO 
WORLD  MARKETS 

"The  trend  we're  seeing  now  is  a 
tremendous  amount  of  interest  from 
both  domestic  and  international  com- 
panies." says  Nero.  "Forty  percent  of 
these  are  involved  in  the  telecommuni- 
cations and  IT  industries.  They're  look- 
ing at  our  high-tech  infrastructure  and 
our  access  to  the  growing  Latin  Ameri- 
can and  South  American  markets." 


banking,  Miami  enjoys  a 
reputation  as  a  "neutral" 
location  for  conducting 
international  business. 

Accessibility  to  global 
markets  by  air  is  a  key 
component  that  contin- 
ues to  drive  South  Flori- 
da's economy.  There  are 
more  flights  out  of  Miami 
International  Airport  to 
Latin  America  and  the 
Caribbean  than  all  U.S. 
airports  combined.  It's 
the  number  one  U.S.  air- 
port for  international 
freight,  and  more  than  40%  of  all  U.S. 
exports  to  South  America,  Central 
America  and  the  Caribbean  come 
through  the  Miami  Customs  District. 
The  newly  expanded  airport  offers 
flights  to  nearly  200  cities  on  five  con- 
tinents. Other  major  airports  serving 
the  region  include  Palm  Beach  Inter- 
national Airport  and  Fort  Lauderdale- 
Hollywood  International  Airport. 

Boston-based  Digitas  LLC.  an  e-busi- 
ness solutions  company,  established  a 
Miami  presence  in  July  to  serve  a  rap- 


The  InternetCoast  name  was  coined  by 
Jeff  Kline,  Founder,  President  and  Chief 
Executive  Officer  ofAccris  Corp.,  a  Boca 
Raton  Web  development  firm.  Kline's 
organization  developed  www.internet- 
coast.com,  now  being  used  to  promote  and 
connect  the  region's  high-tech  companies. 
The  site  is  also  a  source  for  local  business 
news,  available  real  estate,  investment 
opportunities  and  jobs. 


"We  are  working  to  create  an  economic  environment  in 
which  businesses  can  succeed  with  the  lowest  over- 
head, the  highest  productivity  from  their  labor  force 
and  the  quickest  access  to  worldwide  markets'' 
-  Larry  Pelton,  President  of  the  Business  Development 
Board  of  Palm  Beach  County 


Greater  Miami  has  two  free  trade 
zones:  the  Homestead  Free  Zone  and 
the  Miami  Free  Zone.  Greater  Miami 
has  more  than  50  foreign  consulates. 
23  international  trade  offices  and  32 
bi-national  chambers  of  commerce. 
The  region  is  also  attractive  for  its 
access  to  U.S.  capital  markets.  An 
established  center  for  international 


idly  growing  Latin  American  client 
base.  "Digitas  looked  at  locations  in 
Texas  and  Georgia."  says  Nero.  "The 
availability  of  bilingual  talent  and  the 
technology  infrastructure,  along  with 
the  InternetCoast's  incentive  package 
and  support,  won  them  over."  Other 
companies  new  to  the  area's  roster  of 
international  technology  firms  are  Alle- 


giance Telecom.  Ritmoteca.com.  Tele- 
fonica International  USA  and  Terra  Net- 
works USA. 

"Technology  has  empowered  the 
smallest  domestic  company  to  be  an 
international  player."  says  Carol  Patel- 
la, vice  president  of  World  Trade 
Center  Fort  Lauderdale,  one  of  the 
region's  three  World  Trade  Centers 
(WTCs).  The  WTCs  are  engaged  in 
statewide  trade  programs  and  work 
closely  with  Enterprise  Florida,  the 
state's  public-private  partnership  for 
economic  development,  and  the  U.S. 
Department  of  Commerce.  The  Fort 
Lauderdale  WTC  is  a  member  of  the 
World  Trade  Center  Association 
(WTCA),  which  has  developed  a  pow- 
erful Web  site  called  WTCA  On-Line 
(www.wtca.org)  to  conduct  interna- 
tional business  and  communicate  with 
potential  trade  partners.  The  site  pro- 
motes its  600.000  members  in  108 
countries.  The  WTCA  has  also  been  a 
leader  in  designing  a  technology-based, 
paperless  trading  system  for  trade 
transactions  and  global  payments. 

Through  partnerships  with  Florida 
Atlantic  University  and  Nova  South- 
eastern University,  the  Greater  Fort 
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Lauderdale  International  Business 
Council  is  bolstering  the  Internet- 
Coast  effort  by  teaching  business 
people  how  to  enter  into  internation- 
al trade  from  Southeast  Florida. 

'With  the  application  of  the  Inter- 
net in  business  today,  people  are 
going  to  fall  into  international  busi- 
ness almost  accidentally,"  says 
Thomas  L.  "Dax"  Paradis,  president 
and  chief  executive  officer  of  the 
International  Business  Council.  He 
also  serves  as  vice  president  of  the 
Fort  Lauderdale  Chamber  of  Com- 
merce and  chairs  the  InternetCoast 
subcommittee  responsible  for  the  ini- 
tiative's marketing  plan.  "We  are 
seeing  more  companies  attract 
clients  from  outside  of  the  U.S.  with- 
out deliberately  going  after  those 
markets.  For  example,  a  company 
may  get  a  customer  order  from 
Venezuela  or  France  or  South  Africa. 
Instantly,  they  have  to  deal  with 
issues  of  international  trade  —  letters 
of  credit,  monetary  exchange  rates, 
language  translations,  shipping,  cus- 
toms and  other  details." 


ATTRACTING  A 
FLOW  OF  CAPITAL 

Another  goal  of  the  InternetCoast  ini- 
tiative is  to  match  capital  with  budding 
new  technologies.  "Venture  capital  is 
only  part  of  the  financial  picture,"  says 
Pelton  of  Palm  Beach  County's  Busi- 
ness Development  Board.  "We  are 
working  to  establish  a  network  of 
lenders,  investors  and  angels  as  well  as 
venture  capital  firms." 

Business-accelerator  company 
Cenetec  is  a  strong  example  of  the 
availability  of  financial  and  innovative 
business  services  to  fledgling  tech- 
nology entrepreneurs  in  the  region. 
The  company,  founded  in  March 
2000,  is  already  nurturing  the  next 
crop  of  technology  innovators  by  pro- 
viding office  suites,  business  tools, 
venture  capital  and  some  of  the  top 
brainpower  in  the  business. 

Internet  pioneer  Scott  Adams  is 
Cenetec's  cofounder,  president  and 
chief  strategist.  The  Cenetec  corporate 
office  and  the  largest  of  its  three  accel- 
erators are  located  in  Boca  Raton's 
Blue  Lake  Corporate  Center,  the  former 


Cenetec's  corporate  offices  are  located  in  Boca  Raton's  Blue  Lake 
Corporate  Center,  birthplace  of  the  first  PC. 


John  McClellan 
President 

EPIK  Communications 

EPIK  Communications 

At  EPIK  Communications,  our  com- 
mitment is  to  understand  the  needs 
of  our  carrier  customers,  and  to  pro- 
vide flexible,  scalable  solutions 
backed  by  best-in-class  optical  tech- 
nologies and  service.  EPIK's  rapidly 
growing  OC-192  DWDM  backbone 
delivers  highly  reliable  long-haul  and 
metro  capacity,  enhanced  IP  trans- 
port, wave  services  and  collocation. 
Through  fiber  swaps,  we're  aggres- 
sively creating  a  national  fiber  back- 
bone that  already  exceeds  10,000 
route  miles,  reaching  key  markets  in 
the  U.S.  and  Canada. 

As  a  Florida-based  company,  we've 
taken  the  lead  in  developing  the  Miami- 
based  "NAP  of  the  Americas,"  a  cen- 
tralized Network  Access  Point  that  pro- 
vides a  meeting  place  for  carriers  to 
route  Internet  traffic  between  the  U.S. 
and  the  rest  of  the  world.  This  initiative 
puts  us  at  the  forefront  of  delivering 
fast,  direct  access  to  the  Internet, 
brings  significant  value  to  Florida's, 
economy  and  underscores  EPIK's 
expertise  and  leadership  in  next-gen- 
eration technologies. 

Please  visit  us  at  www.epik.net. 
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Roger  C.  Cuevas 
Superintendent  of  Schools 
Miami-Dade  County  Public  Schools 


Miami-Dade  County 
Public  Schools 

The  story  starts  with  a  boom. 

Southeast  Florida  emerges  as  an 
international  hub  of  Internet  industry 
and  innovation.  A  cast  of  CEOs,  tech- 
nologists, educators,  students,  par- 
ents and  government  leaders  plots  the 
region's  economic  growth  by  devoting 
the  middle  chapters  to  a  unique 
"School-to-Career"  partnership  in 
Information  Technology. 

Woven  between  each  line:  a  real 
world  IT  curriculum  for  every  student  in 
Miami-Dade  County's  public  schools. 

The  action  heightens  as  our  stu- 
dents gain  practical  experience  in  the 
workplace,  learn  from  the  pros  and  get 
a  grasp  of  education  and  career 
options  open  to  them. 

The  last  chapters  are  still  in  the 
works,  but  they'll  feature  highly 
skilled  graduates,  ready  to  compete 
in  the  high-tech  industries  of  Florida's 
burgeoning  InternetCoast.  When  the 
book  is  finished,  Greater  Miami  will 
count  the  royalties  as  thousands  of 
our  students  meet  the  needs  of  our 
local  workforce  and  the  demands  of 
the  world  market. 

For  more  information  about  Miami- 
Dade  County  Public  Schools,  visit  us  on 
the  Web  at  www.dadeschools.net. 


Miami-Dade  County  Public  Schools  lead  the  way  in  infusing  career  education 


home  of  IBM  and  birthplace  of  the  first 
personal  computer. 

"We  can  deliver  a  complete  pack- 
age of  resources  to  young  technolo- 
gy companies,  in  the  flesh,"  says 
Adams.  "We  add  value,  compress 
their  time  to  market  and  enhance 
their  products  at  Internet  speed." 
Cenetec  provides  its  core  services 
to  selected  companies  without 
charge  in  exchange  for  a  portion  of 
their  equity.  It  also  can  help  compa- 
nies expand  their  reach  far  beyond 
Southeast  Florida.  "The  Internet  has 
no  borders,"  says  Cenetec  Chief 
Executive  Officer  Bill  Hager.  "So  a 
startup  technology  company  has  to 
think  in  a  global  fashion  from  the 
very  beginning.  One  of  the  things  we 
can  do  is  help  companies  get  in  posi- 
tion with  international  distribution 
channels.  We  expect  the  products 
and  services  we  accelerate  to  find  a 
position  in  the  global  marketplace." 

Heightened  interest  from  companies 
In  larger  U.S.  metropolitan  areas  can 
already  be  seen  as  a  direct  result  of 
the  InternetCoast  effort.  "The  charac- 


ter of  the  prospects  we're  getting  has 
changed  greatly  due  to  the  marketing 
of  the  InternetCoast  over  the  past 
year,"  says  Pelton.  "For  the  first  time, 
we're  beginning  to  field  inquiries  from 
companies  in  Southern  California 
about  relocations  to  South  Florida." 

Garrett  Krause,  president  and 
chief  executive  office  of  Web  Capi- 
tal Ventures  moved  his  company's 
technology  world  headquarters  from 
Los  Angeles  to  Fort  Lauderdale  ear- 
lier this  year.  "We  looked  for  the 
area  that  we  felt  would  become  the 
next  real  hotbed,"  Krause  explains. 
"We  need  technology  infrastructure, 
and  the  NAP  will  give  us  that.  The 
cost  of  obtaining  employees  is  lower, 
and  the  lifestyle  is  attractive.  The 
cost  of  living  is  reasonable  com- 
pared with  Silicon  Valley,  New  York 
and  L.A.  so  your  dollar  goes  farther." 

In  five  years,  Web  Capital  Ven- 
tures transformed  from  a  pure  ven- 
ture capital  business  to  a  full-serv- 
ice platform  for  fledgling  technology 
companies.  It  was  the  first  partner 
selected  by  IBM  for  IBM's  newly 
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aunched  incubator  program.  "We 
:an  deliver  anything  from  venture 
:apital  to  full  incubation  services 
ind  technology  development  all 
mder  one  roof,"  says  Krause. 

Web  Capital  Ventures  is  incubating 
.6  portfolio  companies,  some  of 
^hich  have  already  moved  into  the 
:ort  Lauderdale  facility.  By  year-end 
!000,  the  company  will  have  50 
smployees  at  its  120,000-square-foot 
nternetCoast  Technology  Center 
idjacent  to  the  Fort  Lauderdale-Hol- 
/wood  International  Airport. 

EDUCATIONAL 
NSTITUTIONS  RESPOND 

The  tri-county  area  has  a  strong 
letwork  of  high-tech  educational 
esources  that  extends  from  the 
lublic  schools  to  community  col- 
eges,  universities  and  research 
acilities.  Partnerships  are  address- 
ng  workforce  development  issues  at 
svery  level.  "Because  of  the  way  the 
iducational  community  has  respond- 
id  to  the  needs  identified  by  the 
•usiness  sector,  we  feel  we  are  posi- 


Math  and  science  education  receive 
special  emphasis. 

The  school  district  leads  the  way 
in  infusing  career  education  through- 
out its  curriculum.  A  pioneer  of  the 
country's  School-to-Career  move- 
ment, Miami-Dade  has  restructured 
some  high  schools  to  focus  on  par- 
ticular industries.  School-to-Career 
programs  combine  academic  and 
vocational  education,  partnerships 
between  schools  and  businesses  and 
workplace  mentoring.  Students 
obtain  a  variety  of  experiences  and 
knowledge  through  the  programs 
that  help  them  recognize  how  their 
schoolwork  relates  to  potential 
careers.  Ultimately  they  graduate 
with  the  skills  they  will  need  to  con- 
tinue their  education  and  success- 
fully compete  in  their  chosen  fields. 

"School-to-Career  is  not  just  anoth- 
er educational  movement.  It's  about 
economic  development,"  says  Super- 
intendent Roger  C.  Cuevas.  "We  can 
only  continue  to  prosper  in  South  Flori- 
da if  we  have  a  highly  skilled  work- 
force to  meet  the  needs  of  industry." 


"School-to-Career  is  not  just  another  educational 
movement.  It's  about  economic  development.  We 
can  only  continue  to  prosper  in  South  Florida  if  we 
have  a  highly  skilled  workforce  to  meet  the  needs 
of  industry."  -  Roger  C.  Cuevas,  Superintendent  of 
Miami-Dade  County  Public  Schools 


ioned  very  well  to  provide  the  work- 
orce  that  emerging  high-tech  com- 
lanies  require,"  says  the  Beacon 
Council's  Nero. 

Miami-Dade  County  Public  Schools 
s  the  nation's  fourth-largest  school 
iystem  and  a  leader  in  innovative 
icademic  programs  that  address  the 
leeds  of  the  region's  workforce  and 
he  demands  of  the  world  market. 


Miami  Central  Senior  High  School, 
for  example,  features  a  computer  sci- 
ence and  technology  magnet  program 
with  a  Cisco/Networking  Systems 
Academy.  North  Miami  Beach  Senior 
High  opened  a  biomedical  academy 
last  fall,  and  the  district  is  home  to 
three  Oracle  Internet  academies. 

Nova  Southeastern  University  (NSU) 
in  Fort  Lauderdale  is  plugged  into  the 


South  Florida  Is  the  InternetCoast! 


South  Florida  has  solidified  its  place 
in  the  nation  as  a  technology  hub:  the 
InternetCoast.  The  region  has  become 
a  geographic  focal  point  for  seeding 
high-tech  growth.  Partnerships  are 
quickly  forming  among  technology 
leaders,  making  rapid  communications 
and  competitive  advantages  available 
to  all  businesses. 

Jobs  are  being  created,  investments 
are  developing  and  everyone  is  talking! 

Join  the  economic  growth  of  this 
busy  region  to  connect  with  more  than 
6,000  high-tech  companies  who  are 
riding  the  digital  wave  and  linking  key 
technologies  with  critical  applications. 

Assure  your  company's  spot  in  the 
New  Economy:  Come  to  the  Internet- 
Coast  —  a  world-class  location  for 
business,  technology  and  lifestyle! 


Phone:  (800)  741-1420 
Web:  www.browardalliance.org 
E-mail:  info@browardalliance.org 


Phone:  (305)  579-1300 
Web:  www.beaconcouncil.com 
E-mail:  info@beaconcouncil.com 


gysir 

vJF.SS  DFVHOI'MENT  HOARD 

-leach  County,  Inc. 

Phone:  (800)  226-0028 

Web:  www.bdb.org 
E-mail:  admin@bdb.org 
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Ray  Ferrero,  Jr. 
President 

Nova  Southeastern  University 

NSU  is  the  Power  Source  of  the 
InternetCoast.  As  Florida's  largest 
independent,  not-for-profit  university, 
NSU  creates  the  energy  that  brings 
together  business,  academia,  gov- 
ernment, citizens  and  e-commerce 
through  technology. 

"NSU  began  utilizing  computer 
technology  for  distance  learning  in 
1972,  and  continues  to  be  a  forerun- 
ner as  the  information  age  evolves," 
says  President  Ray  Ferrero,  Jr.  NSU 
offers  more  than  25  degree  programs 
incorporating  online  delivery  and  637 
online  courses  with  more  than  1,000 
planned  for  2001. 

We  provide  a  backbone  of  educa- 
tion and  resources  to  the  communi- 
ty. NSU's  232-acre  campus  features 
a  new  325,000-square-foot  Library, 
Research,  and  Information  Technol- 
ogy Center  opening  in  fall  2001.  In 
addition,  more  than  200,000  South 
Florida  residents  use  NSU  programs, 
clinics  and  community-outreach 
services  each  year. 

Through  a  combination  of  innova- 
tive cnline  and  on-campus  programs 
in  business,  computer  and  informa- 
tion sciences,  education,  law. 
marine  biolo^v.  medical  professions, 
psychology  and  social  sciences, 
NSU  is  the  Power  Source  of  the 
InternetCoast. 


Technology  training  for  both  businesses  and  individuals  is  a  key  component  of 
the  InternetCoast  initiative. 


NSU 


NOVA 

SOUTHEASTERN 
UNIVERSITY 


InternetCoast  effort  —  and  the  world 
—  through  its  on-campus  and  dis- 
tance learning  programs.  The  35-year- 
old  independent  university  offers  637 
courses  online,  including  a  Masters  of 
International  Business  Administration 
designed  for  globai  managers  and 
entrepreneurs.  It  is  also  home  to  the 
Wayne  Huizinga  School  of  Business 
and  Entrepreneurship. 

NSU  will  open  a  $55  million  Library, 
Research,  and  Information  Technolo- 
gy Center  next  fall.  The  facility  will  be 
available  to  the  public  as  part  of  the 
Broward  County  library  system,  with 
600  computer  stations  open  to  the 
public  for  access  to  the  university's 
vast  collection  of  databases.  "The 
new  library  and  research  facility  will 
be  an  invaluable  asset  to  the  business 
community  as  well  as  the  general 
public,"  says  university  President  Ray 
Ferrero.  Jr.  "More  than  a  million  vol- 
umes from  our  network  of  libraries  will 
be  available  online.  We  see  it  as  an 
example  of  how  educational  resources 
and  technology  can  be  linked  to 


enhance  the  region's  quality  of  life 
and  its  economy." 

Florida  Atlantic  University  in  Boca 
Raton  and  Barry  University  in  Miami 
Shores  Village  are  also  tuned  into  the 
needs  of  the  region's  technology 
employers  and  aspiring  e-business, 
leaders.  A  recent  $2  million  gift  from 
Cenetec  President  Scott  Adams  andl 
wife  Sheilagh  has  launched  FAU's 
Internet  Institute  and  its  first  compo- 
nent, the  Adams  Center  for  IT  Prod- 
uct Management  and  Entrepreneur- 
ship.  In  January  of  this  year,  Barry 
University  became  the  first  college  or 
university  in  Florida  to  offer  under- 
graduate and  graduate  degrees  in 
Electronic  Commerce.  Its  first  e-com- 
merce majors  are  expected  to  gradu- 
ate by  Spring  2000. 

BRIDGING  THE 
DIGITAL  DIVIDE 

As  in  other  parts  of  the  country 
and  the  world,  the  InternetCoast 
faces  the  reality  that  low-income 
areas  have  yet  to  enjoy  the  benefits 
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hat  come  with  access  to  computers. 
The  way  the  New  Economy  is  going, 
he  division  of  income  will  become 
nuch  greater  for  those  who  don't 
lave  computer  familiarity,"  says 
>elton.  "We  know  that  the  solution 
s  a  combination  of  education  and 
iccess.  So,  at  the  regional  level,  we 
ire  bringing  companies,  educators 
ind  community  leaders  together  to 
ook  at  creative  ways  to  provide 
raining  and  access  to  lower-income 
>opulations.  We  are  also  working  on 
ieminars  for  small  businesses, 
>ecause  they  need  to  learn  how  to 
ake  advantage  of  electronic  com- 
nerce.  We'll  help  them  understand 
lew  technologies  and  assist  them  in 
jetting  up  online  supplier  networks 
hat  will  give  them  more  buying 
>ower  and  competitive  advantages." 


DEMONSTRATING 
LEADERSHIP 

Leadership  is  the  one  key  element 
that  will  sustain  the  momentum  cre- 
ated by  the  InternetCoast,  says 
Pelton.  The  group  plans  to  offer  lead- 
ership training  and  opportunities  for 
its  advisory  council  to  visit  other 
technology  hubs  including  Silicon 
Valley,  meeting  their  counterparts 
and  sharing  best  practices.  "The 
Internet  is  an  evolving  economy.  It's 
the  backbone  for  the  Web  and  e-com- 
merce.  We're  seeing  so  many  new 
applications  coming  along,  and  our 
challenge  is  to  stay  current  with  new 
technologies  and  trends  so  we  can 
maintain  a  leadership  role.  Technolo- 
gy is  changing  so  rapidly  that  busi- 
nesses have  to  scramble  to  keep 
their  strategies  in  synch. 


"Keeping  businesses  informed  is  a 
critical  part  of  the  InternetCoast  effort," 
says  Pelton,  "and  we  intend  to  lead  the 
way.  Bottom  line,  we  are  working  to 
create  an  economic  environment  in 
which  businesses  can  succeed,  with  the 
lowest  overhead,  the  highest  productiv- 
ity from  their  labor  force  and  the  quick- 
est access  to  worldwide  markets.  We 
welcome  other  companies  to  see  what 
we  have  accomplished  here  and  find  out 
how  we  can  help  them  prosper." 

Web  Capital  Ventures'  Garrett 
Krause,  believes  the  ripple  started  by 
the  InternetCoast  effort  is  turning 
into  a  wave  of  opportunity.  "It's  a 
great  place  to  launch  a  company.  And 
if  I  were  an  angel,  an  investor  or  a 
venture  capitalist,  I  would  consider 
the  area  to  be  a  very  valid  technolo- 
gy hotbed  on  the  rise."  ■ 


e  InternetCoast 
www.internetcoast.com 


Cenetec 

www.cenetec.com 

I 


Miami-Dade  Public  Schools 
dcps.dade.k1 2.f  l.us 


Champion  Solutions  Group 
www.championcc.com 


esavio 

www.esavio.com 


Web  Capital  Ventures 
www.webcapitalventures.com 


Precision  Response  Corporation  Nova  Southeastern  University 
www.prcnet.com  www.nova.edu/icad 


EPIK  Communications 
www.EPIK.net 


CBS  SPORTtfLINE 
•  CITRD^STEM'S 

SOLUTIONS^GROUP 
CYB  E  RG ATE7FS P I  RE 
CYBERGUARD 
DBUSINESS.COM 
EDATA 
GIANTBANK.COM 
HOT  OFFICE 
JM  FAMILY 
ORTGAGE.COM 


NETSPEAK 
OFFICE  DEPOT 
OUTR.NET 


tWICATIONS 
i  QJE^A 
DOWAY  TECH 
NY  MORE.. 


Both  offer  sunshine,  palm  trees 
and  warm  weather.  Yet  only 
one  offers  a  benefit  better 
than  options  on  a  hot  IPO: 
A  better  way  of  life. 

Scramble  for  job  opportunities.  Endure  endless 
traffic.  Give  a  chunk  of  what  you  make  to  the  state. 
Or,  work  hard  in  a  growing  market,  enjoy  the  fruits  of 
your  labor  and,  best  of  all,  take  back  your  life. 

The  choice  is  yours.  Just  remember,  while  work  is 
important,  it  shouldn't  dictate  where  or  how  you  live. 

Silicon  Internet 
Valley  Coast 


State  Income  Tax 

Average  Cost  to 
Purchase  a  Home 

Job  Growth  Rate 
Projected  to  2010 

Population* 

Technology 
Companies 


9.3% 
$410,000 

1 2.3% 


0% 

$157,000 
17.3% 


6,717,623  3,601,914 


6,382 


5,806 


■ 


au  of 

Figures  are  based  upon  most  recent  data  available  as  of  annual  cutoff  date  for  analysis.  Sources  and  credits:  National 
can  Chamber  of  Commerce^  Researchers  Association:  Bureau  of  the  Census:  U.S.  Bureau  of  Labor  Statistics;  FBI  Uniform 
rectory;  National  Association  of  State  Budget  Officers;  Standard  &  Poor's:  Expansion  Management;  Bureau  of  National  Affairs,  Commerce  Cleanng  House,  U. 
of  Publishing,  House  Committee  ort  Taxation:  Ruhzheimer;  EPA;  Mobil  Travel  Guide. 


Close  to  Home  By  Jennifer  Rohank  Mnrse 


ilVhy  Mommy  Has  to  Work 


WOMEN  HAVE  TO  WORK  IN  ORDER  TO 
support  their  families."  We  hear  this  state- 
ment all  the  time,  usually  appended  to  some 
policy  proposal  or  other.  "We  have  to  accept 
the  reality  of  two-earner  families  because 
omen  have  to  work  to  support  their  families."  "We  have 
'  subsidize  day  care,  because  women  have  to  work  to 
ipport  their  families."  "We  can't  count  on  women  to  vol- 
lteer  at  schools  and  other  community  activities,  he- 
me...." "We  have  to  have  labor  force  regulations  that 
low  women  to  return  to  work  quickly  after  childbirth 
;cause...."  We  hear  this 
antra  so  often,  we  almost 
rget  to  think  about  it. 

A  recent  booklet  pub- 
;hed  by  the  Independent 
omen's  Forum  (www. 
rf.org)  sheds  some  light  on 
e  subject.  Women  and 
ixes,  by  tax  lawyer  Eileen 
'Conner,  reveals  this  star- 
ng  fact:  The  largest  single 
11  for  most  families  is  their 
s  bill.  Federal  taxes,  includ- 
g  Social  Security  and 
edicare  payroll  taxes,  con- 
me  26%  of  the  median 
ro-earner  household's  in- 
me,  says  the  Tax  Founda- 
>n  (www.taxfoundation.org).  State  and  local  taxes  con- 
me  another  13%  of  this  median  two-earner  income  of 
8,600.  Compare  the  39%  share  for  taxes  with  the  15% 
r  housing,  12%  for  medical  care  and  9%  for  food. 

Few  families  have  perfect  equality  of  incomes  between 
e  partners.  If  one  earner  earns  somewhat  more  than  the 
her,  say  60%  of  the  income,  the  other  contributes  40%  of 
msehold  resources.  In  this  case,  the  person  with  the 
wer  income  is  working  entirely  to  pay  the  family's  tax 
Is.  Working  mothers  are  often  not  really  working  to  sup- 
•rt  their  families,  but  to  support  the  government. 
We  usually  do  not  realize  this,  of  course,  because  most 
our  taxes  are  deducted  from  our  paychecks  before  we 
er  see  the  money.  Even  the  personal  finance  program  on 
ur  home  computer  will  not  automatically  include  the 
yroll  taxes  when  it  computes  your  expenditures  by  cat- 


The  largest  single 

bill  for  most 
families  is  their 
tax  bill.  Working 
mothers  are  not 
really  working  to 
support  their  fam- 
ilies but  to  pay 
their  tax  bill. 


egory.  You  have  to  make  an 
effort  to  get  the  gross  pay 
(prepayroll  tax)  into  the  cal- 
culator. You  would  have  to 
make  a  really  big  effort  to 
come  up  with  a  pretax  in- 
come the  way  an  economist 
would  measure  it — before 
deduction  of  either  your 
piece  of  Social  Security  tax  or 
your  employer's. 

What  does  this  mean  for 
public  policy?  It  means  that  many  of  the  policies  touted  as 
assistance  for  working  families  are  no  such  thing.  Subsi- 
dized day  care  is  the  most  egregious  example.  The  gov- 
ernment proposes  to  tax  the  family  to  provide  a  "service" 
for  the  family  so  that  both  adults  can  work  outside  the 
home.  But  a  great  many  mothers  would  prefer  to  stay 
home  with  their  children,  rather  than  pay  strangers  to  take 
care  of  them. 

It  means  that  proposals  to  lower  tax  rates  will  be  fam- 
ily-friendly. During  the  recent  campaign,  George  W.  Bush 
proposed  cuts  in  federal  income  taxes  for  people  all  across 
the  income  spectrum,  replacing  the  current  five-rate  struc- 
ture with  four:  10%,  15%,  25%  and  33%.  The  Bush  plan 
would  cut  the  rate  on  the  lowest  tax  bracket  from  15%  to 
10%  of  the  first  $6,000  of  taxable  income.  Everyone  who 
earned  at  least  $6,000  would  pay  $600  on  that  income  in- 
stead of  the  $900  they  currently  pay  with  a  15%  rate.  Mil- 
lionaires would  save  $300  along  with  cab  drivers  and  cus- 
todians. But  who  has  a  greater  need  for  those  300  bucks? 
The  gains  to  higher  income  earners  should  not  blind  us  to 
the  benefits  of  placing  more  discretionary  income  in  the 
hands  of  families  of  more-modest  earnings. 

We  sometimes  hear  that  stay-at-home  moms  are  di- 
nosaurs, a  relic  of  the  Ozzie  and  Harriet  era.  We  seldom 
hear  that  low  tax  rates  are  one  of  the  things  that  made  the 
single-earner  family  possible.  The  Tax  Foundation  says  the 
median  two-earner  family  in  1955  paid  only  18%  of  its 
income  for  all  taxes  combined.  If  that  were  the  rate  today, 
mothers  could  spend  more  time  with  their  children,  or 
volunteering  in  civic  organizations,  not  to  mention  spend- 
ing less  time  in  commuter  traffic. 

Give  us  a  break.  Women  are  tired  of  being  wage  slaves 
for  Washington.  F 


mifer  Roback  Morse  (jmorse@jps.net)  is  a  P  si  an  h  bellow  at  the  Hoover  Institution, 
id  past  columns  at  www.forbes.com/morse  or  use  your  :CueCat  device  on  the 
'  code  (right)  to  take  you  there  instantly. 
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or  decades  advertising 
/as  sold  on  blind  faith: 
rust  us,  it's  boosting 
ales.  But  what  if  every 
yeball  were  counted, 
md  every  response 
racked?  Doesn't  that 
hreaten  Madison 
wenue  as  we  know  it? 
rahoo  is  that  threat. 

!Y  QUENTIN  HARDY 


v     I  - 

 _  

Welcome  to  my  parlor:  Tim  Koogle,  the 
chairman  at  the  center  of  the  Yahoo 
Web,  spies  on  users,  runs  ads  on  the  fly. 


HERE'S  AN  OLD  JOKE  AMONG  MAR- 
keters:  "I'm  wasting  half  my  ad 
budget.  I  just  don't  know  which 
half."  Yahoo,  the  explosively  suc- 
cessful Web  portal,  has  a  propo- 
sition: We'll  tell  you  which  half. 
We  have  the  technology  to  do  it, 
when  the  ad  is  online. 
"Traditional  media  should  get 
scared,"  declares  Timothy  A.  Koogle,  Yahoo's  chief  executive. 
Yes,  they  should.  The  world's  television  stations,  radio  sta- 
tions, newspapers  and  magazines  take  in  more  than  $200  bil- 
lion a  year  for  ads,  and  most  of  the  people  doing  the  buying 
are  working  on  blind  faith  that  their  dollars  are  producing  a 
return.  What  if  they  knew?  Would  they  spend  less? 

Broadcasting  and  print  publishing  are  not  going  to  dis- 
appear next  year  or  even  in  the  next  decade,  but  the  cus- 
tomers are  inevitably  going  to  migrate.  As  screens  get  sharper 
and  batteries  stronger,  more  people  will  get  their  sitcoms  and 
weather  reports  on  demand,  their  articles  on  the  Web  rather 
than  on  a  piece  of  paper.  The  producers  of  the  content  will 
migrate  and  so  will  the  advertisers.  No  harm  there.  But  at 
some  point  the  advertisers  will  insist  on  some  precise  perfor- 
mance measurements,  going  far  beyond  the  circulation  fig- 
ures and  Nielsen  ratings  they  are  getting  now  on  the  old 
media.  Yahoo  will  be  happy  to  provide  performance  data  that 
show  results;  publishers  that  don't  match  the  offer  will  lose 
advertising  clients. 

At  the  moment  Yahoo  shares  with  the  rest  of  the  Internet 
world  a  depressed  stock  price — off  75%  from  its  high.  Scary 
thought:  Even  at  its  shrunken  state,  Yahoo's  $30  billion  valu- 
ation on  Wall  Street  makes  it  worth  more  than  all  U.S.  mag- 
azines put  together. 

Apart  from  the  stock  collapse — which  means  that  op- 
tions are  underwater  for  half  of  the  firm's  3,000  employees — 
Yahoo  is  a  happy  anomaly  in  the  online  world.  It  has  millions 
of  regular  users,  a  billion  dollars  in  annual  sales  and  16  con- 
secutive quarters  of  profit.  Koogle  says  the  company  would 
be  worth  more  but  for  Wall  Street's  assumption  that  its  ads 
(which  provide  85%  of  revenue)  are  just  another  commodity 
in  a  glutted  market. 

"It  hurts  me  when  they  don't  understand  what  we're 
building,"  says  Koogle.  And  what  they  are  building,  he  vows, 
is  a  killer  ad  machine,  more  powerful  than  print  or  televi- 
sion— and  able  to  charge  far  higher  prices.  It  will  offer  mar- 
keters mass  reach  with  a  customized,  close-up  intimacy  they 
never  had  before.  And  it  will  offer  instant  feedback  on  every 
ad.  The  advertiser  will  know  how  many  people  saw  an  ad, 
who  they  are  and  how  many  reacted  with  a  further  click  or 
purchase. 

Yahoo  reaches  60%  of  all  Net  users  worldwide,  and  70% 
of  employees  in  the  500  biggest  companies  in  the  U.S.  It  tracks 
the  visits  of  1 66  million  users,  55  million  of  whom  have  oblig- 
ingly revealed  things  like  their  identities,  home  addresses  and 
personal  preferences.  Yahoo  slices  its  massive  audience  into 
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narrow,  highly  targeted  groups  as  small 
as  17,000  like-minded  souls.  Each 
month  it  drills  into  16  trillion  bytes  of 
data  on  the  browsing,  buying  and  social 
behavior  of  millions  of  people. 

From  this,  Yahoo  can  divine  that 
an  anonymous  user  is  a  25-year-old 
man  in  California  with  a  Visa  card,  in 
need  of  flowers  for  the  missus  and 
keen  to  see  a  "click  here"  ad  from  a 
nearby  florist. 

Elsewhere  in  cyberspace  the  cost  of 
ordinary  banner  ads  has  fallen  75%  in  a 
year,  to  less  than  $5  per  1,000  impressions 
(cost  per  thousand,  or  CPM).  That's  the 
cost  of  a  two- inch  display  ad  in  a  paper 
with  40,000  subscribers. 

At  Yahoo,  targeted  ads  can  draw  a 
$  1 56  CPM.  That  works  out  to  the  equiv- 
alent of  nine  times  the  cost  of  a  30-sec- 
ond  TV  spot  during  the  Super  Bowl. 
Yahoo's  tailored  e-mails  to  specialty 
groups  are  even  pricier — a  CPM  of 
$300,  triple  the  price  of  a  full-page  ad  in 
a  business  magazine.  The  Yahoo  ma- 
chine could  get  only  more  powerful  as 
high-speed  broadband  services  expand 
and  it  combines  the  "rich  media"  of  TV 
spots  with  the  instant  interactivity  of 
point-and-click  on  the  Web. 

"As  users  leave  more  of  their  per- 
sonal DNA,  there's  more  value  here  than 
in  any  other  medium,"  Koogle  says. 
"Advertisers  want  a  personal  interac- 
tion, a  lead  to  convert — and  that's  what 
we  sell."  The  Web  will  let  them  pay  to 
reach  only  the  right  people,  and  get  up 
close  to  them. 

This  rivets  marketers,  but  riles  pri- 
vacy advocates,  who  argue  Yahoo  and 
other  Web  sites  must  do  more  to  shield 
their  customers  from  unauthorized 


Detail  man:  Yahoo's  Jeff  Mallett  rose 
to  president  early  this  year  to  let -Tim 
Koogle  focus  on  long-term  strategy. 


other  magazines  give  readers  scanners 
for  bar  codes  on  ads,  deriving  data  on 
who  reads  what.  Some  of  the  technol- 
ogy is  crude,  but  the  trend  is  clear. 

"We  should  have  seen  this  coming 
when  cable  TV  and  remote  controls 
came  in.  We  were  too  intent  on  pro- 
tecting the  past,"  says  Keith  Reinhard, 
chief  executive  of  DDB  Worldwide.  As 
ads  get  more  targeted  and  more  mea- 
surable, he  says,  ad  agencies  and  media 


"Traditional  media  should  get  scared 


and  overly  intrusive  tracking  tech- 
niques. Regulators  may  yet  hamper 
Yahoo's  grand  plans,  but  so  far  they've 
kept  clear. 

Yahoo  isn't  the  only  place  where 
tracking  technology  is  beginning  to 
take  hold.  TiVo's  disk-based  VCR  lets 
advertisers  know  which  family  mem- 
bers watched  what  shows.  FORBES  and 


companies  will  be  held  accountable 
like  never  before.  A  few  clients  now  pay 
DDB  based  on  return-on-investment. 
Procter  &  Gamble,  a  big  Web  sponsor, 
buys  online  ads  on  a  "pay-for-perfor- 
mance"  basis. 

Yahoo  is  accelerating  the  shift.  Some 
Yahoo  clients  now  press  other  media  to 
provide  Yahoo-style  data  on  customer 
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response.  "My  payout  is  stronger  if 
can  track  the  ad,"  says  Christopher  Mc 
Cann,  president  of  1 -800-Flowers.com 
"I  tell  television  and  magazine  advertis* 
ers  that  I'll  have  to  be  able  to  track  theii 
data,  too." 

Even  Yahoo  resists  some  changes  i 
is  unleashing,  insisting  it  has  to  corn 
trol  an  entire  online  sale  to  offer  pay 
for-  performance.  Besides,  it  likes  th 
guaranteed  margins  from  bulk  deal 
So  does  DoubleClick,  a  data-minin 
ad  "network"  that  monitors  behavio 
on  1,400  Web  sites  and  has  more  tha 
80  million  user  profiles  in  il 
"  database.  But  with  the  step 

■  .  these  companies  are  takin 

more  ad  accountability 
inevitable. 

Yahoo  is  well  placed  to  benefit  froi 
any  shift  from  blind  faith  to  hard  nun 
bers.  Compare  its  elaborate  trenc 
crunching  with  America  Online,  whi 
hews  to  an  old  broadcast  ad  mode 
using  sophisticated  targeting  for  on 
3%  of  its  ads.  Microsoft's  MSN  doesn 
do  much  in  this  realm  because  of  diff 
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TO  LIVE  IN  THE  GLOBAL  VILLAGE, 
YOU  MUST  KNOW  YOUR  OWN  BACKYARD. 


You  don't  get  to  be  #!  around 
the  world  unless  you're  #1  in 
your  local  markets  first.  And 
how  do  you  get  there?  You  hire 
the  most  knowledgeable 
people.  You  compile  the  most 
extensive  database.  Then  you 
meticulously  investigate  every 
property  in  your  market. That's 
the  method  we've  implemented 
at  Colliers  I nternational .  The 
result  is  a  real  estate  firm  that 
knows  your  local  market,  but 
also  just  so  happens  to  have 
offices  worldwide. 


Global  breadth.  Local  depth. 
Commercial  Real  Estate  Services  Worldwide 


Colliers  International  USA  Headquarters 
Boston,  Massachusetts 
617  722  0221 
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culties  in  standardizing  databases 
across  all  of  its  services. 

At  Yahoo  a  daunting  40%  of  ad  rev- 
enue still  comes  from  dot-coms,  a  wob- 
bly market,  but  it  also  serves  a  blue- 
chip  roster  in  the  real  world,  including 
Visa,  Eddie  Bauer,  FTD  and  Spiegel.  And 
it  is  only  five  years  since  Yahoo  started 
out  as  an  eccentric  list  of  cool  sites  on- 
line, compiled  by  Stanford  classmates 
Jerry  Yang  and  David  Filo. 

In  March  1995  Sequoia  Capital 
paid  the  pair  nearly  $2  million  for  a 
25%  stake.  Two  months  later  Sequoia 
brought  in  Koogle,  but  no  one  had  fig- 
ured out  how  Yahoo  might  be  made 
into  a  business.  Yang,  whose  8.4%  stake 
is  worth  $2.4  billion,  and  Filo,  with  a 


tad  more,  weren't  even  sure  they 
wanted  to  build  a  business.  "David  and 
I  were  still  saying,  'Do  we  want  to  make 
money?'  "  says  Yang,  32,  who  now 
works  as  a  technical  strategist  and 
Yahoo  cheerleader  under  the  title 
"chief  Yahoo." 

Koogle,  now  49,  was  a  venture  capi- 
talist's ideal  hire:  a  smart  guy  with 
something  to  prove.  A  mechanical  en- 
gineer with  degrees  from  the  University 
of  Virginia  and  Stanford,  he  founded  a 
robotics  firm  in  1982,  then,  after  it 
failed,  worked  at  Motorola.  He  later  be- 
came president  of  a  Litton  Industries 
unit  called  Intermec,  a  maker  of  bar- 
code scanners.  When  Sequoia  called,  he 
was  about  to  quit  Intermec,  after  his 


bosses  nixed  his  bold  expansion  plans. 

"He  was  smart,  experienced — an< 
rebounding  from  a  career  defeat,"  say 
Michael  Moritz,  a  partner  at  Sequoi 
Capital. 

Why  the  Internet? 

Koogle  himself  was  daunted  by  th 
Web,  entertaining  job  offers  even  as  h 
moved  to  Yahoo.  Then  he  got  it.  "Wha 
was  clear  was,  if  you  made  it  free,  i 
would  scale  up,"  Koogle  says.  "You  ha< 
to  monetize  it  indirectly,  but  there  ar 
industries  that  do  that."  The  ad-sellin 
media  business  came  to  mind. 

Early  on  David  Filo,  now  34,  turnei 
away  from  business  and  focused  oi 
building  a  supple  architecture  tha 
could  scale  up  to  handle  Yahoo's  grow 


Selling  the  World 


ahoo  is  almost  as  big  overseas  as 
in  the  U.S.  Foreign  users  amount 
to  40%  of  the  portal's  audience. 
So  far  they  account  for  just  16%  of 
revenues.  Decent,  considering  it  took  Procter 
&  Gamble  141  years  to  make  international 
business  20%  of  its  revenues.  But  Koogle 
brags  that  the  Internet  is  a  global  medium, 
and  he  wants  more  from  five-year-old 
Yahoo's  reach. 

That  means  education  and  hard  selling, 
says  Heather  Killen,  Yahoo's  senior  vice 
president  for  international  operations.  Over- 
seas, Internet  marketing  accounts  for  just  1% 
of  total  ad  spending,  she  says,  about  one- 
third  U.S.  levels. 

Killen  is  a  41-year-old  Australian  who 
joined  Yahoo  in  1996,  after  running  Euro- 
pean operations  for  Ziff  Davis.  She  logs  a 
quarter-million  miles  a  year  selling  advertis- 
ers on  Yahoo's  narrow,  targeted  audiences, 
available  on  local  Yahoos,  and  on  the  range 
of  Yahoo  advertising  products. 

"Branded  media,  context-based  market- 
ing, direct  mail,  preference-based  marketing 
(agreeing  to  get  ads  via  e-maii)— it's  what 
people  are  missing,"  says  *illen.  'The  Internet 
is  the  only  place  where  you  can  do  it  all." 

But  the  rest  of  ti  -  world  may  just  not  be  as  good  at  consum- 
ing as  people  are  in  the  U.3  Killen  already  frets  that  Internet 
companies  in  Europe  a  id  Asia,  their  stock  valuations  badly  hit, 
are  cutting  their  ad  budgets.  If  so,  her  plan  is  to  generate  other 


Yahoo  liber 
alles:  Heather 
Killen  sells  the 
world  on  the 
idea  of  targeted 
advertising. 


revenues  off  the  Yahoo  machine. 

Yahoo's  computers  have  noticed  that  more  than  half  the  for- 
eign consumers  appear  to  use  high-speed  workplace  connec- 
tions. Kiilen  is  making  the  same  kind  of  push  into  overseas  cor- 

continued  on  page  174 
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ing  audience.  It  would  become  Koogle's 
most  potent  weapon.  The  system's  big 
databases  told  Yahoo  where  people 
were  going  on  the  Internet,  because 
millions  used  Yahoo  for  direction. 

Those  insights  guided  the  company 
in  deploying  editorial  staff  and  promot- 
ing the  hottest  areas  for  advertisers.  In 
1995  no  one  at  Yahoo  knew  who  this 
"Salma  Hayek"  woman  was,  though 
swarms  of  men  were  searching  for  her 
on  the  Web,  so  they  set  up  an  area  that 
linked  Web  information  about  the  ac- 
tress. Desperado,  her  breakout  movie, 
premiered  a  month  later. 

Yahoo  went  public  in  April  1996, 
and  Koogle  used  the  soaring  stock  to 
fund  a  $10.7  billion  acquisition  binge 
(see  box,  p.  176).  His  aim:  Gather  up 
enough  compelling  content,  features 


"When  people  take 
2.8  services,  they' 
committed.  These 
are  hooks, 
building  trust." 

and  services  to  draw  consumers  in. 
Then  Yahoo  could  track  their  prefer- 
ences as  they  wandered  around.  The 
more  services  Yahoo  offered,  the  longer 
its  guests  would  stay — and  the  more 
Yahoo  could  pry  into  their  habits  and 
sharpen  efforts  to  target  them. 

Today  Yahoo  is  a  digital  amusement 


park  with  400  different  ser 
vices.  Millions  of  people  us< 
Yahoo  every  day  for  e-mail 
|"Q  instant  messaging,  scheduling 

Web  photo  albums,  persona 
home  pages,  shopping,  bil 
paying,  games,  auctions  am 
more.  Each  month  Yaho( 
hosts  a  billion  minutes  of  In 
ternet  phone  calls,  ships  6. 
billion  messages  and  e-mails 
and  runs  15  million  hours  o 
audio  and  video. 

Admission  to  this  Yahoo  park  i 
"free,"  so  long  as  you  don't  mind  lettinj 
your  host  study  your  every  move  as  yoi 
endure  thousands  of  ads  for  3,475  adver 
tisers.  Yahoo  now  runs  2 1  billion  pages 
month,  most  with  ads,  and  90%  of  th 
ads  it  sells  are  targeted  in  some  way. 


Sixty  million  users,  12  languages,  one  color.  Yahoo  takes  foreign  marketing  where  it  hasn't  been  before— by  subway,  taxi  and  trishaw. 


porations  that  Yahoo  has  started  in  the  U.S.  In  this  case  the  "cor- 
porate portal"  that  Yahoo  builds  for  a  company  has  a  link  to  a 
local-language  Yahoo,  building  the  local  brand. 

Another  possible  revenue  source  is  Yahoo's  Internet  tele- 
phony. So  far  those  phone  calls,  no  matter  where  they  go  on  the 
globe,  have  been  free.  Lately  Yahoo  execs  have  mulled  sur- 
charges or  other  revenue  generation  from  international  calls. 

Then  there's  always  brute  force,  adding  more  bodies  to 
Yahoo's  overall  reach.  Yahoo's  site  lists  hundreds  of  jobs  avail- 
able around  the  globe,  and  Killen  brings  in  her  regional  managers 
for  joint  talks  on  closer  marketing  execution,  like  media  sales 
campaigns  in  several  countries  at  once. 

Thanks  to  the  excitement  generated  by  its  explosive  start, 
Yahoo  has  the  biggest  global  reach  of  any  Internet  brand,  with 
23  local  versions  in  12  languages.  Except  in  Japan,  Yahoo  estab- 
lished its  international  properties  on  its  own,  forgoing  partner- 
ships in  order  to  keep  control.  So  far,  so  good:  Yahoo's  foreign 
audience  is  several  times  that  of  AOL,  the  second-biggest  inter- 
national Internet  brand. 

But  Yahoo's  go-it-alone  strategy  leaves  it  without  the  cash  or 


the  connections  available  to  some.  In  Latin  America,  where  6  mil 
lion  Internet  users  are  expected  to  grow  to  34.5  million  users  by 
2004,  AOL  Latin  America  raised  $200  million  in  the  public  offer- 
ing of  stock  in  its  joint  venture  with  Venezuela's  Cisneros  Group 
Spain's  Terra  Networks,  now  Terra  Lycos  after  its  $7  billion  pur- 
chase of  the  U.S.  portal  Lycos,  brags  of  partnerships  with  Ber 
telsmann  in  Germany  and  Telefonica  in  Spain. 

Yahoo  is  friendly  with  foreign  governments,  hitting  the  inter- 
national conferences  and  meeting  heads  of  state  to  talk  Internet 
policy  and  plead  Yahoo's  local  interests.  It  walks  quite  a 
tightrope.  The  authoritarians  in  a  country  like  France  would  like 
to  ban  Yahoo  auctions  they  don't  approve  of.  Yet  the  Internel 
wants  to  be  freewheeling. 

"It's  intimidating  when  you  sit  across  from  a  prime  minister 
but  they  don't  know  the  best  course  of  action  either,"  says  Yahoc 
Chief  Operating  Officer  Jeffrey  Mallett.  He  swears  that  Yahoc 
never  gives  governments  its  precious  user  profiles— with  gooc 
reason.  "Governments  are  already  following  people's  behavior,' 
he  says.  "They  don't  need  us  for  that." 

—Leigh  Gallagher  and  Q.H 
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Kelvin  Tan,  HR 


Meet  Kelvin  Tan,  a  guy  as  connected  to  the  world  as  anyone  gets.  WAP  phone,  live  webcasts, 
key  job  in  mobile  e-services  -  a  pretty  unusual  individual,  you  might  think.  But  you'd  be  wrong. 
Singapore  is  full  of  people  like  Kelvin.  People  brought  up  speaking  English,  who  see  themselves 
as  players  on  an  international  stage  and  who  are  well-versed  in  every  aspect  of  IT.  They  live  in 
a  country  that  was  the  first  in  the  world  to  introduce  a  national  broadband  network  and 
is  now  the  most  connected  city  in  Asia;  a  cultivated,  pro-business  and  pro-technology 
environment  that  is  a  natural  launchpad  to  the  region.  Currently,  5,000  MNCs  call  it  home. 
It  could  be  your  company's  home,  too.  < 


Singapore  - 
the  place 
to  put  a  d  t 


So  why  not  call  us  in  the  US  at  (650)654  1185  or  in  Singapore  at  11  0888, 
or  visit  We'll  show  you  why  Singapore  rs  the  perfect  place  to  put 

your  dot  in  Asia.  And  how  folks  like  Kelvin  can  make  it  happen. 
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Building  Yahoo's 
Arcade 


ahoo's  $10  billion  of  acquisi- 
tions (mostly  paid  for  with 
stock)  read  like  a  history  of 
the  Internet's  evolution.  Once 
an  area  got  hot,  Koogle  bought  into  it, 
with  the  rapidly  inflating  currency  of 
Yahoo  stock.  The  more  he  bought,  the 
more  Yahoo  learned  about  users. 

Yahoo  got  a  news-delivery  service  in 
September  1997,  then  a  people  finder  and 
e-mail.  In  1998  it  went  for  services  offer- 
ing games,  fantasy  sports,  and  a  calen- 
dar, plus  one  that  took  small  businesses 
to  the  Web,  so  users  could  shop. 

In  late  1998  Yahoo  bought  Yoyo- 
dyne,  a  service  that  sends  out  spam  that 
viewers  are  paid  to  look  at.  EGroups,  for 
which  Yahoo  recently  paid  $415  million 
in  stock,  owns  e-mail  lists  reaching  17.5 
million  people.  It  aims  to  push  forward 
into  this  so-called  permission-marketing 
business. 

In  mid-1999  Yahoo  paid  $4  billion  for 
Geocities,  where  3.5  million  loyal  mem- 
bers spend  hours  building  personal 
sites.  Moving  out  of  print,  Koogle  spent 
$5.7  billion  of  stock  on  Broadcast.com, 
a  video  service. 

Some  of  these  acquisitions,  like  the 
e-mail  lists,  will  help  Yahoo  command 
higher  premiums.  The  trick  is  to  work  up 
from  the  low  end  of  the  ad  sales  busi- 
ness, turning  a  $5  banner  into  a  better- 
targeted  $10  model.  Yahoo's  big  range  of 
features  aids  that. 

"By  widening  the  services,  they  get 
richer  behavior  out  of  you,  and  more 
precise  clusters  of  consumers,"  says 
William  Nowacki,  chief  executive  of  Hy- 
perparallel.  Yahoo  bought  his  company 
for  $8  million  in  1998.  Its  team  of  com- 
puter scientists  from  Caltech  turned 
their  data-sifting  skills  from  rocketry  to 
consumer  behavior.  Their  job:  to  make 
sense  of  billions  of  bits  of  Yahoo  data. 
Hyperparallel  can  distinguish  regular 
people  from  doctors  by  how  they  use  a 
medical  Web  site,  or  car  buyers  from  car 
fans.  -Q.H. 


Yahoo's  two  original  services,  direc- 
tory and  search,  now  grab  only  20%  of 
the  Web  site's  total  page  views.  The 
other  80%  come  from  what  Koogle  has 
been  acquiring  and  adding.  "When 
people  take  2.8  services,  they're  com- 
mitted. These  are  hooks,  building  trust 
so  they'll  stay  around  and  allow  them- 
selves to  be  seen,"  says  Yahoo's  presi- 
dent, Jeffrey  Mallett,  whom  Koogle 
hired  in  1995. 

Koogle  sees  this  as  a 
good  start.  Yahoo  has  $  1 .6 
billion  in  cash  and  is  set  to 
raise  $1  billion  more  if  Web 
stocks  recover.  He  wants  to 
take  the  targeted  ad  model 
worldwide  and  build  new 
businesses,  from  custom 
corporate  work  to  shop- 
ping services. 

Such  brazen  ambitions 
might  be  more  attainable  if 
Yahoo  merged  with,  say,  Viacom, 
owner  of  CBS,  MTV  and  other  outlets. 
But  partnering  up  seems  an  unlikely 
scenario  at  Yahoo,  whose  style — out- 
wardly friendly  and  inwardly 
guarded — reflects  on  Koogle  himself. 

Despite  its  image  as  a  purple,  loopy 
purveyor  of  fun,  Yahoo  is  a  solitary  place 
defined  by  an  us-against-the-world  fer- 
vor and  a  confidence  that 
verges  on  fatal  arrogance.  Its 
self-described  "paranoia" — it 
won't  even  say  how  many  peo- 
ple work  in  sales — irritates  an- 
alysts. Ad  agencies  describe  the 
Web  company  as  smart  and 
cocky.  Privacy  lawyers  say 
Yahoo  rarely  returns  their  calls. 
In  a  world  where  an  archrival 
like  America  Online  buys  old- 
media  stalwart  Time  Warner, 
Koogle's  Yahoo  has  no  best 
friend. 

Indeed,  Yahoo  recently  axed 
plans  for  an  alliance  with  Dis- 
ney, one  of  the  world's 
strongest  brands.  In  a  deal 
worth  perhaps  $20  million  to 
Yahoo's  bottom  line,  Disney  of- 
fered to  scale  back  its  Go  portal, 
promote  Yahoo  on  television 
and  provide  online  feeds  from 


its  ESPN  sports  channel  and  ABC  New 
In  exchange,  Disney  would  co-brand  th 
online  offerings  and  seek  access  to  Yaho 
users. 

No  way,  said  Yahoo.  "People  come  i 
and  claim  to  know  more  about  what  t 
do  with  our  brand  than  we  do,"  sa) 
Ellen  Siminoff,  Yahoo's  head  of  busine: 
development.  "We  don't  believe  it." 

Yahoo  may  grow  pretty  well  on  i 


"We  have  to  run  a 
'free'  business^ 


People  know  we 

target  and  use  

profiled  advertising." 


own.  Old-line  marketers  are  getting 
feel  for  Yahoo's  real  power.  Pepsi  pa 
an  estimated  $8  million  for  a  promt 
tion  on  Yahoo,  in  which  drinkers  idei 
tified  themselves  and  received  prizes  f« 
entering  data  they  gleaned  from  botl 
caps.  In  two  months  Pepsi  picked  up  tl 
names,  ages,  gender,  addresses  and  co 
sumption  levels  of  2  million  peop! 


►  By  the  Numbers 


The  Purple  Monster 

Sure,  Yahoo's  $110  billion  hit  on  its  stock  price 
must  hurt.  Its  remaining  value  must  be  some 
consolation— or  a  sign  that  there's  more  pain  ahead 


ahoo's  market  cap. 


Estimated  value  of  nation's  | 
200  top  magazines.1 


mbined  market  cap  of 
Dow  Jones  &  Co.,  The  Washington  Post  Co., 
The  New  York  Times  Co.,  Gannett 
nd  Knight  Ridder. 


Combin 


cap 


AOL  Time  Warner. 


'Based  on  recent  sale  of  Times  Mirror  Magazines  for  slight  premium 
to  ad  revenues.  Year  2000  ad  revenues  for  top  227  magazines  projecter 
at  $16.5  billion. 

Source:  Magazine  Publisher's  Associatio 
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the  Boys  Are: 


DAVID  FILO 

Age:  34  Job:  Yahoo 
infrastructure  Worth: 
$2.5  billion  Where  It 
Goes:  It  doesn't.  Filo, 
who  kept  his  pre-Yahoo 
apartment,  has  never 
sold  a  share  of  stock. 


JERRY  YANG  ^ 

Age:  32  Job:  p.r.,  strategy,  "conscience  of 
Yahoo"  Worth:  $2.4  billion  Where  It  Goes: 
Los  Altos  house,  philanthropy  in  arts  and 
education,  donations  to  political  causes. 


That  cost  one-fifth  as  much  as  getting 
the  same  data  the  old  way,  from  mail-in 
promotions.  Gathering  the  wealth  of 
data  took  one-third  as  much  time. 

The  targeting  can  be  eerily  power- 
ful. Among  Yahoo's  millions  of  adher- 
ents, it  knows  that  83,000,  mostly  male, 
are  especially  hard-core  horror  fans.  It 
knows  that  24.3%  of  this  group  is  1 3 
to  17  years  old,  compared  with  1 1%  of 
all  Yahoo  users.  This  past  Halloween 
their  third-most-popular  video  choice 
was  Urban  Legends.  They  are  more 
likely  to  try  a  promotional  game  for 
Nike  shoes  (key  age  group  13  to  17) 
than  for  Reebok  (a  35-  to  44-year-old's 
shoe).  They  prefer  Britney  Spears  to 
Christina  Aguilera. 

That  kind  of  skinny  is  valuable  to  a 
marketer,  and  Yahoo  plans  to  charge  ac- 
cordingly. Yahoo's  "Buzz  Index"  spots 
trends  in  a  thousand  separate  categories 
as  fast  as  they  arise  and  alerts  13,000 
online  retail  affiliates,  plus  Yahoo  adver- 
tisers. When  Yahoo  tested  it  earlier  this 
year,  it  accurately  predicted  how  well 
The  Phantom  Menace  would  do  and 
that  the  second-week  box  office  on  The 
Cell  would  slump. 

"We  could  tell  about  Pokemon  be- 
fore it  caught  on,"  says  Stanley  Wong, 
Yahoo's  data-mining  manager.  "Now  we 
talk  about  psychographical  groups,  like 
'Granolas,'  who  are  really  into  the  out- 
doors and  mountain  biking,  using 
Yahoo." 

Yahoo  has  also  learned 
how  to  target  for  one  ad- 
vertiser first,  then  for  its 
rival.  If  someone  searches 
under  "cars,"  he  or  she 
might  get  a  Ford  SUV  ad. 
Within  the  hour,  a  Nissan 
ad  appears,  because  Yahoo 
has  tagged  that  user  and 
followed  him  as  he  flitted  to 
another  attraction  in  its  park. 

Do  users  mind  the  eyes  over  their 
shoulders?  Jerry  Yang  says  the  com- 
pany isn't  giving  up  names  and  ad- 
dresses unless  users  agree,  so  what's 
the  big  deal?  "Do  I  care  if  people  know 
what  I  buy?"  Yang  asks.  "We  have  to 
run  a  'free'  business  to  customers. 
People  know  we  target  and  use  pro- 
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filed  advertising." 

There  are  limits.  A  core  25%  of  the 
country  dislikes  disclosing  personal  de- 
tails. Ad  networker  DoubleClick  met  a 
firestorm  of  bad  press  when  it  tried  to 
merge  online  data  with  data  from  Aba- 
cus, a  company  that  gets  buying  and 


personal  information  from  things  like 
catalogs.  DoubleClick  took  the  personal 
identifiers  out. 

Yahoo  knows  when  you  are  visiting 
from  a  work  computer.  Is  that  too 
creepy?  Maybe  not.  It  has  found  a  benev- 
olent way  to  intrude  on  your  workplace. 
Many  companies  have  Web  sites  for  their 
own  employees,  but  most  staff  don't  read 


them.  Checking  the  server  addresses  c 
incoming  users,  Yahoo  learned  that  70°/ 
of  corporate  users  do  look  at  personal 
ized  Yahoo  pages.  Now  it  offers  corpo 
rate-sponsored  "My  Yahoo."  For  a  pre 
mium,  the  companies  insert  their  dat 
where  ads  used  to  be,  paying  to  reac 
their  workers. 

Yahoo's  Web-broadcas 
business  is  a  corporate  set 
vice  too,  hosting  more  tha 
1,000  internal  announce 
ments  from  client  compa 
nies.  Koogle  hopes  to  brin 
one-on-one  marketing  t 
full-motion  video  spots- 
"aspirational"  advertising  i 
in  the  lavish  production 
done  for  luxury  car  ads  on  television. 

When  they  click  around  thos 
spots,  Koogle  promises,  "there's  a  lc 
more  we  can  do." 

Scary?  Spooky?  There  will  be  peop 
who  object  to  this  new  world  of  tai 
geted  advertising.  But  they  will  not  sto 
Yahoo.  I 


"Governments  are 
already  following 
people's  behavior. 

They  don't  need  us  for  that." 


Have  you  been  very,  very,  very  good? 


Whoever  said  it's  better  to  give  than  to  receive  was  obviously  never 
on  the  receiving  end  of  a  Mercedes-Benz  SL500.  Sleek.  Sophisticated. 
Powerful.  What  more  could  you  hope  for  this  season?  The  SL500 


an 


our  Web  site,  vww.MBUSA.com. 


©2000  Mercedes-Benz  USA,  LLC.  A  DaimlerChrysler  Company 


The  Man 

Who  Would 

Save 

Health 

Care 

Dr.  John  Kenagy  has  a  prescription 
for  a  sick  $1.3  trillion  business: 
Shake  it  up  the  way  the  Japanese 
shook  up  Detroit,  or  the  way  cheap 
PCs  disrupted  the  computer  industry. 


BY  DANIEL  FISHER 

IT'S  8:39  A.M.  AND  NURSE 
Noreen  Harpur  is  standing  in 
front  of  a  computerized  drug- 
dispensing  system  on  floor 
10B  of  UPMC  Presbyterian 
Hospital,  flagship  of  the  Uni- 
versity of  Pittsburgh  Medical 
Center  Health  System.  Down  the  hail 
are  some  of  the  sickest  patients  in  the 


16-hospital  system,  people  recovering 
from  liver,  small-bowel  and  pancreas 
transplants. 

As  Harpur  manipulates  the  key- 
board of  the  AcuDose-RX  prescription 
cabinet,  a  problem  emerges.  One  of  her 
patients  needs  5,000  units  of  Epogen,  a 
bone-marrow  stimulant  and  one  of  the 
costliest  drugs  in  the  hospital  formu- 
lary. A  check  of  the  refrigerated  cabinet 


reveals  only  a  3,000-unit  dose. 

"Looks  like  somebody  shared 
2,000  with  another  patient,"  Harp 
says  offhandedly.  "Maybe  the  pharma 
can  get  it  up  here  on  the  next  deliver 

An  everyday  occurrence  in  the  1 
of  a  nurse,  but  today  Harpur  has  an  a 
dience.  Looking  over  her  shoulder  a 
scribbling  in  a  notebook  is  John  K 
nagy,  a  vascular  surgeon  by  traini 


!80     FORBES"  December  11,2000 


io  is  now  a  visiting  scholar  at  Har- 
rd  Business  School.  At  the  age  of  55 
e  trim  Nebraska  native  has  veered 
arply  from  the  practice  of  medicine 
study  how  to  make  health  care  work 
tter  as  a  business.  Prescription  errors, 
r  example,  are  a  huge  problem:  Ac- 
rding  to  an  Institute  of  Medicine  re- 
>rt  issued  last  year,  incorrect  and 
litted  doses  add  $2  billion  to  the  na- 


tion's annual  hospital  bill  and  kill 
maybe  7,000  patients  each  year. 

While  Harpur's  patient  doesn't  run 
any  such  risk,  the  missing  Epogen  does 
impose  other  costs  on  the  system.  If  the 
drug  doesn't  arrive  in  the  next  ship- 
ment from  the  pharmacy  at  10  a.m., 
Harpur  will  probably  have  to  fetch  it 
herself,  leaving  other  tasks  unattended. 

"Nurses  spend  a  third  of  their  time 


in  patient  care  and  two- 
thirds  of  their  time 
hunting,  documenting 
and  clarifying,"  says  Ke- 
nagy,  who  has  studied 
hospitals  in  Massachu- 
setts and  Pittsburgh  as 
part  of  an  experiment  to 
bring  industrial-style 
management  principles 
to  health  care.  "We  have 
large  numbers  of  nurses 
not  adding  value  for 
patients." 

The  same  goes  for 
doctors  and  surgeons 
and  just  about  every- 
body else  involved  in 
the  health  care  business. 
Despite  its  high-tech 
sheen,  medicine  looks  a 
lot  like  some  of  the  di- 
nosaur industries  that 
were  upended  by  com- 
petition from  unex- 
pected sources:  autos  in 
the  1970s,  for  example, 
or  mainframe  comput- 
ers in  the  1980s.  Health 
care,  in  a  word,  is 
ripe  for  "disruption," 
the  process  detailed 
by  Harvard  Business 

V School  Professor  Clay- 
BHj  ton  Christensen  in  his 
influential  book,  The 
Innovator's  Dilemma 
FORBES,  Jan.  25,  1999). 
Christensen  details  how 
established  leaders  in 
industries  from  steel  to 
disk  drives  were  dis- 
placed by  innovators 
armed  with  cheaper, 
better  technology. 
Christensen,  a  diabetic,  has  been 
thinking  about  health  care  a  lot  lately 
and  believes  it  is  vulnerable  to  disrup- 
tion. His  predictions  are  speculative, 
but  based  on  strong  evidence  from 
other  industries.  In  every  other  case 
he's  studied,  disruption  has  wrung  two- 
thirds  of  the  overhead — primarily  ad- 
ministrative, marketing  and  research 
costs — out  of  the  business.  Do  that  to 
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DISRUPTIVE  MEDICINE 


medicine  and  you  wouldn't  need  that 
layer  of  HMOs  whose  prime  job  is  to 
make  it  tough  for  patients  to  see  spe- 
cialists. "What  a  wonderful  thing — to 
make  health  care  so  low  in  cost  and  so 
convenient  that  we  consume  more  of  it, 
not  less,"  Christensen  says. 

Christensen  and  Kenagy  are  aiming 
at  a  big  target.  The  nation's  health  care 
bill  will  hit  $1.3  trillion  this  year,  14% 
of  gross  domestic  product,  and  is  ex- 
pected to  grow  at  6%  a  year  thereafter. 
Yet  even  physicians  agree  that  much  of 
the  money  is  wasted. 

Donald  Berwick,  a  Harvard  Medical 
School  professor  and  chief  executive  of 
the  Institute  for  Healthcare  Improve- 
ment, says  as  much  as  40%  of  U.S. 
medical  spending  is  squandered  on  in- 
efficient operations  and  unnecessary 
overhead.  Operating  rooms  are  sched- 
uled according  to  the  convenience  of 
surgeons  instead  of  eco- 
nomic efficiency,  and  $1 
million  magnetic  reso- 
nance imaging  machines 
stand  idle  half  the  week. 
"We  do  things  that 
wouldn't  be  tolerated  in 
any  other  industry," 
Berwick  says. 

To  get  a  sense  of  how 
medicine  might  be  prof- 
itably disrupted,  look  at 
MedCath,  a  Charlotte, 
N.C.-based  chain  of  eight 
cardiac  hospitals.  The  firm 
performed  about  6,000 
open-heart  surgeries  in  the 
year  ended  Sept.  30,  taking 
in  $400  million.  Even  with 
more  nurses  and  techni- 
cians per  bed  than  the  in- 
dustry average,  MedCath's 
labor  costs  (excluding  sur- 
geons, who  bill  separately) 
run  about  25%  of  revenue 
as  opposed  to  45%  at  most 
general  hospitals,  says 
David  Crane,  its  chief 
executive. 

How  does  MedCath  do 
it?  It  has  far  fewer  admin- 
istrators— the  sort  of  mid- 
dle managers  who  bloated 


the  IBM  payroll  before  the  PC  revolu- 
tion— and  its  hospitals  are  designed  for 
efficient  movement  of  people  and  ma- 
terials. "Our  philosophy  is  that  a  spe- 
cialized facility  that  focuses  on  providing 
one  type  of  care  well  will  be  able  to  do 
that  better  than  a  general  hospital,"  says 
Crane.  He's  in  the  process  of  adding  two 
new  hospitals  to  the  chain  and  is  plan- 
ning a  public  stock  offering. 

Cardiologists  have  done  the  same 
thing  to  vascular  surgeons  like  Kenagy 
and  their  once-godlike  colleagues,  car- 
diothoracic  surgeons.  Fixing  clogged 
coronary  arteries  once  required  invasive 
surgery  in  an  expensive  operating  room. 
Now  the  far  more  numerous  cardiologists 
can  ream  out  clogged  arteries  with  bal- 
loon-tipped catheters  under  a  local  anes- 
thetic. Traditional  open-heart  surgery: 
$49,160.  Balloon  angioplasty:  $20,960. 

That's  evolutionary  improvement. 


The  real  disruption  needs  to  come 
the  low  end  of  the  business.  Hospital 
including  UPMC  Presbyterian  have  trie 
to  provide  basic  care  by  buying  u 
physician  practices  and  opening  neigh 
borhood  clinics.  But  to  thinkers  like  Ke 
nagy  and  Christensen,  that's  a  futile  e: 
fort  because  they  are  still  stuck  with  th 
high  overhead  of  the  hospital  system. 

A  better  answer  might  be  outfittin 
physician  assistants  with  technology- 
like microprocessor-controlled  dia^ 
nostic  tools  and  high-speed  dal 
links — so  they  treat  minor  problen 
that  don't  require  a  hospital  visit,  an 
correctly  diagnose  the  ones  that  d< 
Chiropractors,  though  scorned  b 
M.D.s,  might  provide  a  useful  netwoi 
for  such  care. 

The  microprocessor  revolution  w 
speed  the  disruptive  process  alon 
Many  planes  are  now  equipped  with  di 


Matters  of  Life  and  Death 

Disruption  involves  replacing  old,  centralized,  expensive  management  systems  and  technology  with 
newer,  cheaper,  more  modular  methods.  Here's  how  it  could  shake  up  the  health  care  industry: 


INERS 


PALM.  Sells  inexpensive  handheld  devices 
nurses  and  doctors  could  use  to  keep  track  of 
patient  information. 


NONPHYSICIAN  CLINICIANS.  Ranks  of 
nurses,  physician  assistants,  midwives  and 
chiropractors  expected  to  rise  to  384,000  in 
2005  from  228,000  in  1995.  Median  income 
of  a  physician  assistant  in  2000:  $62,380'. 


LOSERS 


MCKESSON  HBOC.  Sells  expensive  software 
and  hardware  systems  that  manage  hospita 
operations  from  the  top  down. 


INTERNISTS.  Mainly  employed  in  primary 
care,  these  physicians  are  too  highly  trainee 
for  most  routine  medical  matters.  They  will  be 
forced  to  specialize  or  accept  lower  pay.  Me- 
dian salary  in  2000:  $126,904'. 


SONOSITE.  Sells  a  $14,000- 
to-$30,000  handheld  ultra- 
sound device  that  can  help  di- 
agnose heart  disease  and 
perform  many  of  the  functions 
of  $200,000  machines. 


Going  the  way  of 
the  mainframe? 


GENERAL  ELEC 
TRIC.  Sells  high-enc 
diagnostic  device! 
that  are  too  comple) 
and  expensive  fo 
most  routine  tasks. 


CONVENTIONAL  INSURANCE  PLANS.  As 

hospitals  learn  how  to  control  costs  and  less 
expensive  practitioners  take  on  more  routine 
care,  insurance  companies  can  get  out  of  the 
business  of  trying  to  manage  costs. 


HEALTH  MAINTENANCE  ORGANIZATIONS 

Their  main  function  of  controlling  access  ant 
cutting  costs  will  be  taken  over  by  health  can 
providers  themselves. 

-D.f 


Source:  Hospital  &  Healthcare  Compensation  Service. 
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It's  a  different  kind  of  world. 

You  need  a  different  kind  of  software. 


WebSphere™  is  the  broadest,  most  powerful  e-business  software  platform 
available.  It  helps  you  integrate  with  your  customers  and  suppliers,  grow  as  your 
e-business  prospers  and  personalize  each  user's  experience.  WebSphere  is  part  of  the  IBM  portfolio  of  e-business 
software  that  includes  Lotus,"  Tivoli"  and  DB2f  To  learn  more  about  WebSphere  and  to  get  a  free  copy  of  the 
Patricia  Seybold  Group  report,  "How  to  Succeed  @  e-business,"  visit  us  at  ibm.com/websphere/discover2 
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fibrillators  that  can  analyze  a  heart-attack 
victim's  electrical  rhythms  and  apply  the 
appropriate  shock,  something  only  a 
physician  would  have  been  qualified  to 
do  in  the  past.  Remote  monitoring  sys- 
tems allow  emergency  medical  techni- 
cians to  administer  powerful  cardiac 
drugs  in  the  ambulance  on  the  way  to  the 
hospital.  A  nurse  carrying  a  PalmPilot 
now  can  call  up  the  interactions  among 
thousands  of  drugs,  far  more  informa- 
tion than  a  physician  could 
ever  memorize.  In  develop- 
ment are  microchip-con- 
trolled probes  that  will  be 
able  to  scan  a  suspicious 
mass  inside  a  patient's  body 
and  help  differentiate  malig- 
nant from  benign  tumors 
(see  box,  p.  186). 

Technology  will  also 


help  improve  training — vital  if  non- 
physicians  are  to  handle  more  of  the 
job.  Just  as  flight  simulators  made  it 
possible  to  train  pilots  without  putting 
real  planes  and  lives  at  risk,  medical 
technicians,  nurses  and  even  M.D.s  are 
now  learning  on  $100,000  human  sim- 
ulators with  computerized  guts.  Simu- 
lators are  being  used  to  train  civilian 
emergency  medical  technicians  to  use 
powerful  cardiac  drugs  that  were  previ- 


"Simulation  is  going  to 
blow  the  lid  off  most 
medical  educational 
processes 


ously  restricted  to  physicians. 

"Simulation  is  going  to  blow  the  li 
off  of  most  medical  education? 
processes  in  the  next  five  to  ten  years, 
says  Dr.  James  A.  Gordon,  an  instructc 
in  medicine  at  Harvard  Medical  Schoc 
(where  tuition  and  fees  run  $1 19,000  fc: 
four  years)  and  coordinator  of  a  pro  jec 
on  patient  simulation. 

Kenagy  says  medicine  needs  th 
same  type  of  modularity  that  drov 
down  costs  in  the  com 
puter  industry.  De 
Computer  outsource 
why  can't  a  doctor?  Th; 
means  the  doctor  wi 
oversee  a  team  of  lesi 
highly  paid  nurse 
physician  assistants  an 
orderlies  who  will  pei 
form  many  basic  tasks. 

The  hospital  will  sti 
have  a  role  in  treatir 
complex,  life-threater 
ing  disorders  and  ser 
ous  injuries.  But  it  neec 
to  be  disrupted  as  we. 
Up  on  10B  of  UPM 
Presbyterian,  Kenagy 
trying  to  disrupt  lonj 
established  patterns  < 
inefficiency  by  adaptir 
the  Toyota  productic 
system — a  manufactu 
ing  process  that  emph 
sizes  low  inventory, 
high  degree  of  flexibili 
and  zero  defects — 
medicine. 

Kenagy  got  to  th 
point  circuitously. 
was  a  busy  surgeon  ol 
side  of  Portland,  Or 
Eight  years  ago  he  f 
out  of  a  tree  climbii 
after  his  4-year-old  sc 
and  broke  his  neck.  Su 
denly  the  surgeon  w 
the  patient,  and  Kena 
was  horrified  by  what 
saw.  Although  everyo 
around  him  was  dec 
cated  to  his  recovei 
"When  I  stepped  ba 
and  added  up  all  the 
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It's  a  different  kind  of  world 

You  need  a  different  kind  of  software 


WebSphere™ Commerce  Suite  helped  No  Fear,  a  sports  gear  company,  sprint 
from  Internet  strategy  to  an  Internet  business  in  less  than  60  days  -  and  build 
an  e-business  infrastructure  as  fast,  flexible  and  fearless  as  its  customers.  If  you're  looking  for  extreme 
performance,  you'll  find  it  in  the  IBM  portfolio  of  e-business  software  that  includes  WebSphere,  Lotusf  Tivoli® 
and  DB2:  For  information  and  some  cutting  edge  case  histories,  visit  ibm.com/websphere/discover2 
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hundreds  of  people  and  all  that  equip- 
ment, the  sum  was  much  less  than  the 
total  of  the  parts,"  he  says.  Patients  waited 
forever  to  see  a  physician,  only  to  repeat 
the  same  information  they'd  given  to  a 
nurse  hours  before.  Everyone  was  over- 
whelmed by  the  complexity  of  the  job. 

Convinced  the  problem  was  rooted 
in  poor  management,  Kenagy,  now 
fully  recovered,  became  an  administra- 
tor at  a  Catholic  health  care  system  out- 
side of  Seattle  that  tried  to  integrate 
doctors  and  hospitals  into  one  seamless 


process.  But  after  a  couple  of  years 
there,  Kenagy  realized,  "We  hadn't 
made  it  any  better,  and  in  some  cases 
we  might  have  even  made  it  worse." 

So  he  decided  to  take  a  sabbatical 
and  entered  Harvard's  Kennedy  School 
of  Government  to  study  how  other 
complex  organizations  are  managed.  It 
was  there  that  Kenagy  attended  Chris- 
tensen's  class  on  disruptive  innovation, 
and  suddenly  it  all  made  sense. 

Medicine  needed  to  be  disrupted, 
Kenagy  realized,  to  deliver  the  simulta- 


Disruptive  Devices 


The  pace  of  disruption  in  medicine  will  be  accelerated  by  technology,  but  not  the  heavy,  expen- 
sive stuff  like  magnetic  resonance  imaging  machines  that  most  hospitals  invest  in  today.  Here 
are  some  innovations  available  or  in  development: 

MINIMALLY  INVASIVE  PROBES.  Biomechanical  engineers  are  developing  microchip-loaded 
probes  the  diameter  of  pencil  lead  that  can  be  threaded  into  the  body  via  a  catheter.  Once  in- 
side, they  will  be  able  to  perform  complex  tests  such  as  determining  whether  cells  are  cancer- 
ous or  measuring  chemical  levels.  No  more  sending  biopsy  slides  to  a  pathologist. 
CATARACT  SENSORS.  Researchers  are  developing  new  electronic  sensors  that  will  detect  the 
chemical  changes  in  the  lens  that  precede  cataracts,  allowing  earlier  intervention  with  drugs 
and  possibly  eliminating  the  need  for  corrective  surgery. 

SELF-DIAGNOSIS.  Inexpensive  glucose  monitors  have  revolutionized  diabetes  care  by  allowing  pa- 
tients to  monitor  blood  sugar  multiple  times  a  day  and  adjust  their  insulin  intake  accordingly.  A  host 
of  manufacturers  are  now  working  on  new  devices  that  don't  require  a  blood  sample,  such  as  the 
GlucoWatch  Biographer  by  Cygnus,  a  wristwatch-size  monitor  that  can  automatically  mea- 
sure blood  sugar  every  20  minutes  and  store  the  results  for  later  analysis. 
TELEMEDICINE.  Video  linkups  will  allow  specialists  such  as  stroke  experts  to  consult 
with  emergency  medical  technicians  to  treat  patients  quicker  with  potentially  lifesav- 
ing  drugs.  Result:  A  single  specialist  can  serve  an  entire  region,  reducing  costs 
even  as  the  availability  of  care  is  increased. 
HOME  HEALTH.  Panasonic  parent  Matsushita 
Electric  Industrial  Co.  demonstrated  its  Warp 
Square  HII  House  in  November  1998  in  Tokyo.  It  in- 
cluded a  prototype  electronic  toilet  that  monitors  body  weight, 
fat  and  uric  sugar  levels  and  stores  the  data  in  a  server.  Pa- 
tients can  upload  the  data  to  their  physician  or  monitor  it  Q 
themselves  to  eliminate  unnecessary  office  visits. 
CHEAPER  VERSIONS  OF  EXPENSIVE  TECHNOL- 
OGY. Not  all  devices  are  as  elegant  as  Sonosite's 
5.4-pound  handheld  "ultrasonic  stethoscopes". 
Adaptive  Eyecare,  founded  by  Oxford  University 
physicist  Joshua  Silver,  makes  eyeglasses  with 
fluid-filled  lenses  that  adjust  to  any  pre- 
scription. The  clunky  black-framed  glasses 
won't  be  big  sellers  in  the  U.S.,  but  could  help 
millions  of  people  in  the  developing  world— without 
the  need  for  optometrists.  —  D.F. 


Smarting 
down:  The 
Sonosite 
ultrasound 
device  could 
make  diagnosis 
more  accurate  and 
accessible. 


neous  goals  of  higher  quality  and  lowe 
price.  Soon  after  that  he  encountere 
the  research  of  Harvard  Busines 
School  professor  H.  Kent  Bowen  an 
his  student  Steven  Spear.  Spear  worke 
on  the  assembly  line  at  Toyota  to  fin 
out  how  the  company  continues  to  dis 
rupt  the  auto  industry.  His  insight  wa 
that  Toyota  focuses  on  solving  sma 
problems  quickly,  using  as  little  tech 
nology  as  possible.  How  does  that  appl 
to  medicine? 

Take  that  missing  Epogen.  On  fin 
ther  investigation,  Kenag 
found  there  are  748  ways 
drug  order  can  work  it 
way  from  doctor  to  phar 
macy  to  patient  at  UPMi 
Presbyterian.  To  simplif 
matters,  he  suggested  dedi 
eating  a  single  pharmac 
clerk  to  insure  prompt  set 
vice  and  to  set  up  a  syster 
he  can  experiment  agains 
Toyota-style. 

Such  tiny  change 
might  seem  trifling  in  com 
parison  with  the  multibil 
lion-dollar  nature  of  th 
problem.  But  Kenagy  he 
some  powerful  supportei 
backing  his  experimen 
One  is  Paul  O'Neill,  th 
chairman  of  Pittsburgh 
based  Alcoa,  who  saw  dn 
matic  results  by  using 
homegrown  version  c 
Toyota-style  managemer 
at  the  giant  aluminum  pre 
ducer.  He  managed  to  r« 
duce  injuries  by  95%,  to  1 
lost  workdays  per  10, OC 
employees  per  year,  lowt 
than  the  rate  in  mo 
white-collar  industries.  Tl 
same  techniques  alio 
Alcoa  to  close  the  month 
accounting  books  on  2/ 
plants  worldwide  in  2  da" 
instead  of  10. 

O'Neill,  who  has  bet 
running  Alcoa  for  13  yeai 
knows  health  care  econon 
ics.  He  serves  as  chairma 
of  Rand,  the  Californi 
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ueorges  future 
is  sealed. 

That's  because  George  Hill  is  the  Presiden 
and  CEO  of  Adhesive  Systems,  Inc.,  the 
company  which  manufactures  the  glue 
that  seals  the  packaging  for  many  of 
our  popular  brands.  The  Philip  Morris 
Companies  made  a  great  choice 
working  with  George's  company.  In  fact, 
through  our  Supplier  Diversity  Program, 
Philip  Morris  has  benefited  from  strong 
partnerships  with  minority-owned 
businesses  for  over  twenty  years.  Last 


our  business  went  to  our  minority  and 
women-owned  partners.  To  learn  more 
about  how  our  Supplier  Diversity  Program 
is  helping  to  strengthen  communities, 
visit  philipmorris.com. 
Working  to  make  a  difference. 


DiSRUPTJVE  MEDICINE 


Radical  Surgery 


EARLY  I800S:  Surgeons,  many  of  them  origi- 
nally trained  as  barbers,  disrupt  medicine  by 
actually  intervening  and  curing  previously 
fatal  conditions  such  as  gangrene  and  tumors. 
1832:  Brigham  and  Women's  Hospital  in 
Boston  has  doubly  disruptive  idea  of  provid- 
ing specialized  obstetric  care  to  women  who 
previously  couldn't  afford  it. 
1890s:  Will  and  Charlie  Mayo  assemble  the  Mayo  Clinic  in  Rochester,  Minn.,  th 

first  multispecialfy  medical  clinic. 
1929:  Baylor  University  Hospital  i 
Dallas  establishes  the  Blue  Cross  plai 
charging  teachers  $6  a  year  for 
guaranteed  21  days  of  hospitalization 
WORLD  WAR  II:  Industrialist  Henr 
Kaiser  begins  what  becomes  th 
Kaiser  Permanente  managed-care  o 
ganization  to  provide  prepaid  heall 
care  to  his  workers  in  California. 
1970s:  Balloon  angioplasty  disrupts  open-heart  surgery  in  the  treatment  c 
clogged  arteries.  WW 


1980s:  Laparoscopic  surgery 
disrupts  conventional  surgery  for 
gallbladder  removal  and  other  I 
abdominal  procedures. 
1990s:  Single-purpose  hospitals 
and  clinics— specializing  in 
everything  from  knee  replace- 
ments to  coronary  bypasses- 
steal  market  share  from  general 
hospitals.  / 1 


Incisions,  incisions 
Laparoscopic  surgery 


think  tank.  Before  Alcoa  he  spent  a 
decade  as  a  White  House  official,  end- 
ing up  as  deputy  director  of  the  Office 
of  Management  &  Budget  in  the  Ford 
Administration,  where  he  helped  draft 
the  laws  that  encouraged  the  formation 
of  health  maintenance  organizations. 

O'Neill  admits  that  HMOs  failed 
their  stated  purpose  of  cutting  costs 
and  increasing  quality.  Now  he's 
putting  his  faith  in  experiments  like  Ke- 
nagy's,  which  he  says  could  slash  the 
cost  of  health  care  in  the  Pittsburgh 
area  through  lower  overhead  and  fewer 
errors  like  postoperative  infections.  "It 
is  possible  to  improve  the  health  and 
medical  care  value  equation  by  as  much 
as  50%,"  he  insists. 

Part  of  that  is  simply  by  getting  rid 
of  inefficiency  that  is  rampant  in  places 
like  10B.  One  nurse,  followed  for  an 
hour,  went  to  12  different  locations  to 
perform  31  activities,  including  spend- 
ing several  minutes  looking  for  a  mis- 
placed step  stool.  Total  time  spent  on 
patient  care:  16  minutes. 

Nurse  Harpur  repeatedly  has  to  in- 
terrupt her  work  to  reset  an  intra- 
venous pump  that  malfunctions  every 
time  the  patient,  in  for  complications 
from  a  kidney  transplant,  flexes  her 
arm.  Meanwhile,  another  patient  waits 
for  an  orderly  to  wheel  her  to  a  differ- 
ent floor  to  have  blood  drawn.  The 
blood  work  should  determine  the  cor- 
rect dosage  of  a  drug,  but  Harpur  will 
probably  have  to  use  her  judgment  be- 
cause the  tests  often  don't  come  back  in 
time.  In  the  middle  of  it  all,  she  peels  off 
to  get  a  patient  a  glass  of  cranberry 
juice.  Why?  Kenagy  asks.  "Because  I 
promised  her,"  Harpur  says,  illustrating 
the  customer-service  side  of  nursing 
that  can't  be  separated  from  the  job. 

Over  the  coming  months  Kenagy 
will  try  various  ways  to  eliminate  less 
important  tasks  that  distract  the  nurses 
on  10B  from  their  primary  job  of  pa- 
tient care.  If  his  experiments  work,  em- 
ployees on  other  floors  will  presumably 
notice  and  adapt  similar  techniques. 
That's  the  way  it  works  at  Toyota. 
Down  the  road,  the  hospital  may  intro- 
duce new  work  practices,  sud 
creasing  the  role  of  physician  ass 


Obstacles:  doctors,  who  don't  want 
less-extensively  trained  professionals 
horning  in  on  their  turf,  and  trial 
lawyers,  who  will  pounce  on  any  mis- 
take. Houston  attorney  James  M.  Per- 
due Jr.  won  a  $3.6  million  jury  verdict, 
now  on  appeal,  against  an  anesthesiolo- 
gist who  let  a  nurse  anesthetist  treat  a 
surgery  patient.  The  patient  had  a  heart 
attack  on  the  table  and  later  died. 

There's  a  way  for  the  disrupters  to 
win  in  the  court  of  public  opinion:  Use 
technology  to  make  people  healthier. 
Jonathan  Rosen  is  a  research  director  at 
the  Center  for  the  Integration  of  Med- 
ical Innovation  Technology,  a  consor- 
tium that  includes  Harvard,  M.I.T.  and 
medical  device  manufacturers.  Cimit, 


which  has  $30  million  in  renewah 
grants  from  the  Pentagon,  is  looking ; 
a  number  of  devices  that  could  dia£ 
nose  and  treat  conditions  before  the 
become  serious  enough  to  require 
doctor's  attention.  Recently  the  May 
Clinic  developed  a  screen  for  colo 
cancer  that  can  detect  genetic  abnoi 
malities  in  a  stool  sample — obviatir 
the  need  for  a  $1,750  colonoscopy. 

"The  earlier  you  can  detect  th 
onset  of  these  long-term  disorders,  tr 
earlier  you  can  intervene,"  Rosen  say 
"The  ultimate  disruption  is  when  yo 
don't  need  to  involve  yourself  in  th 
health  care  system  at  all."  ( 

With  reporting  by  Catherine  Lee 
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The  dot-com  roller-coaster  ride  is  over. 

Yet  after  a  tumultuous  two  years,  energy-service 
providers  —  companies  that  consistently  offer  solid 
earnings  at  discount  prices  —  look  better  than  ever. 
Now  that  investors  are  taking  a  fresh  look  at  energy 
companies,  they've  learned  a  little  from  flash-jn-t he- 
pan  technology  companies.  Energy  companies  are 
moving  their  services  online,  and  they're  finding  cyber- 
space a  great  place  to  further  increase  shareholder 
value  and  streamline  business  processes.  In  this 
report,  we  look  at  two  standout  companies  making 
Waif  Street  headlines  by  leveraging  e-commerc 


Media 
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Revolution  in  the 

FowerTndustry 


American  Electric  Power:  Master  of 
The  Trading  Platform 

Although  energy-trading  platforms 
are  relatively  new,  when  American 
Electric  Power  (AEP)  announced  in  mid- 
April  that  it  was  joining  five  other  com- 
panies to  form  an  independent  power 
and  natural  gas  trading  exchange,  it 
wasn't  that  unusual.  However,  Eric  van 
der  Walde,  senior  vice  president  of 
energy  trading  for  AEP's  wholesale 
organization  in  Columbus,  Ohio, 
believes  this  platform  is  remarkable. 

"The  liquidity  and  financial  strength 
of  the  companies  involved  are  unique," 
van  der  Walde  says.  "We're  talking  six 
very  large  energy  companies  repre- 
senting significant  trading  volume  . . . 
and  that's  what  these  things  are  all 
about.  You  win  the  battle  if  your  plat- 
form has  the  best  numbers."  In  1999, 
the  exchange's  six  companies  were 
responsible  for  roughly  40%  of  the 
electric  power  and  30%  of  the  natural 
gas  traded  in  the  U.S. 

The  six  founding  members  were 
AEP;  Aquila,  a  subsidiary  of  UtiliCorp 
United  Inc.  in  Kansas  City,  Mo.; 
Reliant  Energy  Inc.  of  Houston,  Texas; 


Trade  energy  around  the  clock  and  around  the 
world  every  single  day  of  the  business  week. 
More  at  lntercontinentalExchange.com. 


Duke  Energy  Corp.  of  Charlotte,  N.C.; 
El  Paso  Energy  Corp.  of  Houston;  and 
Southern  Company  Energy  Marketing, 
a  unit  of  Southern  Company  in 
Atlanta,  Ga. 

In  July,  the  six  companies  partnered 
with  the  Intercontinental  Exchange 
(www.intercontinentalexchange.com) 
with  the  goal  of  creating  the  world's 
largest  online,  over-the-counter  market 
for  energy  and  metals.  The  Internet- 
based  trading  platform  began  energy 
operations  on  October  17.  In  its  first 
week  alone,  it  moved  more  than  6 
million  megawatt-hours  of  power. 
Van  der  Walde  expects  the  platform 
to  grow  rapidly. 

The  original  six  companies  repre- 
sent a  $61  billion  market  capitaliza- 
tion. Management  consultant  Roger 
Gale,  president  and  chief  executive 
officer  of  PHB  Hagler  Bail ly,  says  only 
a  few  of  the  trading  platforms  will 
survive  and  that  size  will  be  the  deter- 
mining factor.  "It's  a  game  of  elimina- 
tion," he  says.  "A  whole  bunch  of 
them  just  aren't  going  to  make  it." 

An  electronic  exchange  reduces 
the  potential  for  human  error  and 
significantly  cuts  the  cost  of  a  trade 
execution.  Through  the  exchange. 
AEP  will  pay  fewer  brokers'  fees, 
and  any  exchange  fees  will  be 
routed  back  as  a  dividend,  since 
the  company  has  an  equity  stake  in 
the  exchange.  Other  users  of  the 


exchange  also  will  have  to  pay  fees, 
divided  among  the  exchange's  owners. 

But  this  is  a  nominal  savings  com- 
pared with  how  much  AEP  will  save 
when  it  comes  to  streamlining  its 
business  processes,  van  der  Walde 
says.  Another  benefit  of  trading 
online  is  that  it  makes  the  energy 
market  more  transparent,  he  adds. 
Traders  can  look  at  a  screen  and 
watch  a  transaction  happen.  They 
can  see  multiple  commodities 
moving  at  once. 

Aquila:  Pioneer  of  E-nergy  Solutions 

Aquila,  another  of  the  forward-look- 
ing founders  of  the  Intercontinental 
Exchange,  has  announced  a  $50  mil- 
lion initial  investment  in  several  e-busi- 
ness initiatives.  Beyond  the  obvious 
benefits  of  strategic  partnerships, 
Aquila  Chief  Executive  Officer  Keith 
Stamm  views  participation  in  such  ini- 
tiatives from  a  historical  perspective. 
"The  energy  industry  is  seen  as  an  Old- 
Economy  industry,  but  we've  already 
taken  giant  leaps  into  the  New  Econo- 
my, steps  that  are  dramatically  chang- 
ing our  industry,"  he  says. 

Stamm  sees  online  technology 
revolutionizing  his  industry.  At  the 
wholesale  level,  where  energy  is  a  pure 
commodity,  he  predicts  buying  and 
selling  increasingly  will  move  to  elec- 
tronic platforms  such  as  the  Intercon- 
tinental Exchange.  "One  of  the  things 


You  Ve  got  a  lot  to  do  every  day.  At  AEP,  we  have  the 
energy  to  help  you  do  it.  AEP  is  one  of  the  largest, 
strongest  and  most  diversified  energy  companies 
anywhere.  And  we're  a  leader  in  electricity  generation 


and  distribution  with  interests  in  fiber-optic  networks 
and  e-business  initiatives.  In  short,  we  have  the 
people,  energy  and  information  resources  to  help 
you  run  a  better  business.  And  we  can  do  it  today. 
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the  Internet  does  is  create  more  pow- 
erful buyers  and  sellers  because  of  the 
amount  of  information  that's  available 
at  a  much  faster  rate,"  Stamm  says. 
"Buyers  and  sellers  will  become 
increasingly  reluctant  to  come  to  one 
company's  site  to  transact." 

Once  customers  get  past  wholesale 
to  energy-related  services,  customiza- 
tion becomes  possible  —  and  an  impor- 
tant way  to  differentiate  oneself  from 
the  competition.  Here  Aquila  also  has 
sought  to  stay  ahead  of  its  competi- 
tors by  building  Web  sites  around  its 
unique  products.  The  most  noteworthy 
of  these  is  GuaranteedWeather.com,  a 
weather-risk  management  portal  that 
showcases  and  enhances  Aquila's 
GuaranteedWeather®  suite  of  weather- 
hedging  products. 

Utilities  use  GuaranteedWeather  in 
many  ways,  the  most  basic  of  which 
is  to  purchase  what's  called  a  "cost- 
less collar."  For  example,  a  gas  utility 
might  purchase  such  a  collar  to  hedge 
against  a  winter  that's  much  warmer 
than  usual. 

Previously,  a  large  sales  force  was 
required  to  sell  customers  Guaran- 


Don't  try  bargaining  with  Mother  Nature. 
Protect  your  revenues  against  weather  risk 
at  GuaranteedWeather.com. 


teedWeather  products  and  then  work 
with  them  to  customize  a  nonstandard 
contract  for  who  pays  whom  and  when. 
Taking  GuaranteedWeather  online, 
however,  streamlines  this  process. 

"Using  the  Internet,  we  can  put  a 
proposal  together  and  get  it  back  out 
to  the  client  more  quickly,  sometimes 
within  a  day,"  Stamm  says.  "Typically, 
it  would  take  a  week  or  so  to  do  that. 
Some  of  the  more  standard  transac- 
tions are  even  done  automatically." 

Aquila  is  well  on  its  way  to  becom- 
ing fully  Web-enabled.  Its  next  big 
move  is  into  the  uncharted  area  of 


bandwidth  trading.  Under  its  new 
Broadband  Services  business  unit, 
Aquila  soon  will  offer  risk  management 
solutions  to  both  suppliers  and  end- 
users  of  bandwidth  capacity. 

Based  in  Kansas  City,  Mo.,  Aquila  is 
one  of  the  largest  wholesalers  of  elec- 
tricity and  natural  gas  in  North  Ameri- 
ca and  is  an  innovative  provider  of  risk 
management  services.  It  is  a  wholly 
owned  subsidiary  of  UtiliCorp  United, 
an  international  energy  company  with 
approximately  4.5  million  customers 
across  the  U.S.  and  in  Canada,  Great 
Britain,  New  Zealand  and  Australia.  ■ 


Lukens  Helps  Energy  Companies  Mine  Hidden  Assets 

Energy  companies  that  are  interested  in  implementing  innovative  energy  solu- 
tions but  are  unsure  of  how  to  go  about  it  can  turn  to  Lukens  Energy  Group 
(www.LukensGroup.com).  With  offices  in  Houston,  Texas,  and  Calgary,  Alberta, 
Canada,  Lukens  specializes  in  consulting  services  for  the  energy  industry.  The 
firm  uses  quantitative  analytical  approaches  to  assist  clients  in  creating  business 
solutions.  It  has  helped  clients  such  as  Dominion  Energy  and  El  Paso  Energy  Corp. 
understand  and  measure  the  real  option  values  of  their  energy  assets. 

"The  key  to  success  in  extracting  value  from  energy  assets  is  linking  val- 
uation and  management,"  says  Jay  P.  Lukens,  president  of  Lukens  Energy 
Group.  "We've  developed  a  number  of  analytical  tools  to  advise  clients  on 
how  to  manage  energy  assets  so  as  to  capture  optionality." 

One  of  these  tools  is  the  group's  Storage  Valuation  Advisor ",  which  eval- 
uates the  optimal  use  of  gas  storage  to  arbitrage  natural  gas  prices  across 
time  and  space.  Another  important  concept  is  the  option  value  associated 
with  market  entry,  expansion  and  exit  decisions,  Lukens  says.  As  a  result, 
Lukens  Energy  Group  also  has  developed  structured  decision  processes  that 
help  asset  owners  evaluate  a  range  of  strategic  alternatives,  taking  into 
account  the  real  option  value  associated  with  each  strategy.  Find  out  more 
at  www.LukensGroup.com. 
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MARKETING 


BY  MELAN1E  WELLS 


It's  a  Mad,  Mad,  Mad  Ad  World 


A  few  months  ago  it  looked  like  2000  would  be  a  banner 
year  for  advertising  creativity.  Dot-coms,  drunk  with  pots 
of  VC  money,  filled  the  airwaves  with  bawdy  humor 
and  other  attention-getting  tricks— Pets.com's  sock  pup- 
pet, William  Shatner  as  groovy  balladeer  for  troubled 
Priceline.com.  Then  the  VC  funding  dried  up  and,  with  it, 
a  lot  of  creative  juice.  It  didn't  help  that  the  months-long 


Screen  Actors  Guild  strike  against  Madison  Aveni 
meant  advertisers  weren't  supposed  to  use  celebs  < 
other  union  talent.  So  as  it  turns  out,  this  year  wasr 
such  a  great  year  for  advertising  after  all.  But  the  fe 
ads  that  were  outstanding— and  those  that  stood  01 
for  being  dumb  and  tasteless— deserve  recognitic 
nonetheless.  —  M.\ 


First,  the  Worst 


ABSOLUT:  Tom  Ford 

So  what  if  Absolut's  anniversary  ad 
campaign  is  pretentious?  We've  come 
to  expect  that  from  the  vodka  that 


routinely  pictures  famous  images  and 
faces  without  identifying  them  for  the 
unfortunately  unhip.  But  this  ad,  fea- 
turing Gucci  creative  director  Tom 
Ford — what,  you  don't  recognize 
him? — is  rude  for  other  reasons.  Why 
would  a  company  use  its  trademark  as 
a  phallic  symbol? 

MERCEDES:  Dealer  ad 

When  the  economic  party  is  long 
over,  a  Manhattan  Mercedes  dealer 
will  be  remembered  for  a  short-lived 
print  ad  that  summed  up  life  in 
over-the-top  New  York  Citv.  In  it 
three  teen  girls,  their  expressions 
heavy  with  expectation,  stared  at  the 
camera.  The  caption:  "Your  Daddy 


will  be  surprised  at  how  affordable  a 
new  or  pre-owned  CLK  can  be,  and 
how  easy  it  would  be  for  him  to 
prove  that  you're  still  your  Daddy's 
little  girl."  The  ad  was  all  the 
cheesier  because  the  girls  looked  old 
enough  for  "Daddy"  to  be  Donald 
Trump — or  some  other  fat  cat  who 
likes  young  arm  candy. 

NIKE:  "Horror" 

The  sneakermaker  sure  has  a  funny 
way  of  wooing  women.  In  this  creepy 
spoof  of  The  Texas  Chain  Saw  Mas- 
sacre, a  masked  man  wielding  a  chain 
saw  chases  runner  Suzy  Favor  Hamil- 
ton through  the  woods.  Ultimately,  she 


outruns  him.  Nike's  message:  "Why 
sport?  You'll  live  longer."  Are  you  try- 
ing to  sell  sneakers  or  scare  the  bejesus 
out  of  us? 

NIKE:  ACG  Air  Dri-Goat 

A  double  ding  for  the  Beaverton,  Ore. 
giant.  Let's  hope  you  weren't  bored 
enough  to  read  the  copious  copy  in  a 
print  ad  for  Nike's  new  running  shoe, 
the  Air  Dri-Goat.  If  you  did,  you  were 
probably  surprised  the  company  re- 


ferred to  people  with  disabilities  as 
"drooling,  misshapen"  husks.  Nike 
apologized  and  pulled  the  ad.  Not 
soon  enough. 

The  Best  of  the  Rest  

ANHEUSER-BUSCH:  "Whassup?" 

Anheuser-Busch  i 
the  king  of  beers- 
and  one-liners.  It; 
commercials  fea- 
turing an  all-blacl 
cast  that  greets  or 
another  with  the  drawn-out  "Whas- 
sup?" created  a  new  national  catch- 
phrase.  They  may  also  have  been  a 
much-needed  shot  in  the  arm  for 
Budweiser.  The  brand  saw  a  4%  in- 
crease in  supermarket  sales  through 
mid-September,  compared  with  a 
0.8%  increase  in  supermarkets  last 
year,  according  to  Beer  Marketer's 
Insights. 

CONSECO:  "Working  Stiff" 

Who  can  blame  the  ad  guys  at  trou- 
bled insurer  Conseco  if  their  senses 
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VACHERON  CONSTANTIN 

Manufacture  Horlogere.  Geneve,  depuis  1755. 


Dual  Time  Regulator 

Automatic  movement.  Separate  indication 
of  hours,  minutes  and  seconds. 

Dual  time  zone,  adjustable  by  a  push  button  at  10  o'clock. 

31  day  analog  calendar. 

Sanded  silver  plated  dial.  Officer's  case  back. 

Available  in  yellow  or  white  18K  gold. 

FOR  INFORMATION  CALL  877-862-7555 


humor  have  turned  macabre?  In  this 
wonderful,  darkly  comic  spot,  office 
workers  stop  in  to  visit  "Bob,"  a  col- 
league who  sits  stiffly  behind  his  desk. 
At  the  end  of  the  day,  Bob's  wife 
comes  to  the  office  with  a  change  of 
clothes  for  Bob  who,  turns  out,  is  a 
dead  guy.  The  voice-over:  "How  do 
you  plan  on  providing  for  your  family 
after  you  pass  away?" 

MERCEDES  C  CLASS  "Sage" 

You  have  got  to  love  an  unself-con- 
scious  car  commercial  that  doesn't 
drip  hip.  In  this  infectiously  fun  black- 


Creating  a  better  image: 
Lcica  Chief  Hanns-Pctcr  Cohn. 


and-white  spot,  older  folks  encourage 
us  to  "take  a  bubble  bath  ...  fall  in  love 
. . .  and,  for  once  in  your  life,  get  a  re- 
ally cool  car."  Hear,  hear. 

TARGET:  "Pop  Art" 

This  Warholian  print  and  TV  cam- 
paign uses  logos  as  art.  The  cam- 
paign works  particularly  well  be- 
cause of  the  pairings:  Turns  with  a 


i 


■V  i 


o  o  a  o 

«fe  qfe 

in  |M  jpfc 


k3fc&  fe>jp^  o*Wfc 

midriff-baring  bikini;  Ruffles  potato 
chips  with  a  ruffled  shirt;  Scope  with 
a  woman  peering  over  sunglasses. 
The  message:  Everything,  not  just 
what  we  wear,  contributes  to  our 
style.  Oh  yeah,  and  we  can  buy  it  all 
at  Target.  F 
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Getting  Focused 


Nearly  wrecked  by  competition  and  bad 
management,  Leica  is  snapping  back  to  life. 


BY  CHRISTOPHER  WATTS 

IN  THE  HEYDAY  OF  PHOTOJOURNAL- 
ism,  Leica  cameras  captured  many  of 
the  world's  best-known  images.  There 
were  Robert  Capa's  Spanish  Civil  War 
pictures  in  the  1930s  and  Eddie  Adams' 
1968  stunning  still  of  Saigon's  police 
chief  firing  a  handgun  into  the  head  of 
a  suspected  Viet  Cong.  These  pictures 
were  possible  because  Leica's  original 
35mm  camera,  developed  by  Oskar 
Barnarck  in  1913,  made  capturing  such 
images  fast  and  unobtrusive. 

Sales  of  the  classic  German  brand 
thrived,  thanks  largely  to  word  of 
mouth  within  the  tightly  knit  world  of 
professional  photographers.  For  several 
decades  Leica  did  minimal  marketing, 
simply  because  it  didn't  need  to. 

But  in  the  1970s  cheaper  Japanese 
brands  like  Nikon  and  Canon  took  over 
the  professional  market,  undercutting 
Leica's  luxury-priced  models.  The 
company  has  suffered  ever  since.  It  lost 
money  in  three  of  the  past  four  fiscal 
years.  Its  market  capitalization  of  just 
$40  million  is  not  even  30%  of  its  $145 
million  in  revenues  for  fiscal  2000. 

Not  a  pretty  picture.  But  the  com- 
pany seems  poised  for  a  turnaround. 


For  the  first  time  in  its  history,  it's  try 
ing  to  become  a  more  aggressive  mar 
keter,  rolling  out  more  affordable  cam 
eras  geared  toward  younge 
photographers.  Until  now  Leica  was  fo 
cused  on  professional  shutterbugs  anc 
wealthy  hobbyists — the  Sultan  o 
Brunei  and  Queen  Elizabeth  are  fans— 
who  can  easily  afford  the  $2,195  Leic. 
classic.  But  Leica  Chief  Executiv 
Hanns-Peter  Cohn  knows  it's  impor 
tant  for  the  company  to  woo  younge 
customers.  In  September  he  introduces 
a  $749  digital  model,  the  Digilux  4.3 
and  an  advanced  compact  camera,  th 
CI  1,  which  retails  for  $279  and  come 
with  a  funky,  see-through  plastic  cas 
that's  ideal  for  boating  or  skiing. 

So  far,  sales  of  the  new  models 
manufactured  by  Japan's  Fuji,  ar 
booming.  There  is  also  renewed  de 
mand  for  the  company's  oldest  offer 
ing,  its  manual-focus  M  series  that  re 
tails  for  $2,195  and  dates  back  to  1954 
M6  revenues  grew  20%  to  $44  millio: 
for  fiscal  year  2000.  In  the  quarter  tha 
ended  in  June,  sales  of  the  M6  jumpe< 
39%.  "We're  living  in  a  world  of  elec 
tronics  and  gimmicks,  which  create 
the  need  for  tradition,"  Cohn  says. 


1 1-800-OK-CANON, 

/isit  www.imagerunner.com 


■ 


■  Staple 
1  Saddle  Stitch 


The  imageRUNNER  5000  has  landed  along 

Hole  Punch  , 

■■■■■■»■    with  legions  of  new  fans.  People  attracted  by 
its  seamless  network  fit.  By  its  ability  to  output  50  ppm  and  deliver 
full-finishing  capabilities  right  from  the  desktop.  Plus,  it's  built  on  the 
highly  acclaimed  imageRUNNER  product  platform.  Which  may  explain 
why  the  latest  in  the  imageRUNNER  line  is  attracting  lines  of  its  own. 

At  Canon,  we're  giving  people  the  know-how  to  realize 
the  full  power  of  the  digital  office. 


The  new 
imageRUNNER 
is  here. 


i  m a  g  cRUNNER 
•,5  0  D  D 


C'clllOfl  KNOW  HQW 


M.AR  K  H.TI  NG 


Traditional  marketing,  too.  Its  bud- 
get is  small — $5  million  compared  with 
Nikon's  $1 1  million.  But  for  the  first  time 
Leica  is  running  ads  in  major  newspa- 
pers and  opening  galleries  to  showcase 
the  work  of  young  photographers.  "We 
want  to  target  a  new  market  group,"  says 
Cohn,  52. 

Cohn  inherited  a  mess  when  he  took 
the  company's  helm  in  1998.  Its  former 
chief,  Klaus-Dieter  Hofmann,  nearly 


wrecked  Leica.  For  one,  he  oversaw  the 
development  of  the  R8,  a  single-lens  re- 
flex camera  that  cost  Leica  $17. million 
to  produce  in  the  early  1990s.  It  was  the 
company's  first  electronic  camera,  but 
the  $2,095  gadget  didn't  stand  up  against 
less  expensive  offerings  from  Nikon  and 
Canon.  Leica's  luxury  image  suffered 
when  retailers  offered  big  discounts  on 
the  camera  to  get  it  out  of  stores. 

Rallying  his  troops,  Cohn  held 


weekly  breakfasts  with  groups  of  up  t 
20  staffers  to  talk  about  his  plans  to  re 
design  Leica's  manufacturing  proce< 
and  increase  productivity  by  25%.  H 
also  pared  down  the  work  force  by  6°/i 
helping  reduce  the  company's  $60  ml 
lion  debt  to  $34  million.  So  far,  so  goo( 
In  fiscal  2000  Leica  netted  $527,000— il 
first  profit  in  three  years. 

The  comeback  has  been  slow,  but  fc 
Leica,  the  right  picture  is  developing.  I 


Crossover  Hits 

Rock  and  pop  musicians  are  lending  their 
newest  tunes  to  Madison  Avenue. 
The  result?  Commercials  that  pitch  cars, 
beer,  credit  cards— and  songs. 


BY  BRETT  PULLEY 

IRISH  RECORDING  ARTIST  ENYA  WAILS  A  CREAMY  NEW 
song  called  "Only  Time"  over  a  stereo  system  at  Warner 
Bros.  Records  in  Burbank,  Calif.  "Who  can  say  where  the 
road  goes,  where  the  day  flows?"  she  sings.  Dan  A.  Nathanson 
has  a  few  ideas.  The  vice  president  of  strategic  marketing  for 
the  record  label  smiles:  "I  can  see  a  car  zipping  along  a  wind- 
ing country  road  with  this  playing  in  the  background." 

Enya's  new  CD,  A  Day  Without  Rain,  is  barely  in  stores 
and  Nathanson  already  plans  to  sell  one  of  its  singles  to  a  car 
company.  Not  long  ago  it  was  unthinkable  for  a  well-known 
artist  to  license  a  recently  recorded  tune  to  an  advertiser.  The 
recording  industry,  in  fact,  cheered  when  Bruce  Springsteen 
reportedly  refused  millions  from  Lee  Iacocca  for  Chrysler  to 
use  "Born  in  the  U.S.A."  in  the  mid-1980s. 

But  as  it  gets  more  difficult  for  record  labels  to  secure  play 
time  on  radio  stations  and  music-video  channels  for  rock 
and  pop  musicians,  artists  have  become  eager  shills.  Even 
those  who  snubbed  advertisers  a  couple  of  years  ago  are  now 
dispatching  representatives  to  Madison  Avenue.  They  want  to 


structure  deals  so  that  ad  campaigns  featuring  their  musi 
break  around  the  time  CDs  are  released.  Occasionally  artisl 
and  record  labels  get  bucks  up  front — AT&T  paid  more  tha 
$1  million  to  use  Madonna's  "Ray  of  Light" — but  for  mo; 
the  payoff  is  in  prime-time  exposure  in  commercials. 

Probably  the  most  commercially  promiscuous  artist  is  elec 
tronic-dance  maestro  Moby,  who  licensed  all  18  songs  on  h 
latest  album,  Play,  to  dozens  of  advertisers.  (Some  also  went  t 
TV  shows  and  movie  companies.)  "Find  My  Baby"  provide 
the  backdrop  to  a  game  of  golf  Tiger  Woods  plays  in  a  spot  fc 
American  Express.  "Porcelain,"  was  picked  by  Nordstrom  fc 
its  "Reinvent  Yourself  campaign.  The  same  tune  spun  in  corr 
mercials  for  the  movie  The  Beach.  The  exposure  is  credite 
with  helping  Play  sell  6  million  copies  worldwide. 

Similarly,  a  Jaguar  spot  that  features  Sting  and  his  sing 
"Desert  Rose"  is  credited  with  helping  the  singer's  late: 
album,  Brand  New  Day,  become  his  top-selling  solo  effor 
Sting's  manager,  Miles  Copeland,  got  the  idea  after  hearir 
that  radio  station  and  music-video  programmers  were  relu« 
tant  to  give  Sting's  new  tune  much  air  time  because  the  4C 
year-old  pop  singer  doesn't  appeal  to  younger  music  fans. 

Still,  artists  are  selective  about  how  their  music  is  used.  Foil 
months  ago  Sting  refused  to  let  Tommy  Hilfiger  borrow  his  Po 
lice  hit  "Message  in  a  Bottle"  because  he  didn't  like  the  ads  tl 
designer's  agency  had  proposed.  But  with  Jaguar  he  had  a  ne 
album  to  sell.  Jaguar's  agency,  Ogilvy  &  Mather,  quickly  cut 
30-second  commercial  from  the  "Desert  Rose"  music  vide 
and  agreed  to  shell  out  at  least  $18  million  to  air  it  in  the  U. 
and  overseas.  To  date  Brand  New  Day  has  sold  7  million  copi 
worldwide.  Thanks  largely  to  the  S-type  model,  Jaguar's  sal 
have  increased  35%  in  the  first  ten  months  of  2000. 

To  appear  cutting  edge,  companies  that  target  young  coi 
sumers  like  to  feature  music  from  emerging  bands  in  the 
commercials.  A  recent  Volkswagen  commercial  featured  tl 
French  pop  group  Rinocerose.  Quaker  Oats  tapped  Sma: 
Mouth  for  a  Gatorade  commercial.  The  makers  of  Becl* 
beer  recendy  partnered  with  Third  Eye  Blind,  a  rock  act  th 
records  on  the  Elektra  label.  Their  hope  is  that  hip  music  w 
make  their  product  hot.  "We  have  a  new  release.  They  have 
new  ad  campaign,"  says  Nathanson.  "It's  a  grand  slam." 

Enya,  anyone? 
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SOFT-WALK 

SHOCK-ABSORBING  HEELS 

Ease  pressure  on  the  joints  and  the  spine 

AIR-BAG 

SHOCK  ABSORBERS 

Relieve  the  stress  and  strain  of  walking 

MULTI-GRIP 
CLEATED  SOLES 

Ensure  firm  footing  and 
maximum  support 

AIR-ACTIVE 
AIR  CUSHION  SOLES 

Reduce  on-the-go  weariness 

AIR-JET 

AIR  CIRCULATION  SYSTEM 

Procures  a  soothing  sensation 
of  freshness 

SOFT-AIR 

SHOCK-ABSORBING  INSOLE 

Guarantee  a  light,  carefree  stride 

AIR-RELAX 

REMOVABLE  INSOLES 

Contribute  significantly  to  better  foot  hygiene 

SOFT-STEP 
PADDED  TOP-LINES 

Avoid  pinching  and  rubbing 


FAUST 


SECRET 


movement 


Whenever  craftsmen  combine  traditional  methods  of  shoe 
making  with  the  latest  technology  to  produce  unmistakable 
masterpieces;  whenever  the  finest  details  are  perfected  to 
ensure  unsurpassed  walking  comfort;  whenever  the  timeless 
and  world-embracing  qualities  of  true  style  are  preferred 
to  fleeting  fashion;  and  whenever  exceptional  materials 

(exquisite  full  grain  leather,  the 
velvet  softness  of  nubuck) 
are  selected... 
only  one  shoe  comes  to 
mind  :  MEPHISTO.  Become 
a  distinguished  member. 
A  member  of  the 
MEPHISTO  movement. 


MEPHISTO  W 

THE  WORLD'S 
FINEST 
WALKING 
SHOES 


MEPHISTO    WORLDWIDE    www.mephisto.com    Franklin  /  Tennessee    For  retailers  :  1-800  MEPHISTO 
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PAUL  L.  PERITO  REACHES  INTO 
his  briefcase  at  the  Harvard 
Club  in  Manhattan  and  pulls 
out  a  plastic  freezer  bag  filled 
with  vitamin-size  mints. 
Beaming,  the  63-year-old 
esident  of  Star  Scientific  hands  over  the 
g  as  if  it  contains  gold.  Hardly.  The 
own  mints  taste  like  sugar-coated  to- 
cco.  They  also  pack  a  punch:  They  are 
red  with  2mg  of  nicotine,  a  little  more 
an  what  you'd  get  from  a  cigarette.  Star 
ientific  will  roll  out  the  mints,  tenta- 
ely  called  VLN — it  stands  for  "very  low 
trosamines" — in  the  first  half  of  next 
ar,  along  with  a  line  of  snuff. 
The  mints  and  snuff  are  made  with 
ecially  cured  tobacco  that  contains 
wer  so-called  tobacco-specific  ni- 
asamines — powerful  carcinogens 
rmed  from  nicotine  and  other  alka- 
ids  during  tobacco  fermentation — 
an  regular  cigarettes.  It's  the  same 
aff  that's  in  Advance,  a  potentially  less 
xic  cigarette  Star  Scientific  began  test- 


g  in  Richmond,  Va.  and  Lexington, 
f.  Brown  &  Williamson,  the  nation's 
ird-largest  tobacco  company,  is  nego- 
iting  plans  to  distribute  all  of  Star  Sci- 
ltific's  newfangled  products. 

But  with  the  mints  and  snuff,  Perito 
id  Star's  chief  executive,  Jonnie  R. 
Williams,  45,  are  betting  that  smokers 
ould  rather  suck  than  puff.  "We've  de- 
:loped  a  product  that  delivers  nicotine 

a  tobacco  form  in  the  least  harmful 
ay  possible,"  says  Perito.  They're  so 
ire,  in  fact,  that  they  say  they  want  to 
lload  their  cigarette  business,  includ- 
g  Advance — thereby  hoping  to  avoid 

ry  costly  litigation  in  the  future. 
)nly  cigarettes  are  covered  under  the 
'46  billion  settlement  with  state  attor- 
•ys  general.) 


Star  Scientific  didn't  seem  to  have 
much  of  a  future  until  last  year.  The 
company,  which  has  far  less  than  1%  of 
the  $45  billion  U.S.  market  for  ciga- 
rettes, has  peddled  four  discount  ciga- 
rette brands — Vegas,  Mainstreet, 
G-Smoke  and  Sport — since  1994.  The 
cheap  smokes  (average  price:  $1.70  a 
pack)  languished  until  Philip  Morris 
and  R.J.  Reynolds  started  raising  the 
price  of  premium  brands  to  offset  pay- 
ments to  the  settlement.  Marlboro  and 
Camel  now  retail  for  up  to  $5  a  pack  in 
some  markets,  prompting  many  smok- 
ers to  switch  to  discounted  brands. 

Talk  about  getting  a  lift.  Last  year 
Star  Scientific  netted  $11.5  million  on 
$100  million  in  sales,  which  were  up 
400%  from  1998.  And  the  company  is 
still  on  fire:  Revenues  were  up  180% 
through  September. 

Getting  out  of  the  cigarette  business 
will  help  Star  Scientific  avoid  having  to 
continue  to  pay  a  chunk  of  annual  rev- 
enues— $11.6  million  this  year — into 


an  escrow  fund  to  protect  small  compa- 
nies from  smokers'  litigation.  And  it 
may  help  boost  the  stock,  which  has 
been  stuck  at  around  $4  a  share.  That's 
partly  due  to  low  trading  volume — 
60%  of  Star's  stock  is  owned  by 
Williams  and  another  board  member, 
Francis  J.  O'Donnell. 

Williams  and  O'Donnell,  50,  are 
practiced  dabblers.  Over  the  past  two 
decades  O'Donnell,  an  ophthalmic  sur- 
geon, and  Williams,  a  two-time  college 
dropout,  have  backed  ten  companies — 
with  mixed  success.  One  of  their  better 
bets:  Visx,  a  $271  million  (sales)  laser 
eye-surgery  company.  One  of  their 
flops:  Spectra  Pharmaceuticals,  which 
was  investigated  by  the  Securities  &  Ex- 
change Commission  in  the  late  1980s 


for  distorting  the  truth  about  the  bene- 
fits of  a  vitamin-enriched  eye  lubricant. 
Williams  and  O'Donnell  settled  with 
the  SEC  and  the  company  folded. 

In  1990  the  pair  launched  Star  To- 
bacco &  Pharmaceuticals  as  a  boutique 
cigar  and  cigarette  company.  They 
gradually  shifted  focus  to  peddling  dis- 
count cigarettes  and  developing  less 
toxic  tobacco.  The  company  went  pub- 
lic as  Star  Scientific  in  1998  in  a  reverse 
merger  with  Eye  Technology,  a  money- 
losing  optical-lens  manufacturer  that 
was  sold  off  in  1999. 

Williams,  who  has  no  scientific 
training,  insists  the  company's  patented 
method  (#5845647)  for  removing  99% 
of  nitrosamines  from  tobacco  was  his 
idea.  Star  Scientific  contracted  with  a 
team  of  seven  chemists,  engineers  and 
toxicologists  and  invested  $7  million  in 
the  process,  which  involves  quickly  dry- 
ing leaves  at  the  early  yellowing  stage 
using  1  million  Btu  of  heat  generated  in 
special  curing  barns.  The  high  tempera- 

A  "safe"  cigarette? 
Doesn't  exist.  But 
upstart  Star  Scientific 
has  found  some  novel 
ways  to  hook  smokers. 

BY  MONTE  BURKE 

ture  suppresses  the  conversion  of  ni- 
trates into  the  more  toxic  nitrites, 
which  ultimately  yield  tobacco-specific 
nitrosamines. 

Perhaps  because  of  Williams'  trou- 
ble with  Spectra  Pharmaceuticals,  the 
company  is  careful  not  to  pitch  Ad- 
vance and  its  oral  tobacco  as  safer  alter- 
natives to  regular  cigarettes.  They  just 
say  that  their  products  are  potentially 
less  toxic.  But  Ron  H.  Todd,  director  of 
tobacco  control  at  the  American  Cancer 
Society,  has  his  doubts.  "There  are  over 
43  carcinogens  in  cigarettes.  There's  no 
evidence  that  says  if  you  lower  a  few  of 
those,  you'll  have  a  safer  tobacco." 

Either  way,  the  company's  timing  is 
good.  The  World  Health  Organization 
has  called  for  the  development  of  less 
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SMOKE 


harmful  cigarettes.  And  Star  Scientific 
beat  industry  giant  RJR  to  market  with 
its  own  low-nitrosamine  tobacco.  It's 
too  soon  to  say  if  Advance  will  be  a  big 
seller  in  stores,  but  it  tastes  and  smol- 
ders like  a  regular  cigarette,  unlike 
Eclipse,  the  unsuccessful  low-smoke 
cigarette  RJR  tested  for  years.  At  the  very 


MAN  OF 
STEEL 

Larry  Broderick  all  but  gave 
up  after  his  lumber  business 
failed.  Then  he  found  a 
troubled  metal  company— 
and  a  new  life. 

BY  VICTORIA  MURPHY 

■  F  I  AZARUS  HAD  BEEN  AN  ENTREPRE- 

■  neur,  his  name  might  have  been  Larry 
I  ( I.  Broderick.  By  1990  he'd  been  given 
up  for  dead.  After  he  and  his  wife  sepa- 
rated, and  when  the  Colorado  building 
boom  collapsed,  he  was  forced  to  liqui- 
date his  $130  million  (sales)  lumber 
business.  Then  his  oldest  brother,  Daniel, 
was  murdered  by  his  own  ex-wife.  The 
two  brothers  had  been  partners  in  five 
real  estate  deals,  most  of  which  went 
under  while  Broderick  battled  23  law- 
suits involving  those  deals,  his  divorce 
and  the  custody  of  his  brother's  children. 

Living  in  the  windowless  basement 
that  once  housed  his  lumber  company, 
Broderick  was  determined  to  get  back  on 
his  feet.  With  a  tarnished  history,  he 
couldn't  get  a  loan.  And  there  weren't 
many  troubled  companies  he  could  buy. 
He  located  a  couple  of  ailing  enterprises 
in  Denver:  a  maker  of  the  slotted-steel 
strips  used  by  do-it-yourselfers  to  hang 
garage  door  openers,  shelves  and  the 
like — and  its  sole  client,  a  distributor.  For 
$400,000  Broderick  was  back  in  business 
under  the  name  SteelWorks. 

Or  so  he  thought.  Just  as  the  deal  was 
sealed,  hardware  chains  Lowe's  and 
Menard's,  the  distributor's  biggest  cus- 
tomers, walked.  That  left  Broderick  with 
one  saw,  a  clunky  conveyor  and  a  hand- 


least,  Brown  &  Williamson  is  buying  it, 
snapping  up  more  than  18  million 
pounds  of  Star's  low-nitrosamine  to- 
bacco for  $45  million.  It  may  use  it  in 
its  own  brands,  including  Kool  and 
Lucky  Strike. 

Advance  will  add  to  the  value  of  Star 
Scientific's  discount  brands  that  Perito, 


a  lawyer  brought  in  as  front  man  la: 
year,  thinks  might  fetch  up  to  $250  mi 
lion.  Good  money  to  pump  the  proc 
ucts  it  hopes  smokers  will  use  when  thl 
can't  light  up  at  work  or  in  airplanes.  C 
a  good  way  to  line  the  pockets  of  princ 
pal  investors  whose  shares  are  ahead 
worth  $131  million.  I 


ful  of  salesmen.  "Not  good 
times,"  he  says  understated^. 

Retailers  weren't  exactly  beat- 
ing down  his  door.  Metal  shapes 
are  high-margin  goods  for  hard- 
ware stores— double  the  28%  store-wide 
average — but  not  high-volume  items; 
most  retailers  relegate  them  to  the  back  of 
the  store  in  untidy  display  racks. 

So  Broderick  had  to  make  it  easy  for 
potential  customers.  First  he  tackled 
turnaround  time  from  order  placement 
to  shipment,  and  fill  rate,  the  percentage 
of  orders  shipped  successfully.  When 
SteelWorks  started,  the  average  turn- 
around was  nine  days  with  93%  of  or- 
ders getting  filled.  Simple,  if  cosdy,  solu- 
tion: Carry  25%  more  inventory. 

More  inventory  required  ramping 
up  production,  which,  in  turn,  caused 
Broderick  to  rethink  the  assembly  line — 
from  the  customer's  point  of  view.  Ma- 


Hard  sell  for 
hardware: 
Broderick  had 
to  fight  for  all 
his  retail 
accounts. 


chine  operators,  helped  by 
million  worth  of  new  equi 
ment,  now  get  daily  feedba> 
on  output  efficiency.  Picke; 
who  sort  shapes  and  lab 
them  according  to  color-coding  at 
size,  were  rewarded  on  the  basis 
quantity  and  accuracy.  Further  down  t 
line,  checkers  were  earning  bonuses 
spotting  pickers'  errors.  Overly  metic 
lous,  perhaps,  but  the  system  boost 
productivity  300%  in  one  year.  Works 
packaging  the  orders  made  progre 
too:  Shipping  time  is  now  down  60% 
three  days;  fill  rates  are  riding  at  99.9' 
Broderick  went  further  to  nab  ni 
business,  tailoring  programs  to  ea 
customer.  Hardware  stores  in  the  coas 
regions  get  more  plated  and  stainh 
steel  items  than  stores  in  the  dry  Roc 
Mountain  area.  When  a  farm-and-fl< 
chain  in  Appleton,  Wis.  complained  tl 
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NetJets: 
For  People 
Who  Value  Experience 
Choice  and  Time. 


ience  Counts 

i,  Executive  Jet,  Inc.  introduced  the 

i  fractional  aircraft  ownership  program, 

ionizing  business  aviation  and  making 

affordable  than  ever  before.  This  year, 
y  more  than  180,000  flights  to  over  90 
es  to  support  our  NetJets  fractional 

owners.  You  buy  only  what  you  need 
:  your  transportation  requirements. 
)ility,  costs  and  a  buyback  of  your  asset 
ranteed. 

»s  Matter 

;  offers  1 2  different  types  of  the  world's 
safest  and  most  reliable  light,  midsize  and 
ibin  aircraft  to  meet  our  owners'  varying 


needs.  In  2000,  we  will  operate  over  330  aircraft 
to  support  our  NetJets  owners.  Since  1997, 
NetJets  has  ordered  40%  of  the  world's  business 
jets  (over  600  aircraft  worth  $  13  billion). 

Time  Counts 

NetJets  owners  gain  time  and  efficiency  while 
balancing  their  business  and  personal  lives. 
NetJets  programs  are  available  in  the  U.S., 
Europe  and  the  Middle  East.  Owners  can  fly  in 
any  NetJets  program  on  an  interchange  basis 
without  having  to  purchase  additional  shares. 

The  Industry  Leader 

Since  1963,  we  have  gained  more  corporate 
aviation  experience  than  any  other  company. 
With  the  most  advanced  management  software 


system  in  corporate  aviation,  NetJets  provides 
you  with  the  world's  most  personalized  service. 
Benefit  from  our  experience...  have  more  aircraft 
choices...  and  gain  valuable  time.  Choose  NetJets 
and  find  out  how  affordable  the  ultimate  in 
business  and  personal  transportation  can  be. 

1-800-821-2299 

www.netjets.com 

NetJets^ 
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EXECUTIVE  I ET 


The  pioneer  and  worldwide  leader  in 
fractional  aircraft  ownership/'" 

Executive  Jet  is  a  Berkshire  Hathaway  Company 


SKI)  stickers  were  unscannable,  Brod- 
erick  researched  1 5  different  materi- 
als until  he  found  a  variety  that 
wouldn't  smudge  or  tear.  "We  always 
find  a  way  to  say,  yes,"  he  insists. 

Small  retailers  responded,  sales 
leaped  (from  $1.5  million  in  1992  to 
$4.5  million  in  1994),  bringing  Steel- 
Works  to  a  larger  warehouse  across 
town.  But  without  the  larger  chains, 
profits  were  hard  to  come  by.  "We'd 
put  in  just  enough  calls  to  their  buy- 
ers not  to  make  them  mad,"  says 
Broderick.  Finally,  a  buyer  from 
Lowe's  agreed  to  put  SteelWorks 
products  in  30%  of  its  stores;  a  year 
later,  all  Lowes'  stores  were  supplied 
by  SteelWorks.  Menard's  followed. 

Broderick,  now  55,  says  he  landed 
in  the  black  shortly  after  bagging  the 
Lowe's  account.  Still,  5%  to  10%  of 
sales  are  routinely  plowed  back  into 
advertising  allowances,  display  racks 
and  new  store  discounts.  "This  is  often 
painful,"  says  Broderick.  He  wants  to 
see  that  cut  in  half.  "But  we're  still  say- 
ing growth  now,  returns  later." 

Breaking  the  big  account — 
Home  Depot — is  now  priority  one. 
With  1,068  stores,  nearly  twice  as 
many  as  Lowe's,  Home  Depot  could 
kick  up  sales,  on  target  to  reach  $25 
million  this  year,  by  25%.  How  likely 
is  that?  Big  Orange  is  mum  on  that 
subject,  but  the  company's  long- 
standing relationship  with  its  cur- 
rent supplier,  Crown  Bolt,  is  so  far 
stronger  than  SteelWorks'  quick 
turnaround  times.  F 


►  By  the  Numbers 


Drill  We  Must 

Home  improvement  peaked  in  the 
mid-80s,  when  it  grew  at  17%  a  year. 


spent  on  U.S. 
home  improvements  last  year. 

The  annuo!  rate  of  growth  for 
the  do-it-yourself  market. 


OH,  HEAVENS! 

Fred  Parks  made  a  small  fortune  as  a  Texas  litigator.  Now  he': 
using  some  of  it  to  market  an  odd  contraption  for  mass  trans 


slotted  metai  s 
will  ship  this  v 

Source:  National  Issocid; 


The  amount  of 
SteelWorks 


Koim  Builders. 


BY  LYNN  COOK 

FRED  PARKS,  94,  HAS  ALWAYS  HAD  A 
thing  about  railcars.  As  a  kid  grow- 
ing up  in  the  newly  adopted  state 
of  Oklahoma,  he  used  to  haunt  depots, 
waiting  for  the  steam-driven  locomo- 
tives to  pull  in  and  watching  operators 
tap  out  messages  in  Morse  code.  That 
may  explain  why,  at  the  age  of  81,  he 
plunked  down  $1  million  accumulated 
from  a  50-year  career  in  law  to  get  the 
worldwide  rights  to  the  Swiss-engi- 
neered Aerobus  technology,  a  system  of 
electric-powered  suspended  railcars. 

The  cars  were  then  operating  in  a 
Mont  Ste.  Anne,  Quebec  valley,  ferrying 
skiers  from  their  lodges  to  the  lifts. 
Parks  saw  something  grander.  He  be- 


lieved he  had  a  solution  to  some  of  t 
problems  of  urban  congestion,  by  coi 
ing  up  with  a  mass  transit  system  tf 
would  be  considerably  less  costly  thai 
subway,  monorail  or  light  rail. 

Ah,  the  loneliness  of  the  visiona 
Parks  spent  the  next  decade  pitching  1 
idea  across  the  U.S.,  from  Seattle 
Houston  to  Milwaukee  to  St.  Louis 
with  nary  a  taker.  People  thought 
idea  of  a  commuter  line  in  the  air  v 
nonsense;  light  rail  was  already  doin 
fine  job  of  shuttling  people  in  ma 
cities  from  the  downtown  to  the  a 
port.  (Even  in  ultraurban  New  Yc 
City,  the  Swiss  VLS  Inc.  built  an  aer 
tram  that  transports  commuters  acn 
the  East  River  to  Roosevelt  Island.)  P 
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her  challenge  for  Parks:  There  was  no 
Drking  model  of  Aerobus  operating 
day.  Having  lost  their  usefulness  as 
urist  conveyances,  the  Mont  Ste. 
me  installation  and  others  in  Switzer- 
nd  and  Germany  were  dismantled 
)m  the  mid-1970s  to  the  early  1990s. 

The  fact  that  the  Aerobus  system 
is  defunct  apparently  wasn't  a  prob- 
m  for  the  Chinese  government  in 
chuan  province.  In  June,  after  two 
id  a  half  years  of  negotiations,  Parks 
spatched  his  grandson-in-law  Dennis 
airings — president  of  Houston-based 
?robus  International — to  close  a  $40 
illion  deal  to  build  a  1.6-mile  com- 
uter  line  across  the  Yangtze  and  Jial- 
g  rivers  in  downtown  Chongqing, 
le  system  can  link  up  to  12  cars,  each 
rrying  40  people  at  a  time.  This  is  no 
nusement  park  ride:  Chongqing, 
laing  Kai-shek's  headquarters  during 
orld  War  II,  is  home  to  32  million 
:ople  in  the  city  and  outlying  regions, 
ich  day  thousands  of  taxis,  trucks, 
lses  and  bicycles  navigate  the  bridges 

near  standstill  traffic.  "Every  hour  is 
sh  hour,"  says  Stallings.  He  claims,  a 


INVESTORS  IN  THE 
CHONGQING  SYSTEM 
FIGURE  THEY  CAN 
RECOUP  CAPITAL 
COSTS  IN  FIVE  YEARS. 

bit  improbably  perhaps,  that  Aerobus 
will  cut  travel  time  to  20  minutes. 

At  37  cents  a  ride,  the  private  in- 
vestment group  that  owns  92%  of  the 
Chongqing  system  figures  it  can  re- 
coup capital  costs  in  five  years.  It  isn't 
unusual  for  private  investors  to  build 
infrastructure  projects  in  China  since 
the  government  often  doesn't  have  the 
money  to  fund  them.  (In  the  U.S.  light 
rail  in  places  like  St.  Louis,  San  Diego 
and  Dallas  survive  only  by  dint  of  tax- 
payer subsidies.)  Chinese  investors  are 
paying  a  steep  $25  million-per-mile 
construction  cost  because  the  system — 
suspended  at  300  feet  above  ground — 
is  three  times  the  height  of  the  stan- 


dard model  that  Aerobus  anticipates 
making  elsewhere.  The  price  tag  does 
not  account  for  inevitable  cost  over- 
runs. Still,  says  Stallings,  the  Chinese 
are  saving  a  bundle  in  labor  and  mate- 
rials, which  are  50%  cheaper  in 
Chongqing  than  in  the  U.S. 

Parks  has  funneled  $10  million  of 
his  own  into  upgrading  the  Aerobus 
design.  Today  fiberglass  cars  are  sus- 
pended from  aluminum  tracks  held 
up  by  narrow  pylons.  Tracks  hang 
from  static  cable  that  functions  like 
those  that  hold  up  the  Golden  Gate 
Bridge.  The  design  allows  the  cars  to 
glide  across  the  aluminum  tracks 
safely  at  55  miles  per  hour  with  no 
dips,  bumps  or  jolts. 

Construction  on  the  Chongqing  line 
will  start  next  March.  Barring  major  de- 
lays it  should  be  completed  by  2003.  But 
the  private  investors  are  already  think- 
ing of  expanding.  They  want  to  create  a 
downtown  loop  and  extend  a  line  out  to 
the  airport.  Other  Asian  cities  are  now 
anxious  to  negotiate.  The  mayor  of 
Wuxi,  in  the  Jiangsu  region  of  China, 
has  signed  a  letter  of  intent  to  build  an 
11 -mile,  nine-station  system.  Stallings 
says  he's  working  with  city  planners  in 
four  South  Korean  cities. 

Once  inured  to  the  hardscrabble 
life,  Parks  labored  in  oilfields — and 
occasionally  slept  in  a  graveyard — to 
put  himself  through  South  Texas  Col- 
lege of  Law.  Where  did  he  get  the  $11 
million?  Suing  people.  He  made  a 
name  for  himself  representing  Hedy 
Lamarr  in  a  1961  divorce  settlement 
and  defending  a  family  member  in  the 
criminal  trials  for  the  salacious  mur- 
ders of  Dr.  John  Hill  and  his  wife,  Joan 
Robinson  Hill,  which  spawned  the 
bestselling  novel  Blood  and  Money. 
Parks  earned  a  fortune  suing  Houston 
oilman  Roy  Huffington  for  cutting  a 
partner  out  of  a  high-stakes  Indone- 
sian deal.  He  took  the  case  on  contin- 
gency and  still  pulls  millions  of  dol- 
lars out  of  those  natural  gas  fields. 

Is  this  overhead  railroad  just  a 
costly  hobby?  No,  it's  a  dead-serious 
business  venture,  Parks  says:  "Good 
fortune  sneaks  up  on  us  when  we  least 
expect  it."  F 
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REQUIEM  FOR  A  TELECOM 

How  bad  management  and  defeatist  investors  helped  Nettel 
Communications  write  the  next  chapter  for  upstart  Baby  Bells:  Chapter  7. 


loan.  Nettel's  demise,  hastened  by  tl 
defection  of  two  powerful  investoi 
provides  a  glimpse  into  an  increasing 
common  slice  of  American  busine 
life:  the  death  of  a  once-promisii 
young  venture. 

Fresh  from  selling  off  a  hotel  phon 
service  business  for  $4  million,  Kenefi 
hoped  to  make  another  killing  by  sen 


BY  BRANDON  COPPLE 

JAMES  KENEFICK  STARTED  NETTEL 
Communications  four  years  ago 
with  a  few  hundred  thousand  dol- 
lars and  a  lot  of  nerve.  His  plan  was  to 
sell  phone,  data  and  Internet  service  to 
small  businesses,  all  on  a  single  Tl  line. 
That  particular  market  was  wide  open 
then.  And,  thanks  to  the  recently  passed 


Telecommunications  Act  of  1996,  there 
was  room  for  little  guys  to  compete 
against  local  long-distance  and  cable 
providers. 

But  several  weeks  ago  Kenefick's 
dream  collapsed  like  a  network  election 
projection.  On  Oct.  23  Nettel  filed  for 
Chapter  7  after  Nortel,  Nettel's  largest 
backer,  blocked  a  lifesaving  bailout 
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The  price  of  liberty  was  staggering,  costing 
some  of  the  Founding  Fathers  all  that  they 
treasured  on  earth.  Still,  they  found  liberty 
worthy  of  their  sacrifice.  This  profound 
dedication  exemplified  their  sacred  honor. 

Today,  Regent  University  embraces  a  mission 
of  historic  proportion — one  that  integrates 
the  ideals  of  America's  Founders  and  Judeo- 
Christian  faith  into  each  of  our  graduate 
programs  that  include  government,  law, 
business,  education,  divinity,  psychology 
and  counseling,  communication,  organiza- 
tional leadership  and  a  bachelor's  degree 
completion  program.  Regent  is  preparing 
leaders  who  will  uphold  the  time-tested 
values  of  our  heritage — this  is  our  sacred  honor. 

We  invite  you  to  learn  more  about  Regent 
University.  We  also  encourage  you  to  inquire 
about  our  National  Leadership  Summit, 
March  19-20,  2001,  in  Washington,  D.C. 

Together,  we  can  discover  and  celebrate  how 
Christian  Leadership  Can  Change  Our  World. 


Regent 
University. 

1000  Regent  University  Drive,  Virginia  Beach,  VA  23464-9800 

800-335-4409  •  www.regent.edu/forbes 
E-mail:  sacredhonor@regent.edu 
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Name:_ 


Address: 


City: 


State: 


Zip: 


Phone: 


E-mail: 


Tell  me  more  about:  □  National  Leadership  Summit 

□  University  Activities 

□  Supporting  the  Regent  Mission 

□  Admissions:  School  of  Interest 


Mail  To:   Our  Sacred  Honor  Campaign,  Regent  University 

1000  Regent  University  Dr.,  Virginia  Beach,  VA  23464 


ing  teams  of  aggressive  young  sales  reps 
to  small  businesses  with  the  offer  of  a 
single  invoice  for  all  the  customer's 
communications.  To  start,  Nettel  would 
lease  capacity  on  data-transmission  net- 
works, but  as  it  grew  Kenefick  planned 
to  buy  his  own  switches. 

There  were  believers,  including 
Gold  &  Appel  Transfer  S.A.,  which 
kicked  in  $50  million.  Gold  was  the  in- 
vestment vehicle  of  Walter  Anderson,  a 
powerful  but  quiet  Washington,  D.C. 
investor  who  made  his  fortune  by  sell- 
ing a  regional  long-distance  company 
for  $  1 .5  billion  in  1 998  and  later  made 
headlines  with  his  plan  to  take  over 
Russia's  sputtering  Mir  Space  Station 
and  sell  its  operating  company  to  the 
public.  Down  on  earth  Anderson  also 
bankrolled  lots  of  telecom  businesses; 
he  took  a  47%  stake  in  Kenefick's 


perately  needed  to  cover  Nettel's  grow- 
ing costs.  At  one  point  the  company  was 
paying  $33,000  a  month  for  the  cell 
phones  it  had  issued  to  every  employee. 

Kenefick  also  appears  to  have  made 
misjudgments  in  allocating  capital.  For 
instance,  Nettel  spent  $2.5  million  to 
put  a  switch  in  Syracuse,  N.Y.,  where  it 
had  only  one  client.  In  1999  Nettel  laid 
out  $53  million  in  capital  expenditures, 
ten  times  the  previous  year's  total.  All 
the  while  Kenefick  was  planning  to 
spend  $6  million  on  a  headquarters  in 
Tysons  Corner,  Va. 

While  that  problem  grew,  debt  piled 
up.  Nettel  owed  Nortel  about  $150  mil- 
lion for  the  switches  and  another  $10 
million  to  venture  capital  firm  Allied 
Capital,  which  had  fronted  a  term  loan 
at  12%.  After  the  early-summer  drop  in 
tech  stocks,  Nettel  canceled  a  public  of- 


company. 

Anderson  lent  Nettel  an 
air  of  legitimacy,  and  for  a  few 
years  it  looked  like  Kenefick 
would  justify  Anderson's 
faith.  Nettel's  sales  jumped 
more  than  threefold  in  1998, 
to  $13.2  million,  and  hit  $31.4 
million  the  next  year.  Kenefick  opened 
15  sales  offices  nationwide  and  quickly 
staffed  them  with  200  sales  reps,  most 
of  them  fresh  out  of  college  and  in- 
trigued by  the  stock  options  they  re- 
ceived just  for  signing  on.  By  spring 
2000  Nettel  looked  like  a  winner,  bring- 
ing in  $400,000  in  new  business  every 
month.  Kenefick  bought  ten  switches 
with  financing  from  Nortel  Networks, 
the  Canadian  maker  of  telecom  equip- 
ment, which  also  took  a  $20  million 
equity  stake. 

But  inside  the  company  serious  cash 
flow  problems  were  springing  up.  A 
faulty  billing  system  was  preventing 
Nettel  from  converting  some  new  busi- 
ness into  revenue.  Because  it  failed  to 
capture  all  the  traffic  on  networks  that 
Nettel  leased  from  companies  like 
Global  Crossing  and  Frontier,  a  cus- 
tomer who  had  paid  $500  a  month  to  its 
prior  long-distance  company  might  re- 
ceive a  Nettel  bill  for  just  $50.  The  prob- 
lem is  common  among  fledgling  phone 
carriers,  but  the  lost  revenue  was  des- 


HE  DELIVERED  THE  BAD  NEWS  TO 
HIS  300  STAFFERS  IN  AN  E-MAIL: 
"NOW  WE  ARE  ALL  OUT  OF  JOBS." 


abilities  of  $156  million.  Later  th 
month  Kenefick  laid  off  half  of  Nettfl 
600  employees. 

For  those  left  over  the  end  car 
quickly.  During  the  same  week  in  1; 
October  that  Nortel  missed  earnir 
and  saw  its  shares  drop  37%,  it  pull 
the  plug,  using  its  senior-creditor  po 
tion  to  block  up  to  $14  million 
debtor-in-possession  financing  tr 
might  have  given  credibility  to  Nette 
reorganization.  Feeling  betrayed  by  t 
Canadian  giant,  Kenefick  had  no  cho 
but  to  convert  to  Chapter  7. 

That  afternoon  he  delivered  the  b 
news  to  his  300-person  staff  in  an 
mail:  "Right  now  we  are  all  out  of  job 
Shocked  sales  reps  looted  supply  close 
Angry  customer-service  operate 
routed  outraged  customer  complaii 
to  Kenefick's  home  phone.  Nettel  ci 
tomers  on  leased  Glot 
Crossing  network  lines  1« 
service  within  a  week.  Oth' 
got  reassurances  from  a  tec 
of  30  former  Nettel  salesm 
retained  by  Nortel  to  try 
preserve  the  customer  base 


it  searched,  with  the  bar 
fering  in  July,  kissing  off  the  $175  mil-     ruptcy  trustee,  for  a  buyer. 


lion  Kenefick  had  hoped  to  raise — and 
bringing  into  stark  relief  the  $10  mil- 
lion cash  the  company  was  burning 
every  month,  not  to  mention  the  $50 
million  net  loss  it  posted  in  1999.  In 
July  Nettel  did  $3.5  million  in  revenues, 
but  with  $1.2  million  in  interest  ex- 
pense the  net  loss  for  that  month  sank 
to  $9.1  million. 

Soon  Kenefick's  lieutenants  began 
to  defect.  Frustrated  by  the  boss'  failure 
to  address  the  billing  problem,  sales 
chief  David  Lynch  left  Nettel  in  June. 
WorldCom  veteran  Wayne  Rehberger, 
chief  financial  officer,  followed  Lynch 
out  the  door  in  August. 

Then  the  investors  lost  confidence. 
In  September  Gold  &  Appel  failed  to 
deliver  on  a  $20  million  equity  com- 
mitment. Kenefick  says  Anderson's  $20 
million  would  have  kept  Nettel  afloat 
till  year-end;  instead,  his  default  pushed 
the  company  into  Chapter  11.  It  also 
sent  a  dire  signal  about  Nettel's  viabil- 
ity— with  assets  of  $133  million  and  li- 


While  most  former  Nettel  emplc 
ees  refused  to  comment,  those  who  c 
placed  the  blame  squarely  on  Kenefi 
"We  worked  damned  hard  to  build  t 
thing,  and  it's  pretty  devastating  to 
it  wrecked  by  decisions  at  the  top,"  s; 
Christopher    Rommeney,  Nette 
Chicago  sales  manager.  "It's  easy 
point  your  finger  at  something  you 
see,  as  opposed  to  something  like 
economy,"  says  Kenefick,  who  den 
there  were  operational  problems. 

Nortel,  now  looking  for  a  buyer 
Nettel  with  bankruptcy  trustee  Wenc 
Webster  in  Washington,  DC,  respor 
that  "Nettel's  business  did  not  prove 
be  economically  viable."  Others 
more  to  the  point.  "When  financi 
runs  out  and  even  the  original  investc 
back  off,  it  shows  a  loss  of  faith  in  ma 
agement,"  says  Frank  Dzubeck,  pre 
dent  of  Washington,  DC-based  Coi 
munications  Network  Architects. 

Loss  of  faith,  and  a  loss  of  $50  it 
lion  a  year.  That'll  do  it. 


o  R  b  e  s 
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:ime  to  take  cars  in  a  new  direction.  Along  a  cleaner,  more  open  road  that  travels  the  outskirts  of  convention.  That's  why  we've  created  the 

)ta  Hybrid  System,  the  power  inside  our  breakthrough  gas/electric  vehicle,  the  Prius.  Toyota  is  the  first  company  to  mass-produce  a  hybrid 

cle,  and  we're  working  to  develop  even  more  advanced  technologies  down  the  road.  Fasten  your  seatbelts.  It's  going  to  be  an  exciting  ride. 
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TECHNO tO GY 


Cloudy 
Skies 

Once  the  darlings  of  Wall  Street,  wireless  broadband 
carriers  are  now  staring  at  insolvency.  Is  there  hope  left? 


BY  SCOTT  WOOLLEY 

FOUR  YEARS  AGO  TWO  RIVAL 
AT&T  executives  each  made  a 
daring  bet.  Both  aspired  to 
run  Ma  Bell,  but  left  to  head 
up  brand-new  telecom  com- 
panies. The  first  executive, 
Joseph  Nacchio,  bet  on  fiber-optic  net- 
works and  went  on  to  build  the  first  in- 
dependent fiber  grid  to  crisscross  the 
nation.  The  second,  Alex  Mandl,  chose 
to  build  citywide  networks  using 
broadband  wireless,  slices  of  microwave 
spectrum  that  connect  office  buildings 
to  voice  and  data  networks. 

Today  Nacchio  runs  Qwest,  and 
owns  $185  million  of  that  company's 
$70  billion  market  capitalization. 
Mandl,  meanwhile,  has  suffered  a  very 
different  fate  as  chief  executive  of 
Teligent,  a  company  struggling  for  its 
life.  The  company  just  laid  off  780  em- 
ployees, or  22%  of  its  work  force,  and 
has  enough  cash  to  last  only  six 
months.  Mandl  is  going  begging  for  a 
capital  infusion  from  original  backers 
such  as  John  Malone's  Liberty  Media. 


So  far,  he  has  had  no  success. 
Teligent  lost  $548  million  on  $98  mil- 
lion in  revenue  through  the  first  nine 
months  of  the  year.  The  company  bet 
wrong  on  an  early  generation  of  wire- 
less technology,  known  as  point-to- 
multipoint,  that  proved  difficult  to  in- 
stall and  operate.  That  helped  put  its 
network  deployment  well  behind  early 
entrants  such  as  Winstar.  Teligent's 
market  cap  is  down  to  $300  million 
from  a  high  of  $5.5  billion.  Mandl's 
stake  has  fallen  from  $320  million  to 
$  1 5  million  since  March. 

Teligent's  high  highs  and  low  lows 
reflect  the  short,  brutish  history  of 
broadband  wireless.  Once  ballyhooed 
for  its  elegant  solution  to  the  lack  of 
fiber-optic  cable  in  cities,  the  industry  is 
now  badly  in  need  of  profits,  capital 
and  respect.  Major  players,  including 
Winstar,  Advanced  Radio  Telecom  and 
XO  Communications,  have  all  seen  their 
stocks  pummeled,  though  none  quite 
so  badly  as  Teligent's  (see  chart,  p.  212). 

Fiber  is  running  circles  around 
broadband  wireless.  The  fastest  wireless 
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WIRELESS 


connections  today  run  at  155  megabits 
a  second.  That  is  roughly  100  times 
faster  than  digital  subscriber  lines,  the 
copper-based  technology  pushed  by 
phone  companies;  but  a  direct  fiber 
link  is  60  times  faster  again.  And  wire- 
less bandwidth  has  been  improving  at  a 
relatively  glacial  pace,  rising  about  20% 
annually  for  the  past  five  years,  while 
fiber  speed  is  doubling  every  9  to  12 
months.  Building  owners  are  stunned 
at  fiber  carriers'  prices.  "With  offers  like 
100  megabit  pipes  for  1,000  bucks  a 
month,  people  wonder  is  it  too  good  to 
be  true,"  says  John  Gilbert,  chief  oper- 
ating officer  of  Rudin  Management, 
owner  of  18  buildings  in  New  York. 
The  crash  in  stock  prices  comes  just 


as  these  wireless  carriers  are  in  greatest 
need  of  capital  to  continue  funding 
their  network  construction.  None  of 
the  carriers  have  made  a  dime  in  profit, 
and  suddenly  tech-averse  bankers  have 
shut  off  the  spigots,  even  for  high-yield- 
debt  financing. 

The  companies  insist  that  the  game 
is  not  over.  Wireless  technology  has  got- 
ten a  lot  more  reliable  in  the  past  two 
years.  The  first  generation  of  gear  would 
occasionally  drop  calls;  carriers  now 
claim  to  work  99.999%  of  the  time.  The 
companies  also  point  to  their  continued 
success  in  signing  up  customers.  Win- 
star added  2,200  corporate  accounts  last 
quarter,  a  22%  jump,  while  Teligent  and 
XO  posted  similar  percentage  increases. 

Raising  capital  may  have  grown 
tougher,  but  it  is  not  impossible.  Last 
month  Winstar  landed  $1  billion  in  fi- 
nancing from  Microsoft,  Cisco  and 
others.  The  combination  of  preferred 
stock,  warrants  and  vendor  financing 
could  end  up  diluting  the  stock  11.5% 
but,  given  Winstar's  shaky  credit — ex- 
isting debt  yields  nearly  20% — share- 
holders were  grateful  for  the  cash.  The 
stock  rose  14%  on  the  day  the  financ- 
ing was  announced. 

Some  of  the  bottlenecks  limiting 
broadband  wireless  bandwidth  are  ex- 
pected to  clear  out  next  year,  thanks  to 
new  wireless  gear  from  vendors  such  as 


Hughes  and  Alcatel.  Using  new,  faster 
chips  that  are  able  to  sense  minute  fluc- 
tuations in  signals,  their  systems  will 
zap  data  at  1  gigabit  per  second. 

One  newcomer,  Endwave,  of  Sun- 
nyvale, Calif,  just  managed  to  go  public 
on  the  promise  of  its  new  high-speed 
transmission  equipment.  Among  the 
company's  breakthroughs  are  super- 
computer-designed antennas  that  are 
highly  efficient  at  catching  signals. 
Transmitters  won't  have  to  work  as 
hard.  It  requires  at  least  2  watts  to  send 
a  microwave  signal  1  mile.  Endwave 
says  its  antennas  can  cut  power  usage 
down  to  half  that,  saving  several  thou- 
sand dollars  in  operating  costs.  "There's 
a  lot  of  room  to  push  broadband  wire- 


less technology,  much  more  than  most 
people  recognize"  says  Endwave 
founder  Douglas  Lockie. 

Despite  a  mammoth  fiber  build- 
out,  some  95%  of  U.S.  businesses  still 
have  no  fiber-optic  lines  running  into 
their  buildings.  Wireless  may  not  have 
fiber's  capacity,  but  installing  it  is  a  lot 
cheaper  than  digging  up  streets  to  lay 
new  lines.  "Our  market  is  as  huge  as  it's 
always  been,"  says  William  Rouhana, 
Winstar's  chief  executive. 

He  claims  to  be  practically  done 
building  his  infrastructure,  including 
the  gear  to  connect  Winstar's  transmis- 
sion "hubs"  to  the  Internet  and  tele- 
phone systems.  Winstar  already  con- 
nects 3,400  buildings.  As  it  has  been 


Bums  of  Broadband 

Low  on  cash,  no  profits  in  sight,  high- 
speed wireless  is  Wall  Street  poison. 


11/19/99        3/10/2000        6/30/00  11/16/00 
Source:  Market  Guide  via  FactSel  Research  Systems. 


adding  customers  to  existing  hubs,  it 
gross  margin  has  increased  steadily,  t 
47%  last  quarter  from  30%  a  year  age 
Rouhana  says  Winstar  will  have  positiv 
cash  flow  (in  the  sense  of  earnings  be 
fore  interest,  taxes  and  depreciation 
within  six  months,  an  industry  first. 

XO  Communications,  funded  b 
Craig  McCaw,  is  close  to  completing  it 
network  infrastructure.  It  now  reachc 
1,800  buildings,  though  some  of  thos 
are  linked  via  fiber.  Teligent  rounds  01 
the  big  three,  with  some  2,600  building 
connected  wirelessly. 

Executives  admit  there  are  to 
many  players  chasing  customers.  ; 
wave  of  acquisitions  is  likely.  The  sma 
fry  hold  rights  to  valuable  spectrur 

FOCUS  IS  REVENUE." 

and  building  access  as  well  as  cus 
tomers.  "Consolidation  will  be  part  c 
the  equation,  no  question  about  it, 
says  Teligent's  Mandl,  who  admits  h 
could  wind  up  as  a  buyer  or  seller. 

If  Teligent  can  convince  investoi 
that  profits  are  closer  than  they  expec 
its  shares  may  be  a  whopping  bargaii 
But  a  shrewd  acquirer  may  wait  until 
declares  bankruptcy.  Winstar,  the  mo* 
likely  buyer,  has  shown  that  kind  of  p; 
tience  before.  In  its  six  years  in  busine 
Winstar  has  bought  only  three  comp; 
nies;  two  were  in  bankruptcy  and  or 
was  close.  "We  won't  rush  into  acquis 
tions  just  because  prices  are  down 
says  Rouhana. 

Hoping  to  avoid  becoming  bait  f« 
bottom  feeders,  smaller  wireless  broa« 
band  companies  are  hoarding  cash  ar 
focusing  on  adding  customers  to  the 
existing  networks.  "The  rapid  expai 
sion  in  new  geographic  areas"  is  ov« 
says  Wharton  Rivers,  recently  name 
chief  executive  of  Advanced  Radi 
"Our  focus  is  on  driving  revenue  fro 
our  existing  network." 

If  the  new  technology  delivers  nea 
fiber  speeds  at  much  lower  cosi 
broadband  wireless  may  end  up  pro 
ing  all  its  Wall  Street  naysayers  wror 
The  question  is,  how  many  of  toda^ 
carriers  will  survive  long  enough 
make  use  of  it? 


"EXPANSION  INTO  NEW  CITIES  IS  OVER.  NOW  OUR 
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Call  us  whe.n  you  get  there. 


The  Nokia  8390  wireless  phdne  ' 
*  "  operates'in  up  to  1 20  countries, 
including  the  U.S.,  with  great  new 
features  like  voipe  dialing  and, 
mobile  messaging.  Now.  you  can  » 
connect  with, the  wprld;s  wonders 
■  ,  without  being  left  speechless. 
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BULLHEAD  CITY,  ARIZ.  IS  FAR  FROM 
Silicon  Valley.  But  in  this  scorched 
gambling-dependent  town  on  the 
Nevada  border,  Mike  G.  Dooley  solved 
a  conundrum  that  has  stumped  many 
Weblets:  how  to  use  an  online  commu- 
nity to  boost  sales. 

Dooley,  the  sales  manager  at  Ace 
Hardware  franchisee  Tri-State  Building 
Materials,  was  having  trouble  breaking 
into  the  casino  market  two  years  ago. 
Customers  were  buying  paints  from  his 
competition,  which  was  touting  a  direct- 
to-metal  paint  ratio — a  measure  of  a 
paint's  ability  to  bind  to  a  metal  sur- 
face— that  Dooley  had  never  seen. 

So  Dooley,  a  daily  visitor  to  Ace's 
dealer  Web  site,  e-mailed  a  Mayday  to 
his  fellow  dealers.  Suggestions  poured 
in,  including  one  urging  Dooley  to  have 
his  paint  tested  for  that  ratio.  An  Ace 
lab  in  Matteson,  111.  confirmed  that  Ace 
paint  scored  better  than  rival  brands. 
Dooley  used  the  results  to  nab  20  new 
accounts.  His  sales  of  paint  and  related 
products  are  up  300%  since  1999. 

Score  one  for  online  community. 
Once  considered  a  playground  for  lol- 
lygaggers,  interactive  features  such  as 
message  boards,  live  chat  and  instant 
messaging  have  grown  into  serious 
tools  for  business. 

Firms  such  as  Cisco,  Oracle  and  GE 
Medical  Systems  are  creating  commu- 
nities for  suppliers  and  salespeople. 
Emily  Meehan  of  the  Yankee  Group  es- 
timates that  businesses  have  spent  $300 


million  in  the  past  three  years 
building  online  community. 
"You  can  increase  your  cus- 
tomer conversion  and  decrease 
your  support  costs,"  says  Steven  Glenn, 
chief  executive  of  PeopleLink,  which 
has  40  firms  using  its  community- 
building  software. 

Ace's  site,  a  digital  watering  hole  for 
the  company's  325  commercial  and  in- 
dustrial dealers,  sparked  a  6.5%  sales 
increase  for  that  division  in  1999,  the 
site's  first  full  year  in  operation,  double 
the  rate  of  growth  in  1 997. 

In  July  Cisco  Systems  launched  its 
Networking  Professionals  Connection, 
an  online  community  aimed  at  corpo- 
rate techies  who  buy  routers  and  other 
components.  Live  monthly  "Tech  Talks" 
let  a  Cisco  expert  chat  online  with  cus- 
tomers about  some  technical  topic,  but 
the  site  encourages  customers  to  help 
one  another  solve  networking  problems, 
saving  Cisco  time  and  money. 

Too  busy  to  do  it  themselves,  com- 
panies turn  to  outsourcers  like  Peo- 
pleLink in  Santa  Monica,  Calif.;  Ques- 
tion.com  in  Austin;  Prospero 
Technologies  in  Cambridge,  Mass.;  and 
Chicago-based  Participate.com,  which 
manages  the  Ace  site.  For  $250,000  to 
$1  million  per  year,  these  firms  will  set 
up  communities  and  manage  them. 

Online  community  dates  to  the  be- 
ginnings of  the  Internet,  with  roots  in 
bulletin  boards  such  as  the  Well  and 
Usenet.  Web  portals  such  as  Yahoo 


Mike  Dooley's 
paint  sales 
rolled  in  after 
an  online  plea 
to  Ace  dealers 


rushed  to  set  up  the  means  fc 
users  to  sound  off  and,  the  site 
hope,  stick  around  to  watc 
some  banner  ads.  The  site 
watch  back.  As  Yahoo  has  learned  (se 
p.  168),  communities  yield  rich  dat 
about  user  behavior  and  preference 
that,  in  turn,  allow  it  to  finely  tune  ii 
marketing  pitches. 

Lycos'  Quote.com,  for  instana 
earns  subscription  fees  from  users  wh 
pay  to  see  financial  charts  and  stoc 
data.  The  site  actively  trolls  its  messa£ 
boards  for  new  product  ideas.  Trade 
asked  for — and  got — Bollinger  banc 
and  sortable  lists  of  option  prices.  Sin 
October  1999  those  who  have  signe 
up  for  its  free  community,  run  by  Pa 
ticipate,  have  referred  more  lucratn 
new  customers,  who  spend  an  averaj 
$356.24  per  year;  those  who  don't  sig 
up  refer  customers  who  spend  on 
$230.13.  "We're  looking  at  a  100% 
120%  return  on  our  investment  just  U 
community,"  says  Stan  Hjartberg, 
vice  president  and  executive  produce] 
Ascribing  tangible  value  to  comm 
nity  is  not  easy,  but  a  direct  relationsh 
to  profit  is  not  always  the  point.  Sa 
Charles  Cassidy,  head  of  sales  and  ma 
keting  at  Prospero:  "A  lot  of  communi 
is  helping  people  to  build  their  bran 
build  their  loyalty  with  customers.  The 
is  not  a  real  hard  number  that  we' 
been  able  to  put  on  it." 

Talk  is  cheap,  but  it  can  make 
buck,  too. 
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IT'S  HERE:  THE  WIRELESS  WEB,  AN  INCREDIBLE  OPPORTUNITY  TO  DELIVER  RICH  NEW  SERVICES  ON  NEW  DEVICES.  BUT  THIS  SHIP  COULD  LEAVE 
WITHOUT  YOU  UNLESS  YOU  HAVE  A  HIGHLY  EVOLVED  NETWORK  AND  SERVICES  INFRASTRUCTURE.  LIKE  THE  ONE  SUN™  HAS  ENGINEERED  FOR  THE 

WIRED  INTERNET,  sun's  platform  includes  JAVA™  TECHNOLOGY- to  let  you  take  wireless  service  to  the  outer  limits  on  any 
device -IPLANET™  APPLICATIONS -to  help  you  deliver  quickly  without  reinventing  your  architecture -and  TELECOM-INSPIRED 
SERVERS  and  ULTRA-AVAILABLE  STOREDGE™  ARRAYS— to  deliver  those  services  with  dial  tone-like  reliability,  sun  is  the  de  facto 
STANDARD  FOR  SERVICE  DELIVERY  that  leading  wireless  operators  and  network  equipment  providers  rely  on  today, 
it's  also  the  FUTURE-PROOF  PLATFORM  to  keep  your  business  moving  at  warp  speed  tomorrow. 


microsystems 

THE  NETWORKS  THE  CO/OTTER,  ©2000  SUN  MICROSYSTEMS;  INC.  Alt  RIGHTS  RESERVED.  SUN,  SUM  MICROSYSTEMS,  THE  SUN  LOGO,  THE  JAVA  COFFEE  CUP  TOGO,  JAVA,  IPLANET,  SUN  STOREDGE,  ■■■  J 

THE  NETWORK  IS  THE  COMPUTER.  AND  WHAT  CAH  WE  COM  FOR  /OU?'ARE'TRAOE/MRKS  OR  flEOSiPitpifiEpKS  OF  SUN  MICROSYSTEMS,  INC.,  Ill  THE  UNITED  STATES  ANO  OTHER  COUNTRIES.         What  can  we  .com  for  you  ?" 
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Who  (Gonna)  Dunnit 

Someday  "smart"  cameras  will  not  only  watch  what 
you  are  doing  but  predict  what  you  are  about  to  do. 


BY  MICHAEL  KATZ 

IT  IS  TWO  IN  THE  MORNING.  SECURITY 
Officer  Frank  is  on  coffee  number 
four  of  his  shift  when  he  spills  his 
mug  all  over  his  pants.  As  he  looks 
down,  a  dodgy  figure  appears  on  one  of 
the  dozen  security  monitors.  Not  to 
worry;  unlike  Frank,  the  camera's  com- 
puter has  not  been  distracted.  It  sus- 
pects the  lurker  was  about  to  break  into 
the  building  and  sounds  an  alarm  to 
draw  Frank's  attention  to  the  situation. 

A  working  version  of  such  a  security 
system,  though  three  years  down  the 
road,  is  the  goal  of  the  Advisor  project 
(short  for  Annotated  Digital  Video  for 
Intelligent  Surveillance  and  Optimized 
Retrieval).  If  the  team  of  European  sci- 
entists behind  Advisor  can  perfect  the 
software,  cameras  will  add  a  brain  to 
their  roving  eyes,  allowing  guards  not 
only  to  monitor  and  track  people  but  to 
predict  what  they  will  do  next. 

The  Advisor  project  will  be  watched 
eagerly  by  security  chiefs  at  airports, 
subways,  casinos  and  shopping  malls. 
Consulting  firms  don't  track  the  poten- 


tial size  for  this  market,  but  some  esti- 
mates run  to  the  hundreds  of  millions 
of  dollars. 

The  project,  funded  with  $4  million 
from,  among  others,  the  European 
Commission,  computer  maker  Bull 
S.A.  of  France  and  Racal  Research,  a 
British  defense  contractor,  is  currently 
being  tested  on  videotaped  footage 
from  London  subway  stations.  The  Un- 
derground is  hoping  to  use  the  software 
to  help  detect  when  a  person  on  a  plat- 
form may  be  preparing  to  throw  him- 
self in  front  of  a  train.  Suicide  attempts 
are  an  almost  weekly  occurrence  on  the 
London  tube.  Other  goals  are  to  detect 
shoplifters  before  they  snatch  and  to 
spot  obstructions  such  as  loitering 
teens  or  bulky  merchandising  displays 
before  crowds  can  form  around  them. 

To  teach  a  computer  to  see  such  pos- 
sibilities, the  scientists  had  to  create  a  li- 
brary of  rules  on  human  behavior,  as 
well  as  algorithms  that  would  recognize 
deviations  from  normal  behavior.  For 
example:  Someone  innocently  running 
down  a  hallway  will  likely  continue  run- 


ning; car  thieves  are  mor 
likely  to  zigzag  through  a  park 
Lng  lot  while  casing  vehicle* 
whereas  a  car  owner  makes 
beeline  for  his  station  wagon. 

"People  who  jump  ol 
subway  platforms  behave  dif 
ferently  from  other  com 
muters.  They  don't  leap  whe: 
the  first  train  arrives.  Thei 
stay  there  pondering,  and  it  i 
unusual  for  someone  to  hani 
around  a  platform  for  to 
long,"  says  Stephen  Maybant 
a  lecturer  in  computer  scienc 
at  the  University  of  Reading 
who  heads  up  Advisor's  algcj 
rithm  and  3-D-tracking  tean 
It  is  no  mean  feat  to  creal 
a  program  that  attempts  to  bj 
as  smart  as  even  the  dumbe, 
guard.  Engineers  have  bee 
struggling  for  years  to  create  softwai 
that  can  recognize  human  motion  an 
interpret  its  behavior.  The  first  trick 
to  distinguish  moving  objects  froi 
their  backgrounds  and  then  to  identi 
them  as  human  by  matching  the  ol 
jects  to  a  database  of  natural  or  plaus 
ble  outlines  of  people.  This  way,  tH 
software  won't  be  fooled  into  thinkir 
a  person  is  a  car,  a  baby  stroller  or 
rolling  trash  can.  Since  the  system  ca 
track  objects  in  three  dimensions,  it  a 
distinguish  a  person  from  his  shado- 
Some  puzzles  still  remain  to  be  solve 
like  teaching  the  software  to  adjust 
changes  in  light  and  camera  angles. 

Software  designed  to  predict  hum; 
behavior  raises  all  kinds  of  sinister  ir 
plications.  "I  think  it  will  result  in  ore 
nary  people  engaged  in  innocent  acti 
ities  having  their  movements  called  in 
question,"  says  Barry  Steinhardt,  ass 
date  director  of  the  American  Civil  Li 
erties  Union. 

Even  industry  proponents  see  pro 
lems.  "You  and  I  don't  have  to  be  par 
noid  about  it,  but  our  children  ai 
grandchildren  should  be  scared 
death,"  says  Charles  Pierce,  president 
LRC  Electronics,  a  closed-circuit-TV  i 
pair  company  in  Davenport,  Iowa, 
software  can  read  our  body  languaj 
can  mind  reading  be  that  far  off? 
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In  today's  digital  economy,  only  one  individual 
can  handle  peak  loads  better  than  EDS. 

eds.com 

Surges  in  Web  traffic  can  leave  many  of  your  customers  out  in  the  cold.  But  EDS'  worldwide  network  of  data 
centers  can  shift  traffic  to  meet  demand.  So  you  get  protection  from  overloads.  Virtually  unlimited  capacity. 
99.95%  uptime.  Faster  customer  access.  And  uninterrupted  profits.  All  in  a  secure  environment.  This  year,  make 
certain  your  holiday  Web  sales  are  more  than  just  ho-ho-hum.  To  learn  more,  call  800-566-9337  or  visit  our  site. 
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Sweet  Syringe  of  Youth 

Viagra  is  so  five  minutes  ago.  The  quest  for  virility  now  begins 
with  a  shot  of  human  growth  hormone.  But  how  safe  is  it? 


BY  ROBERT  LANGRETH 

INSURANCE  EXECUTIVE  HAL  KATZ 
never  wants  to  feel  old.  So,  five 
months  ago  the  54-year-old  owner  of 
a  small  Baltimore  auto  insurance  com- 
pany started  taking  daily  injections  of 
growth  hormone.  He  has  lost  two 
inches  off  his  waistline  without  chang- 
ing his  diet  and  feels  more  energetic 
than  he  has  in  years.  An  amateur 
weightlifter,  Katz  can  bench-press  as 
much  as  300  pounds,  compared  with 
230  pounds  before  beginning  the  treat- 
ment. "I  can  do  things  that  20-year-olds 
can't,"  he  boasts. 

Mr.  Katz  is  one  of  a  growing  num- 
ber of  executives,  stockbrokers  and 
other  professionals,  both  men  and 
women,  injecting  themselves  with 
growth  hormone.  An  estimated  30,000 
Americans,  up  from  2,000  in  the  mid- 
1990s,  are  shooting  up  in  the  hope  of 


Who  you 
calling  old? 
Hal  Katz  uses 
hormone  shots 
to  hold  back 
Father  Time. 


fending  off  the  aging  process, 
according  to  the  American 
Academy  of  Anti-Aging 
Medicine,  a  professional  so- 
ciety of  doctors.  Never  mind 
that  benefits  from  the  practice  aren't 
convincingly  proven  and  that  some 
doctors  say  it  could  even  be  dangerous. 
Two  and  a  half  years  ago  it  was  Viagra. 
Now,  those  who  can  afford  it  are  turn- 
ing to  growth  hormone,  at  a  price  of 
$500  to  $1,000  per  month,  as  well  as  a 
medley  of  other  hormones  and  supple- 
ments from  testosterone  to  melatonin 
to  DHEA  (dehydroepiandrosterone). 

Growth  hormone  is  a  naturally  oc- 
curring substance  secreted  by  the  brain 
that  helps  guide  growth  in  childhood 
and  maintain  muscle  mass  during  adult- 
hood. As  people  age,  growth-hormone 
levels  in  the  body  gradually  decline.  By 
injecting  the  genetically  engineered  hor- 


mone, antiaging  doctors  seek  tc 
restore  growth-hormone  levels  tc 
those  seen  in  adults  in  their  30s 
in  the  hopes  of  maintaining  peal 
physical  and  mental  performance 
A  handful  of  small  studie« 
over  the  past  ten  years  show  in- 
jections of  growth  hormone  car 
boost  muscle  mass,  reduce  fa' 
levels  and  may  even  strengther 
bone  in  healthy  older  men.  Bu 
no  definitive  study  has  been  pub- 
lished showing  whether  these 
small  changes  in  body  composi 
tion  are  enough  to  truly  slow  age- 
related  declines  in  physical  per 
formance.  In  the  meantime  th< 
Food  and  Drug  Administratior 
has  only  approved  growth  hor- 
mone for  treating  patients  whosf 
bodies  can't  produce  the  sub- 
stance because  of  injury  or  dis- 
ease, but  physicians  are  allowec 
to  prescribe  it  if  they  see  fit. 

Critics  see  possible  danger  ir 
growth  hormone.  One  worry  i 
that  long-term  use  of  growtl 
hormone  could  boost  the  risk  o 
cancer.  "Those  who  are  using  i 
are  taking  a  leap  of  faith,"  say 
Dr.  Paul  Jellinger,  president  of  th 
American  Association  of  Clinicc 
Endocrinologists. 

But  proponents  argue  tha 
any  dangers  are  remote  com 
pared  to  the  benefits  and  dismis 
criticisms  as  politically  moti 
vated.  Antiaging  medicine  "is 
threat  to  the  status  quo,"  says  Ronal 
Klatz,  who  heads  the  Academy  of  Ant: 
Aging  Medicine.  "If  there  was  a  risk  c 
cancer,  where  are  the  bodies?"  Plasti 
surgeon  Dean  Kane  started  an  ant: 
aging  clinic  earlier  this  year  in  Bait 
more  and  now  treats  Mr.  Katz  and  5 
others,  one-third  of  them  with  growt 
hormone.  His  goal  is  to  restore  the 
youthful  hormone  levels,  drawn  dow 
by  aging,  years  of  stress  and  workir 
long  hours. 

In  Miami,  Fla.  internist  Williai 
Abelove  started  prescribing  growl 
hormone  two  years  ago  to  older  p; 
tients  and  now  treats  about  110  p; 
tients.  One  of  his  success  stories  is  5' 
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BellSouth®  MyBiziM  Interactive 


^  now,  it  can  do  almost  anything. 

in  fact,  buy  it  today  and 
it'll  cut  its  price  in  half. 


I  .  -,'  -i\  ;••  i\  '..    9^  0'. 


>»  Save  up  to  50%*  on  a  RIM  950 
Wireless  Handheld™  through  December  31,  2000. 


Imagine  a  pocket-sized  wireless  device  that  can  access  the  Web!*  send  and  receive  e-mail  and  interactive 
messages  and  can  now  keep  you  organized  with  a  calendar,  address  book  and  task  list  that  can  synch  up  with  your 
PC.  Now  imagine  getting  that  for  half  the  price.  Okay,  now  stop  imagining  and  get  Interactive  Messaging  PLUS  from 
BellSouth  MyBiz  Interactive. 

Call  1-877-279-6550  or  visit  www.bellsouthwd.com/ip50 
to  try  it  risk-free  for  30  days! 


>>>  connect  »  and  create  something  ' 
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All  trademarks  contained  herein  are  the  property  of  IV  r  respective  owners. 
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year-old  breast-cancer  surgeon  Robert 
DerHagopian,  who  started  injecting 
growth  hormone  a  year  ago  to  regain 
the  muscle  mass  he  lost  after  undergo- 
ing surgery  for  a  perforated  colon.  He 
has  regained  all  his  weight,  but  contin- 
ues injecting  growth  hormone  because 
of  its  apparent  benefits,  allowing  him  to 
maintain  his  usual  60-hour-a-week 
schedule.  "When  I  am  on  growth  hor- 
mone, I  feel  stronger.. . .  I  sleep  better  at 
night,"  says  DerHagopian,  who  shoots 
up  every  other  day.  Another  patient,  a 
62-year-old  executive  at  a  major  com- 
mercial bank,  says  growth  hormone  has 
boosted  his  memory  and  sex  drive.  "It 
gives  me  an  edge,"  he  says.  Typically, 
users  inject  growth  hormone  into  the 
thighs,  stomach  or  buttocks,  often 


using  specially  designed  "pen"  devices 
that  hold  several  doses. 

In  Silicon  Valley  some  older  software 
engineers  are  taking  various  antiaging 
treatments,  including  growth  hormone, 
to  help  them  cope  with  the  crushing 
workload',  says  Dr.  Philip  Miller,  who 
runs  the  Los  Gatos  Longevity  Institute. 
"The  key  word  is  performance,"  he  says. 

One  61 -year-old  executive  at  a 
major  computer-memory  manufac- 
turer says  growth  hormone  helps  him 
keep  pace  with  other  top  officers  at  his 
company,  most  of  whom  are  under  40. 
"It  definitely  has  pushed  me  back  10  or 
15  years.  People  don't  notice  you  are 
old  if  you  don't  look  old,"  he  says. 

A  big  beneficiary  of  this  trend  seems 
to  be  Pharmacia,  which  recently  came 


out  with  a  new  version  of  it 
Genotropin  hormone  that  doesn't  re 
quire  refrigeration.  Genotropin's  U.S 
sales  rose  23%  to  $49  million  in  the  firs 
nine  months  of  2000.  In  recent  month 
the  company  has  doubled  its  small  sale 
force  to  pitch  the  benefits  of  the  drug  t( 
endocrinologists,  though  it  cannot  tou 
its  antiaging  capabilities.  Several  othe 
companies  that  sell  growth  hormon< 
for  adults  report  modest  sales  growth. 

Antiaging  medicine  promises  to  ex 
plode  with  the  advent  of  growth  hor 
mone  in  a  pill.  Pfizer  has  begun  humai 
testing  of  a  pill  that  stimulates  growth 
hormone  release  in  the  body.  If  the  druj 
makes  it  to  the  market,  it  could  be  i 
blockbuster.  "It  will  make  Viagra  lool 
like  peanuts,"  says  Dr.  Klatz.  I 


Cell 

Makers 

Stem  cell  therapy  promises 
sweeping  changes  in 
medicine,  but  the  cells  are 
hard  to  come  by.  Two  small 
biotechs  are  racing  toward 
a  solution. 


BY  MARY  ELLEN  EGAN 

CYNTHIA  FISHER  RUNS  THE  ODDES 
of  banks:  For  $1,500  plus  $10 
per  year  in  fees,  her  compam 
Boston-based  Viacord,  will  collect,  tes 
freeze  and  store  the  pristine  blood  eel 
harvested  from  the  umbilical  cord  of 
newborn  baby. 

That's  a  steep  price  to  pay  for  a  n 
serve  of  blood  that  may  never  be  use< 
But  parents  indulge  for  one  reasoi 
Cord  blood  is  rich  with  stem  cells,  tr 
protean  source  from  which  all  cell  line 
evolve,  including  blood,  tissue,  neur 
and  skin.  Researchers  believe  the; 
nascent,  undefined  cells,  which  are  ab 
to  rebuild  diseased  tissue  and  restoi 
immune  systems,  may  hold  the  key  1 


The  replicators:  ViaCell's  Mark  Beers.  Cynthia  Fisher,  Morey  Kraus. 
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PowerEdge'  2450 

Rack-dense, 
highly  available 
application  server 


Power App 

Turnkey  weO 
&  cache 
appliance  servers 


Feeding  a  growing 
e-business  made  easy. 


Building  an  e-business  isn't  easy.  But  Dell  can 
make  it  a  lot  easier. 

We've  had  the  experience  of  growing 
to  $15  billion  a  year  in 
e-commerce.  That's  why  we 
know  what  it  takes:  infra- 
structure like  our  reliable, 
rack-mountable. 
scalable  Dell  PowerEage"  servers 
and  PowerApp"  appliances.  They  can 
grow  as  easily  as  your  e-business  grows. 

We  also  make  it  easier  with 
everything  from  custom  integration 
of  your  operating  system  options  online  to 
service  centers  that  let  you  test 
your  solution  before  you  buy.  Not 
to  mention  our  on-site  service  and 
pre-failure  alert  program. 

All  of  which  is  why  companies 
like  Monster.com  and  NaviSite 
are  powered  by  Dell  PowerEdge  servers 
with  Intel-'  Pentium®  III  Xeon™ 
processors. 

Why  not  make  the  care 
ana  feeding  of  your  e-business 
a  lot  easier? 


PowerEdge  6450 

Mission-critical 
e-business  server 


PowerEdge  8450 

Back-end 
database  server 


800.50I.DELL  WWW.dell.COfTI 

D0LLOCOM 


Dell  offers  a  complete  line  of  Intel®  processor-based  systems.  Expand  your  e-business  with  robust  Dell 
PowerEdge  servers  based  on  the  Intel  Pentium  III  Xeon  Processor,  including  the  PowerEdge  8450  with 
up  to  eight  processors  and  expanaable  to  32GB  RAM 


el  the  Intel  Inside  loqo  ana  Pentium  are  registered  trademarks  and  Pentium  III  Xeon  is  a  trademark  of  Intel  Corporation  Dell.  PowerEdge.  PowerApp  ond  me  Dell  logo  are  registered  trademarks  ot  Dell  Computer 
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t  and  may  not  be  offered  for  sale  or  lease  or  sold  or  leosed  for  use  in  o  residential  environment  until  the  approval  of  the  FCC  has  been  obtained  ©2000  Dell  Computer  Corporation  All  Rights  Reservea 


TECHNOLOGY   MEDICAL  RESEARCH 


curing  a  host  of  diseases  and  disorders. 

Currently  a  dozen  or  so  biotechs 
are  working  furiously  to  unlock  the 
secrets  of  the  stem  cell's  regenerative 
power.  While  preliminary  findings 
from  companies  such  as  Geron  and 
Nexell  hold  promise,  the  field  is  still 
in  its  infancy.  "These  are  relatively 
crude  trials,  and  there's  a  lot  of  very 
basic  cellular  biology  going  on.  So  far, 
there  are  a  lot  of  interesting  observa- 
tions, but  not  much  actual  truth,"  says 
Dr.  Harvey  Klein,  chief  of  transfusion 
medicine  at  the  National  Institutes 
of  Health. 

Stem  cell  therapy  today  is  experi- 
mental but  promising.  In  February  an 
8-year-old  sickle  cell  anemia  patient 
named  Khadi  Toure  was  able  to  forgo 
a  painful  and  expensive  bone 
marrow  transplant  by  re- 
ceiving instead  a  transplant 
of  her  brother's  umbilical 
cord  blood.  Just  28  days  later 
her  blood  was  free  of  sickle 
cells,  according  to  doctors  at 
St.  Jude  Children's  Research 
Hospital  in  Memphis,  Tenn. 

Making  stem  cell  therapy 
a  mainstay  will  take  years  of  research, 
complicated  by  how  tricky  it  is  to  har- 
vest the  elusive  cells  for  study  and  use. 
Stem  cells  divide  quickly  and  spin  off 
into  their  respective  specialties, 
whether  it  be  skin,  blood  or  nerves. 
The  ideal  moment  of  capture  is  just 
before  that  differentiation  begins; 
these  so-called  pluripotent  stem  cells 
are  coveted  targets  for  collection  and 
replication. 

Harvesting  real  stem  cells  is  so  dif- 
ficult that  a  race  is  on  to  replicate 
them  in  the  lab,  a  process  scientists 
call  "expanding"  the  cells.  Cynthia 
Fisher's  ViaCell  is  one  of  two  privately 
held  biotechs  leading  the  way  in  this 
hemopoietic,  or  blood-forming,  field; 
the  other  is  Aastrom,  based  in  Ann 
Arbor,  Mich. 

Both  claim  to  have  mastered  the 
art  of  amplifying  cord  blood  stem 
cells  and  are  currently  in  human  clin- 
ical trials  to  prove  that  their  lab- 
grown  stem  cells  are  taking  hold  and 
growing  new  white  and  red  blood  cells 


in  leukemia  and  anemia  patients. 

Harvesting  stem  cells  from  the  body 
is  an  arduous  task,  in  part  because  so 
few  of  the  cells  exist  in  people.  Stem 
cells  are  more  potent  and  in  far  richer 
supply  in  embryos,  but  culling  embry- 
onic stem  cells  requires  the  ethically 
tricky  step  of  destroying  an  embryo  to 
get  them.  Because  Congress  only  re- 
cently loosened  laws  restricting  funds 
for  research  involving  embryos,  scien- 
tists have  focused  their  efforts  on  other 
sources.  Bone  marrow  and  cord  blood 
are  rich  with  the  cells,  but  they  yield 
limited  amounts. 

ViaCell  is  taking  a  pragmatic  ap- 
proach to  the  problem:  Let's  grow  our 
own.  The  company  is  the  product  of  a 
merger  in  April  between  Fisher's  origi- 


STEM  CELLS,  WHICH  CAN  REBUILD 
TISSUE  AND  RESTORE  IMMUNE 
SYSTEMS,  HOLD  THE  PROMISE  OF 
CURING  A  HOST  OF  DISEASES. 


nal  firm,  Viacord,  a  cord-blood  bank- 
ing service,  and  T  Breeders,  a  Worces- 
ter, Mass.  biotech  company  run  by 
Morey  Kraus. 

Fisher,  a  former  marketing  man- 
ager for  a  manufacturer  of  blood-sep- 
aration products,  has  banked  6,000  col- 
lections and  pulled  in  more  than  $10 
million  in  cumulative  revenue  since 
starting  her  company  in  1993.  Part  of 
its  funding  for  clinical  trials  comes 
from  the  fees  it  gets  from  parents  for 
banking  umbilical  cord  blood  (whose 
cells  sit  in  frozen  storage  and  aren't 
used  in  research). 

Her  partner  Kraus  discovered  a  way 
in  1994  to  multiply  cells  artificially 
while  working  on  his  Ph.D.  in  chemical 
engineering  and  biotechnology  at 
Worcester  Polytechnic  Institute.  Using 
an  antibody  marker,  Kraus  selects  the 
stem  cells  out  of  a  larger  population, 
adds  a  growth  mixture  and  places  the 
specimen  in  an  incubator  for  three 
weeks.  The  result:  a  pristine  collection 
of  stem  cells.  "We  select  out  the  un- 


wanted cell  types  to  achieve  pure  sten 
cells,"  explains  Kraus.  The  company  re 
cently  raised  $48  million  from  invest 
ment  banks  and  health  care  funds  t( 
conduct  human  clinical  trials  begin 
ning  this  month. 

Rival  Aastrom  takes  a  slightly  differ 
ent  approach.  Unlike  ViaCell,  Aas 
trom's  Replicell  system  multiplies  th 
number  of  cells  in  a  bone  marrow  o 
cord  blood  sample,  not  just  stem  cells 
A  collection  of  donor  cells  is  injecte< 
into  a  cassette  loaded  with  nutrient 
and  a  growth  mixture;  the  cassette  fit 
into  a  specially  designed  incubator.  Thi 
system,  not  yet  approved  for  sale  in  th 
U.S.,  is  expected  to  cost  roughly  $6,00( 
per  use. 

Aastrom  was  founded  in  1991  t( 
commercialize  bone-marrov 
transplant  technology  aimed  a 
growing  cells  outside  the  bod) 
The  company,  public  sine 
February  1997,  has  sufferei 
through  product  delays  and 
rocky  biotech  market.  It 
shares  are  down  to  $1  from 
mmmmm^m-  peak  of  $10  three  years  age 
Aastrom  has  spent  $60  millio 
developing  its  blood-cell  expansion  tech 
nology.  Already,  50  patients  have  bee 
treated  with  cord  blood  cells  along  wit 
cells  replicated  by  the  company's  systen 
Plenty  of  obstacles  remain.  Scier 
tists  are  unsure  whether  stem  cells  ai 
altered  for  the  worse  when  grown  in  th 
lab.  "You  may  be  losing  stem  cells  in  th 
process  or  changing  the  characterist 
that  shows  these  cells  where  to  home 
says  Hal  E.  Broxmeyer,  a  professor  c 
microbiology  and  immunology  at  Ind 
ana  University. 

The  FDA,  concerned  how  unprove 
the  technology  is,  insists  that  both  Vi; 
Cell  and  Aastrom  mix  their  lab-gro\N. 
stem  cells  with  those  harvested  fro: 
cord  blood.  So  even  if  their  initi 
trials  do  work,  there  will  be  no  way 
telling  for  sure  which  group  of  cells 
responsible. 

Broxmeyer  does,  however,  proffer 
bit  of  hope.  "We  know  for  sure  that  r 
searchers  are  expanding  progenitt 
cells,  and  it  may  turn  out  that  this 
enough." 
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Digital  Tools  By  Stephen  Manes 


Cableslayer? 


KING  HARALD  BLATAND,  OR  "BLUETOOTH,"  RULED 
Denmark  for  about  half  of  the  10th  century,  con- 
quering Norway  to  boot.  The  new  wireless  tech- 
nology named  after  him — Bluetooth,  not  Har- 
ald — is  meant  to  govern  the  connections  among 
electronic  devices  in  the  early  years  of  the  21st  century  and 
slay  the  dreaded  cables  of  the  past.  "All  the  things  that  are 
connected  with  cable  can  now  be  connected  without," 
boasts  a  presentation  on  the  Bluetooth  Web  site. 

Well,  not  quite:  "Now"  is  a  bit  premature,  since  Bluetooth 
is  a  work  in  progress.  Not  all  the  plumbing  is  ready  yet.  The  of- 
ficial maximum  data  rate  for  Bluetooth,  721  kilobits  per  sec- 
ond, is  significantly  lower  than  what  devices  can  achieve  in 
the  real  world.  Even  if  it  reached  top  speed,  Bluetooth  would 
be  out  of  the  running  for  things  like  full-screen  digital  video. 

Still,  it  is  fast  enough  for  many  connections.  More  than  a 
thousand  companies  have  joined  the  Bluetooth  Special  In- 
terest Group.  Ericsson  has  already  demonstrated  one  useful 
application:  a  headset  that  connects  to  its  cell  phone  without 
a  cord.  But  to  hear  proponents  tell  it,  that's  just  the  begin- 
ning. The  Bluetooth  vision  sees  a  world  where  you  will  bring 
your  notebook  computer  into  a  conference  room  and  it  will 


Bluetooth  is 
designed  to  make 
wireless  connec- 
tions. But  there  are 
strings  attached. 


magically  find  others  and 
send  them  your  presentation. 
You  will  buy  a  Bluetooth-en- 
abled digital  camera,  and  a 
Bluetooth-enabled  printer  in 
the  next  room  will  spit  out 
your  pictures.  When  youi 
computer  needs  an  Interne! 
connection,  it  will  connect  bv 
using  your  cell  phone  as  a 
wireless  modem. 

Sounds  great  at  first  blush 
But  there  are  several  unmen- 
tioned  wrinkles,  as  I  discov- 
ered by  testing  a  pair  0) 
Toshiba's  new  Bluetooth  PC 
Cards  (SI 99),  among  the  firs 
of  a  handful  of  Bluetooth-en 
abled  products  on  the  market 
Bluetooth  comes  in  twc 
flavors:  One  can  span  dis 
tances  up  to  about  30  feet,  th< 
other  about  100.  Toshiba's  cards  claim  the  longer  distances 
and  they  worked  even  through  several  walls  at  my  house 
But  a  475-kilobyte  file  that  took  about  15  seconds  to  ho) 
from  one  machine  to  another  in  the  same  room  (for  a  dat 
rate  of  about  250  kilobits  per  second)  took  twice  as  Ion 
when  the  two  computers  were  40  feet  and  two  walls  apart. 

Bluetooth's  performance  is  affected  by  surrounding  gad 
getry.  Bluetooth  shares  its  2.4-gigahertz  frequency  band  wit! 
devices  like  cordless  phones,  not  to  mention  the  1 1 
megabit-per-second  wireless  networking  scheme  bes 
known  as  Apple's  AirPort  but  increasingly  popular  in  the  P' 
world  under  its  awkward  moniker  802.1  lb  or  the  trademar 
WiFi.  So  just  for  fun,  I  installed  an  802.1  lb  card  in  a  lapto 
right  above  the  Bluetooth  card.  When  the  computer  bega 
transferring  files  over  both  devices  at  once,  the  802.1  lb  cor 
nection  was  beaten  down  to  about  one-thirtieth  of  its  noi 
mal  speed.  Bluetooth,  though  not  as  fast  to  begin  with,  de 
graded  more  gracefully,  by  a  factor  of  four. 

The  software  that  comes  with  Toshiba's  cards  is  anotht 
place  where  shining  vision  meets  sorry  reality.  For  openers, 
is  set  up  so  that  the  Bluetooth  unit  won't  even  bother  to  see 
a  mate  until  you  manually  pick  "device  discovery"  from 
menu.  Fortunately,  you  can  make  the  process  automatic — 
you  know  enough  to  select  "Bluetooth  neighborhood  prof 
erties"  and  change  the  settings.  Unless  you  make  even  moi 
obscure  changes,  your  machine  will  represent  itself  to  othe 
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MBRCATA 


THE  SHARPER  IMAGE 


What's  the  next  critical 

turning  point  in  e-business? 


"Broadbase  helps  us  increase  customer 
loyalty  by  personalizing  customer  interactions." 

—  Jon  Nordmark,  eBags 

"By  leveraging  the  potential  of  Broadbase 's 
continuous  relationship  marketing  capabi- 
lities, we  plan  10  bring  customers  back  to  our 
site  again  and  again." 

—  Tracy  Bosler,  Canon 

"Using  Broadbase,  we  can  optimize  our 
product  merchandising  and  service  offerings 
based  on  our  customers'  preferences." 

—  Tim  Miller,  Cabela's 

"Using  Broadbase  Software,  we  can  analyze 
shopping  behavior,  monitor  sales  trends, 
drive  content  effectiveness,  and  ensure 
fulfillment  trends.  Broadbase  helps  us  make 
decisions  that  ultimately  create  greater 
customer  loyalty  and  attract  new  customers." 

—  Dale  Woodford,  Mercata 

"Broadbase  provides  the  capabilities  to 
capture  a  comprehensive  view  of  our  sales 
across  various  market  channels, 
including  the  internet,  catalog,  and  stores." 
—  Greg  Alexander,  The  Sharper  Image 


These  folks  will  tell  you  it's  to  understand,  interact  with,  and  get  closer  to  customers. 
And  they  should  know  —  they've  harnessed  the  power  of  Broadbase  software. 

Broadbase  offers  completely  integrated  solutions  that  analyze  your  customer  data 
from  multiple  touch  points  —  Internet,  call  centers,  direct  response,  you  name  it. 
The  data  is  then  translated  into  tangible  customer  programs  that  help  foster  loyalty, 
targeted  campaigns,  enhanced  merchandising  systems,  fresh  and  relevant  content, 
and  even  a  highly  personalized  shopping  experience. 

If  you're  serious  about  getting  closer  to  your  customers  but  want  an  aggressive 
ROI,  do  what  these  and  hundreds  of  other  successful  e-businesses  have  done. 
Visit  www.broadbase.com  or  call  1.800.513.8027  x342.  Because  nothing  else 
comes  close. 


BROADBASE 

SOFTWARE,  INC 


O2000  Broadbase  Software,  Inc.  All  rights  reserved.  Broadbase  and  the  Broadbase  logo  are  trademarks  of  Broadbase  Software.  Inc. 
All  names  and  trademarks  arc  property  of  their  respective  companies. 
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with  a  question-mark  icon  and  a  meaningless  number,  and 
you  will  never  realize  it.  But  just  getting  two  units  to  ac- 
knowledge one  another  is  not  enough  to  accomplish  anything; 
you  must  also  establish  an  explicit  link  by  dragging  a  network 
icon  over  the  one  representing  the  remote  computer. 

At  first  it  might  seem  that  you  would  want  this  all  to  be 
seamless  and  automatic.  Turns  out  you  probably  wouldn't. 
Imagine  what  would  happen  if,  every  time  you  plunked 
your  notebook  machine  down  on  a  cafe  table,  somebody 
could  surreptitiously  take  a  peek  at  everything  on  it.  The 
Bluetooth  software  therefore  requires  you  to  decide  which 
files  you  are  willing  to  share,  whether  remote  users  can  mod- 
ify or  delete  them,  and  whether  you  will  require  others  to 
enter  a  password  to  look  at  them. 

But  perhaps  you  might  prefer  not  to  reveal  your  Blue- 
toothy  presence  at  all.  Levels  of  security  let  you  decide 
whether  your  machine  will  be  "discoverable"  to  other  trans- 
mitters and,  if  so,  whether  others  can  connect  to  it.  Will  your 


Schemes  like  Bluetooth 
become  truly  useful 
only  if  they  manage 
to  become  ubiquitous. 


What  a  Dragster 


PRESS  THE  BUTTON  AND  WAIT 
for  the  machine  to  boot  up 
from  a  cold  start.  One  minute, 
10  seconds.  One  minute,  30  seconds. 
One  minute,  40  seconds.  Two  min- 
utes, 30  seconds.  You  know  the  drill. 

So  when  an  Intel  spokesman  re- 
cently described  what  he  called  a 
"fast  boot"  machine,  I  laughed  it  off. 
Such  things  have  been  promised,  but 
unseen,  since  the  advent  of  Windows  98. 

But  then  I  tried  a  new  Dell  Dimension  4100  with  Windows  Millennium  Edi- 
tion and  an  866MHz  Pentium  III  processor.  It  booted  in  40  seconds,  including 
the  time  it  took  to  type  in  my  password  and  load  an  antivirus  program.  Com- 
pared with  a  Palm  organizer,  fast  it  is  not.  Compared  with  earlier  Windows  ma- 
chines, it  is  almost  a  dragster. 

Stephen  Whalley,  the  ease-of-use  initiative  manager  at  Intel,  explained  three 
reasons  for  the  newfound  speed.  First,  improvements  have  been  made  to  the 
Bios— the  Basic  Input/Output  System— which  basically  runs  the  machine  until 
the  operating  system  kicks  in.  For  example,  on  the  unit  I  tested,  the  traditional 
boot-up  commercial  for  Dell  never  appeared.  Such  ads  can  slow  the  boot  process 
down  by  as  much  as  two  seconds. 

Second,  the  Windows  Me  operating  system  skips  several  apparendy  meaning- 
less steps,  including  some  from  the  bygone  days  of  DOS,  as  it  takes  command.  Third, 
hardware  is  faster  than  ever,  particularly  the  hard  drive  where  the  software  resides. 

If  you're  thinking  about  buying  a  Windows  Me  machine,  a  "fast  boot"  model 
is  worth  seeking  out — though  few  manufacturers  have  seen  fit  to  promote  the 
feature.  But  don't  expect  miracles:  Startup  times  will  inevitably  lengthen  as  you 
acquire  programs  that  insist  on  loading  themselves  whenever  your  computer 
starts.  -S-M 


machine  accept  others' 
messages  and  notes,  or) 
refuse  them?  Will  your 
device  allow  others  to 
access  the  electronic 
business  card  you'vej 
stored  on  it?  By  default, 
it  will,  for  the  business  card— interesting  for  potential  ro-! 
mances,  but  not  so  great  for  those  who  would  like  to  remain 
secret  to  bystanders. 

Another  layer  of  complexity  is  designed  to  prevent  sce- 
narios like  having  strangers  commandeer  your  Bluetooth  cell 
phone  for  data  connections  without  your  knowledge.  A 
scheme  called  "bonding"  will  prompt  two  devices  for  the  same 
password  before  they  can  link.  They  can  then  be  permitted  tc 
mate  in  the  future  without  additional  ado — or  be  forced  to  gc 
through  the  whole  process  again. 

Toshiba  tosses  in  an  application  called  Spanworks  which 
creates  yet  another  layer  of  complexity 
and  confusion  for  sharing  files,  presenta- 
tions and  chat.  Example:  The  chat  pro* 
gram  can't  determine  whether  its  coun- 
terpart is  visible  on  the  machines  it  talk: 
to,  and  doesn't  automatically  notify  thi 
recipient  when  a  message  arrives.  Pre- 
sumably a  series  of  unparried  comment 
like  "Hey  there!"  and  "You  busy?"  anc 
"May  I  have  a  word  with  you?"  will  leac 
to  what  you  should  have  done  in  the  firs 
place:  Pick  up  the  phone  or  walk  dowi 
the  hall. 

As  users  discovered  in  the  days  whei 
infrared  data  transmission  was  going  t» 
be  the  next  big  thing  but  few  infrared-en 
abled  devices  other  than  laptops  actuall 
materialized,  the  real  world  has  a  way  c 
foiling  big  visions.  Schemes  like  Bluetoot 
become  truly  useful  only  if  they  manag 
to  become  ubiquitous.  Even  when  th 
hardware  is  cheap,  as  Bluetooth  promise 
to  be,  profit-margin-pressed  manufactui 
ers  may  be  tempted  to  leave  it  out. 

And,  as  die  world  goes  wireless,  mar 
aging  security  will  demand  greater  vig 
lance.  Some  enchanted  evening,  you  wi 
see  a  stranger,  and  you'll  have  to  start  woi 
rying  about  which  software  command  wi 
keep  him  from  getting  into  the  phone  d 
rectory  on  your  Bluetooth-enabled  org; 
nizer  while  you  chat  with  a  potential  par; 
mour  across  the  crowded  room. 
King  Harald  had  it  easy. 


Stephen  Manes  fsfeve@cranfcy.comj  is  the  cohost  o/Digital  Duo,  a  weekly  public  television  series.  Find 
past  columns  at  www.forbes.com/manes  or  use  your  :CueCat  device  on  the  cue  code  (right) 
to  take  you  there  instantly. 
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"  —  AETHER'S  -  — - — - 

WIRELESS  BANKING  & 

BILL  PAYING  SOLUTIONS 

ARE  SHOWING  THE  WORLD  WHERE  THE  BUCK  REALLY  STOPS. 


A  complete  financial  service  provider  sits 
right  in  your  hand.  It's  a  wireless  end-to- 
end  solution  that  is  revolutionizing  finance. 
Banking  has  never  been  this  easy.  It's  just 
what  you  would  expect  from  a  company 
that  has  helped  improve  healthcare,  educa- 
tion, commerce,  public  service  and  safety. 
Welcome  to  the  wireless  age.  It's  here. 
It's  now.  And  it's  powered  by  Aether™. 


4> 


AETHER™ 

Wireless  Solutions  for  a  Portable  Planet 


Your  home  is  likely  your  biggest  single  asset, 
18-year  bull  market  in  equities  or  no.  Our 
Investment  Guide  tells  you  how  to  leverage 
your  personal  real  estate  to  build  greater  wealth. 
From  canny  tax  maneuvers  (letting  you  sell  a 
home  every  two  years  tax  free)  to  novel  money- 
making  ideas  (like  renting  the  place  out  to  film- 
makers), there's  a  rich  mix  of  strategies  here  that 
go  far  beyond  buying  a  good  house  in  a  good 
neighborhood  and  watch- 
ing it  appreciate  (p.  230). 

Besides  real  estate,  this 
survey  covers  stock  trading, 
specifically  the  many  pitfalls 
of  Nasdaq  transactions  that 
force  you  to  pay  more — 
and  how  to  avoid  them 
(p.  262).  And  we  offer  a  host  of  other  useful  invest- 
ment tips  to  help  you  safeguard  and  expand  your 
portfolio.  Like  how  companies  mask  losses  in  their 
financial  statements  (p.  286)  and  when  to  view  an- 
alysts' stock  price  targets  skeptically  (p.  288).  We  tell 
you  when  to  treat  a  corporate  share  buyback  as  a 
bullish  sign  (p.  304)  and  when  dividend  reinvest- 
ment plans  are  worthwhile  (p.  308).  For  safe  invest- 
ments in  a  choppy  market  read  our  tips  on  buying 
bonds  (p.  312).  Also  in  the  guide:  pointers  on  getting 
better  service  (p. 332)  and  switching  from  two 
salaries  to  one  (p.  340). 


Real  Estate  230 

Nasdaq  262 

Essentials  274 

Strategies  292 

Living  332 
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No  Place  Like  Home 


Still  looking  to  hot  stocks  to 
make  you  richer?  Wake  up 
and  look  around  you. 

By  Brigid  McMenamin  and  Janet  Novack 

WHAT  DID  SCARLETT  O'HARA  DO  WHEN  AT- 
lanta  went  up  in  flames,  just  as  the  Yan- 
kees were  invading?  Did  the  money- mad 
heroine  of  Gone  With  the  Wind  count  her  cur- 
rency? Pack  her  jewels?  Buy  cotton  futures? 

Certainly  not.  Scarlett  raced  home  to  Tara,  the 
family  plantation,  knowing  that  it  was  the  corner- 
stone of  her  wealth,  even  without  the  slaves  her  fa- 
ther had  exploited. 

Most  Americans  are  like  Scarlett  O'Hara  in 
that  their  houses  hold  more  than  sentimental 
value:  They  are,  in  fact,  the  foundation  of  their 
family's  wealth  and  its  biggest  asset.  According  to 
the  Federal  Reserve's  latest  figures,  two-thirds  of 
American  families  own  homes,  and  a  third  of 
families'  total  assets  are  held  in  housing. 

Many  families  with  income  above  $100,000 
are  particularly  heavily  invested  in  real  estate:  In 
1998  93%  of  them  owned  their  own  homes, 
which  had  a  median  value  of  $240,000.  And  37% 
of  this  well-off  group  also  owned  a  second  house 
or  condo,  whether  for  vacation  or  investment, 

And  You  Can  Live  There,  Too 

House  prices  lag  securities  in  this  bull  market  but  are 
less  volatile;  in  some  posh  towns  they've  quadrupled. 


COMPOUNDED  ANNUALIZED  RETURNS 
SINCE  AUGUST  1982 


Total  return 
|S&P  500 


19.1% 


1 20-year  Treasurys 


12.1% 


House  price  appreciation 
( Pound  Ridge,  N.Y.1  0.1% 

■■MMi  MHMMMMI 

jwinrietfn  I!!.2  fl.0% 


jTiburon,  Calif.3  7.9% 

■■■MMi  Vi-  Ml  MM  SMar 

Average  of  sales  made  through  Multiple  Listing  Service.  Estimates  for 
1982  sales,  average  for  1999  s.  3Averages  for  1982  and  1999  sales. 
Sources:  Ibbotson  Associates:  Forbes  survey  of  real  estate  brokers. 


with  a  median  value  of  $132,000.  That  mak 
houses  a  big  chunk  of  median  total  family  asse 
of  $666,000  for  the  six-figure-plus  income  crow 

The  cachet  of  living  at  "a  good  address"  ar 
the  allure  of  a  fine  house  don't  make  real  estate  r 
cession-proof — prices  stagnated  or  dipp< 
slightly  in  the  1990-91  downturn.  And  we're  r 
longer  living  in  the  inflationary  days  of  the  197( 
when  speculation  on  homes  got  as  hot  as  specul 
tion  on  some  Internet  stocks  did  in  the  late  199( 

But  upper-end  homes  in  particular  remain 
winning  investment,  far  outpacing  modest  homi 
We  drew  on  data  from  brokers  around  the  count 
to  see  how  houses  in  affluent  enclaves  compared 
price  gains  with  stocks  since  the  bull  market  beg; 
in  August  1982  (see  chart).  Our  spot  survey  doesi 
entirely  correct  for  the  larger  average  size  of  toda' 
new  homes:  Part  of  the  gains  stems  from  increas 
square  footage  in  the  new  McMansions. 

Still,  the  numbers  are  impressive.  In  Tiburc 
Calif,  the  typical  house  sells  for  $1.2  million  no 
up  from  $305,000  in  1982,  a  compound  anni 
gain  of  7.9%  over  18  years.  The  total  return 
even  more,  as  a  house  pays  a  dividend  in  the  for 
of  living  space.  Add  a  few  percentage  points  f 
net  rental  value  (after  costs  like  insurance  ai 
property  tax)  and  it  seems  real  estate  there  has  c 
livered  a  total  return  in  the  low  double  digits. 

In  some  vacation  spots  like  Jackson  Ho 
Wyo.  and  Palm  Beach,  Fla.  the  run-up  has  be 
even  more  dramatic  as  multimillionaires  bid 
prices.  "Our  dirt  here  is  really  valuable,"  laug 
Carol  Matwiczyk,  a  Palm  Beach  real  estate  brok 

No,  housing  returns  (on  average)  havei 
matched  the  returns  from  stocks  in  recent  decad 
But  remember  that  there  was  also  a  long  stretch  I 
fore  the  bull  market  began  (1966-82)  when  the  D< 
went  sideways  while  residential  real  estate  did  we 

Here's  more  to  consider:  Homes  can 
bought  with  a  smaller  percentage  down  th 
stocks.  They  also  enjoy  an  extraordinarily  pri 
leged  position  in  the  U.S.  tax  code. 

You  can  deduct  mortgage  interest  on  both  ft 
and  second  homes  (up  to  a  combined  maximum 
$1  million  in  debt),  as  well  as  some  second-mo 
gage  interest.  Property  taxes  are  also  deductible 
most  taxpayers,  save  those  hit  by  the  alternative  m 
imum  tax.  These  writeoffs  alone  will  save  Amelia 
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$84  billion  this  year.  Another  $19  billion 
will  go  to  those  who  use  another  amazing 
perk  Congress  added  in  1997:  a  full  tax 
exemption  of  up  to  $500,000  of  capital 
gain  per  couple  for  home  sellers.  There 
are  also  a  host  of  smaller  breaks. 

Result:  While  you  may  not  have 
bought  your  house  as  an  investment,  it 
can  be  a  dandy  one.  Since  you  have  so 
much  of  your  wealth  tied  up  in  your 
home  anyway,  it  pays  to  know  all  the 
ways  you  can  put  it  to  work  for  you.  So 
drop  everything  and  read  the  stories  that 


follow.  They  show  techniques  real  peo- 
ple are  using  to  tap  their  housing  wealth. 

Did  you  know,  for  example,  that 
you  can  become  a  serial  homesteader, 
using  the  new  $500,000  exclusion  of 
gain  on  a  home  sale  multiple  times  so 
long  as  you  have  lived  in  each  house 
for  two  years  (p.  232P.  Or  that  you 
could  rent  your  home  to  a  movie  crew 
or  vacationers  for  up  to  two  weeks  and 
not  report  any  of  the  income  (pp.  238 
and  242)7.  How  about  taking  a  cut-rate 
luxury  vacation  by  swapping  your 


house  for  a  Paris  apartment  (p.  236) 
You  can  also  harness  the  economi 
power  of  your  house  by  using  trusts  t 
benefit  yourself  and  your  heirs  at  th 
IRS'  expense  (p.  246).  If  you  want  to  raa 
your  house  to  build  a  fancier  one,  yo 
could  even  get  a  tax  deduction  by  dona) 
ing  the  old  place  to  the  fire  departmer 
to  burn  down  for  practice  (p.  250). 

These  and  the  other  stories  that  fo 
low  show  how  you  can  work  your  ow 
Tara  for  profit,  tax  savings,  charity  anc 
of  course,  pleasure.  I 


Serial  Homesteading 


In  1997  Congress  made 
radical  changes  in  the 
tax  rules  governing 
home  sales.  Taxpayers 
are  starting  to  profit. 

By  Nathan  Vardi 

RICHARD  OEHLERTS  CAN'T  STAND 
tourists.  Loud  boatloads  of  them 
land  near  his  home  on  Sanibel  Is- 
land, Fla.,  putting  a  damper  on  his  re- 
tirement. So  the  former  engineer  from 
suburban  Chicago  and  his  wife,  Madie, 
are  moving.  They're  selling  their  water- 
front house  for  $545,000  and  heading 
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up  the  coast  to  a  $355,000  home  in 
Punta  Gorda. 

Capital  gains  taxes  will  not  be  a  prob- 
lem. The  1997  tax  law  allows  sellers  to 
reap  tax-free  gains  of  up  to  $500,000  per 
couple — $250,000  for  singles — on  the 
sale  of  a  primary  home.  You  can  claim 
the  exclusion  as  often  as  every  two  years. 
You  can  be  even  do  this  over  and  over,  as 
you  move  from  million-dollar  house  to 
million-dollar  house,  pocketing  a  little 
appreciation  each  time.  If  you  are  good  at 
remodeling,  you  could  make  a  steady  tax- 
free  income  averaging  $250,000  a  year  by 
fixing  up  mansions  while  living  in  them. 
You  could  be  a  serial  homesteader. 

Gains  above  the  exemption  are  tax- 


able in  the  year  the  house  is  sold;  n 
longer  can  they  be  rolled  into  a  ne- 
home.  Gone  also  is  the  one-tim 
$125,000  exemption  for  those  over  55. 

Without  these  changes,  the  Oehlertse 
might  have  been  stuck  with  the  tourist 
since  they  had  used  their  one-time  fre« 
bie  already.  "In  the  old  system  I  woul 
have  thought  long  and  hard  about  trac 
ing  down  because  I  don't  want  to  p? 
taxes  any  more  than  anyone  else,"  sa] 
Oehlerts. 

The  simple  truth  is  that  the  ta 
code  now  favors  those  who  mo\ 
often.  Buying  and  holding  may  be  sui 
able  for  stocks,  but  not  your  home.  Ir 
deed,  the  losers  are  those  who  ha\ 
spent  a  lifetime  in  a  nice  house  (or  kej 
trading  up  under  the  pre- 1997  rollov« 
rules)  and  are  now  sitting  on  a  big  ta? 
able  gain. 

Developers  and  brokers  are  d« 
lighted.  James  Kinney,  a  Chicago  broke 
has  even  hired  staff  to  find  emptj 
nesters  sitting  on  big  gains.  Kinne 
hopes  to  convince  them  to  sell  out  an 
move  to  Florida — or  just  down  th 
street.  And  that's  not  his  only  angle: ' 
tell  young  kids  to  buy  something  in  a 
emerging  neighborhood  and  pop  it  i 
two  years,"  he  says. 

"There  are  so  many  ways  to  skin  th 
cat,"  adds  Charles  Houseman,  senk 
sales  executive  at  a  Pawleys  Island,  S.( 
development  company,  who  has  bee 
thronged  with  buyers  since  the  la 
changed.  The  National  Association  < 
Realtors  credits  the  10%  rise  in  singli 
family  second-home  sales  since  1997 1 
the  new  ability  to  trade  down  and  u: 
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fig.  2  Convert  to  a  print-ready  file 
using  Kinko's  File  Prep  Too! "software. 
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fig.  3  Log  on  and  click: 
Print  to  Kinko's : 


fig.  4  Quality  output  that  you 
can  pick  up  or  have  delivered. 
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WHAT  A  GREAT  LOCATIC 


Introducing  the  e-marketplace  alliance:  IBM,  i2  and  Ariba.  Three 


names  in  e-business  working  together  to  help  make  your  business 
iciently  —  whether  you  buy  or  sell  ships,  sleds  or  seafood.  It's  b2bx3. 


www.ibm-i2-ariba.com  or  call  877  426  2676;  priority  code:  emarketl 


ibm 
\2 

ariba 
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profits  for  a  second  home. 

So  what's  a  "principal  residence"?  A 
place  where  you  live  more  than  half  the 
year  for  two  of  the  five  calendar  years 
prior  to  sale.  Don't  push  the  definition, 
warns  Phoenix  CPA  Edward  Zollars: 
"Auditors  may  talk  to  your  neighbors 
and  examine  your  credit  card  hills  if 
they  are  suspicious." 

Contemplating  divorce?  If  one  spouse 
gets  the  house  in  settlement,  he  or  she 
will  get  only  a  $250,000  exclusion  until 


remarriage.  It  often  makes  more  sense, 
says  Mark  Luscombe  of  tax  publisher 
CCH,  to  sell  the  house  while  you  and  your 
future  ex  are  still  filing  joint  returns. 

What  if  a  spouse  dies?  The  survivor 
has  until  the  end  of  the  calendar  year  to 
sell  and  fake  the  full  exemption.  But  if 
the  surviving  spouse  waits,  he  or  she  gets 
to  lift  the  house's  cost  basis  part  way  or 
all  the  way  to  current  market  level,  de- 
pending on  the  state,  and  that  may  be 
the  better  deal.  The  survivor  can  then 


use  the  $250,000  exclusion  on  the  r 
maining  gain,  if  any. 

What  if  moving  to  a  new  job  fore 
you  to  sell  before  two  years?  There's 
break  prorating  the  exclusion. 

Note:  In  light  of  the  $500,000  fre 
bie,  you  should  be  very  wary  of  takir 
depreciation  on  your  home  office.  Wh< 
you  sell,  that  part  of  the  house  is  inelig 
ble  for  the  homeowner  exclusio 
Worse,  the  depreciation  is  "recapturec 
and  whacked  with  a  25%  tax. 


House 
Swapping 

Why  pay  for  hotels  when 
you  can  get  something 
better  for  free? 

By  Brigid  McMenamin 

EVERY  TIME  YOU  GO  ON  VACATION, 
your  house  sits  idle,  like  cash  in 
the  mattress,  while  you  shell  out 
for  hotel  rooms.  Wouldn't  it  be  better 
if  it  could  make  a  contribution? 

It  can,  if  you  trade  homes  with  folks 
who  live  where  you  want  to  vacation. 
The  deal  is  tax-free  if  you  stay  two 
weeks  or  less.  You  may  even  find  new 
friends  and  business. 

Last  July  Beth  Kellman  and  Peter 
Lisker  traded  their  six-bedroom 
Mediterranean-style  place  in  Berkeley, 
Calif,  for  a  Paris  penthouse  and  a  cot- 
tage in  Provence  owned  by  Bernadette 
Lairre  and  her  husband,  Bernard,  a 
business  professor.  "It  changed  our 
lives,"  says  Beth,  not  to  mention  pro- 
vided a  luxurious  French  holiday  for 
the  price  of  airfare  and  car  rental. 

The  couple  met  the  Lairres  through 
Intervac,  a  San  Francisco  outfit  that 
helps  swappers  find  one  another.  You 
pay  $111  and  send  a  photo  and  a  de- 
scription of  your  home.  Intervac  posts 
them  on  a  Web  site  and  in  a  printed  di- 
rectory. Members  work  out  swaps, 
often  by  e-mail. 


Some  40  would-be  swappers  re- 
sponded to  Beth  Kellman's  posting. 
For  three  months,  Beth  and  Bernadette 
e-mailed  almost  daily.  By  the  time  the 
couple  landed  in  Paris,  they  felt  they 
were  visiting  old  friends. 

A  few  days  later  the  Lairres  left  for 
California,  while  Beth  and  Peter  drove 
a  rented  car  south  to  Aries.  There  they 
found  the  stucco  cottage  in  a  field  of 
Van  Gogh  sunflowers,  complete  with 
stone  fireplace,  four  bedrooms,  new 
baths  and  dining  room  for  25. 

What  made  it  better  than  a  resort 
was  experiencing  Aries  as  residents. 
Bernadette's  father  introduced  Beth  to 
the  local  markets.  The  family  enjoyed 
many  home-cooked  dinners. 

Back  in  Berkeley,  the  Lairres  were 
ensconced  in  Beth  and  Peter's  69-year- 
old  villa  with  four  guests.  So  pleased 


were  the  two  clans  that  the  Lairres  i 
vited  the  couple  for  Christmas 
Provence.  Bernard  also  asked  Peter, 
technology  consultant,  to  speak  at 
conference  in  Morocco  in  June  wi 
writer  Umberto  Eco. 

For  Beth  and  Peter,  house-swa 
ping  was  but  the  latest  in  a  series 
productive  moves  using  their  house, 
also  contains  an  office  for  Peter  anc 
studio  for  Beth,  a  graphic  designer, 
it's  now  worth  five  times  the  $200,0 
they  paid  for  it  in  1985,  they  ha 
tapped  the  equity  to  educate  daugh' 
Aviva  at  Mount  Holyoke  College.  N« 
it  will  help  finance  the  purchase  o 
second  home  in  Italy. 

Seasoned  house  swappers  wa 
that  every  trade  brings  surpris 
"There's  always  something  une 
pected,"  laughs  a  veteran,  recalli 
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"messy  rooms,"  "appliances  that  mal- 
function" and  "French  repairmen." 

But  some  surprises  are  good  ones. 
This  swapper  couldn't  have  anticipated 
that  the  children  from  the  house  next 
door,  who  spoke  not  a  word  of  Eng- 
lish, would  come  daily  to  play  with  her 
10-year-old  daughter  and  take  the 
child  bike-riding  all  over  town. 

There  is  a  tax  complication.  Swaps 
are  tax-free  only  for  14  days  or  less. 
Any  more  and  you  owe  tax  on  your 
net  income.  Your  revenue  (on  Sched- 
ule E)  is  the  rental  value  of  the  place 
you  use  in  France  or  wherever.  Your 
costs  are  the  same  ones  you  could 
claim  for  renting  your  Berkeley  pad: 
depreciation,  prorated  utilities  and 
insurance,  the  cleaning  crew  and  so 
on.  Note:  You  can't  claim  a  loss  in  this 
situation. 

We  would  never,  of  course,  recom- 
mend that  you  fill  out  your  1040  in- 
correctly. But  if  you  don't  include  a 
one-month  swap  it  is  hard  to  believe 
the  IRS  will  come  after  you. 

More  tips: 

•  Before  joining  a  swap  group,  ask 
to  talk  to  at  least  one  satisfied  cus- 
tomer, to  understand  how  it  works. 

•  Don't  wait  for  an  offer.  Comb 
listings  for  other  members  who  seem 
like  a  good  fit  and  write  to  them. 

•  Check  to  be  sure  your  home  and 
auto-insurance  policies  cover  house 
swapping.  Most  do. 

•  Exchange  motor  vehicle  data  so  if 
there's  an  accident  you'll  have  the 
proper  information.  Or  have  every- 
body rent  cars. 

•  Put  away  treasures  you  can't  bear 
to  see  broken. 

•  Expect  surprises.  Don't  despair  if 
you  find  you're  staying  near  a  smelly 
horse  farm  or  must  sleep  on  a  waterbed. 
Ride  the  horses.  Have  fun  in  bed. 

Resources:  Intervac  International, 
11,000  members  in  30  nations, 
(415)  435-3497  or  (800)  756-4663, 
info@intervacUS.com,  www.intervacUS 
.com;  HomeLink,  10,000  members 
in  32  countries,  (800)  638-3841, 
usa@homelink.org,  www.homelink.org; 
Trading  Homes  International,  (800) 
877-8723,  www.trading-homes.com.  F 
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Show  House 


Can  your  house  pass 
a  screen  test?  It  can 
earn  you  $100,000 
a  year,  tax-free. 


B 


By  Brigid  McMenamin 

jECOME  A  STAGE  MOTHER,  NOT 
.to  a  child  but  to  a  house.  Rent- 
ing  your  place  out  for  movies  or 
television  ads  can  be  very  lucrative, 
as  the  income  is  tax-free  if  you  rent 
no  more  than  14  days  a  year. 

Homeowners  Greg  and  Eric  Wolf- 
son-Sagot  have  earned  $120,000  per 
year  since  1998  by  allowing  produc- 
ers to  shoot  TV  shows  and  ads  in  their 
three-story,  center-hall  colonial  in  Los 
Angeles.  They  bought  the  place  in  the 
West  Adams  neighborhood  for 
$369,000  in  1997.  The  fees  have  en- 
abled Greg  to  give  up  his  $75,000-per- 
year  job  as  a  set  decorator.  While  Eric 
works  as  a  lighting  designer,  Greg  stays 
home  caring  for  their  recently  adopted 
toddler  and  seeing  two  older  boys, 
ages  5  and  7,  through  private  school. 
What  makes  this  house  so  valu- 


able? There  are  lots  c 
shoots  in  Los  Angeles,  bu 
not  many  houses  like  thi 
one,  with  its  thoroughl 
midwestern  design — brick  exterio 
and  interior  in  the  simple,  wood 
style  of  the  early  1900s  known  a 
Craftsman.  Eric  and  Greg  can  offer 
roomy  kitchen  with  nine  camera  an 
gles  and  a  black-and-white  patterne 
floor  (which  a  location  scout  sug 
gested  they  install),  a  favorite  back 
drop  for  Kellogg's  Corn  Flakes  ads. 

At  first  Greg  and  Eric  were  reluc 
tant  to  rent.  They  had  seen  film  crew 
trash  homes,  leaving  broken  win 
dows,  pocked  walls  and  dented  flooi 
in  their  wake.  "There's  always  dam 
age,"  cautions  James  Thompson,  cc 
owner  of  Real  to  Reel,  a  $2.5  millio 
(revenues)  Los  Angeles-based  outf 
that  matches  producers  with  loca 
tions.  Homes  just  aren't  built  to  with 
stand  dozens  of  people  troopin 
around  with  muddy  boots  and  heav 
equipment. 

What  changed  their  minds  wa 
discovering  how  much  money  the 
could  make  by  renting.  Their  fe 
ranges  from  $5,000  per  day  for  T 
commercials  using  the  kitchen  t 
$30,000  for  The  X-Files,  which  toe 


TO  BETTER  UNDERSTAND  WHAT  QUADRA-DRIVE™ 
DOES  FOR  TRACTION,  STICK  YOUR  TONGUE  HERE. 


Jeep 

THERE'S  ONLY  ONE 

EP  GRAND  CHEROKEE  In  a  Jeep  Grand  Cherokee,  your  chances  of  getting  stuck  are  as  remote  as  the  areas  you're 
;ly  to  travel.  The  reason  is  Quadra-Drive,™"  our  most  advanced  four-wheel  drive  system  ever.  It  automatically  seeks 
the  wheel  with  the  most  traction,  then  transfers  power  to  it.  To  find  out  more,  call  1-800-925-JEEP  or  try  www.jeep.ccm. 

onal.  Always  use  seat  belts.  Remember  a  bacKseat  is  the  safest  place  for  children  12  and  under.  Jeep  is  a  registered  trademark  of  DaimlerChrysler. 


u1 
to 


C3 
03 


over  the  whole  house. 

Prior  to  renting,  Eric  insists  the 
producer  sign  a  contract  promising  to 
have  professionals  hubble-wrap  the 
walls  before  the  crew  begins  moving 
equipment  and  shield  every  floor  with 
fiberboard  and  also  to  hire  a  site  rep  to 
mind  the  crew.  Greg  himself  stands 
guard  as  well.  "I'm  here  every  minute 
they're  here,"  he  says. 

Still,  there  are  accidents:  One 
worker  recently  moved  equipment  to 
an  off-limits  room,  gouging  the  library 
floor.  But  it  didn't  rattle  Eric,  because 
the  producer  will  pay  to  repair  it. 

You  don't  have  to  make  renting 
your  home  a  full-time  endeavor  to 
benefit.  In  1998  Helene  and  William 
Morlok  of  Philadelphia  earned  $10,000 
by  allowing  director  M.  Night  Shya- 
malan  to  use  their  $800,000  house  to 
shoot  the  creepy  Bruce  Willis  hit  The 
Sixth  Sense.  Shyamalan's  location  scout 
chose  the  Morloks'  three-story  Ger- 


man-eclectic mansion,  built  in  1929, 
for  its  spooky  stained  glass  and  black 
double  doors  carved  with  demonic 
gargoyles.  Inside,  he  was  delighted  to 
find  a  three-story  wrought-iron  spiral 
staircase  leading  to  a  domed  ceiling, 
complete  with  reliefs  of  a  castle,  a  rab- 
bit and  a  stork. 

The  Morloks'  experience  was  a 
good  one.  While  Helene  was  chatting 
up  the  location  manager,  Bill,  an  ar- 
chitect, scoured  the  contract  to  make 
sure  that  the  production  company  was 
required  to  restore  the  house  after- 
ward. It  worked.  The  crew  left  the 
house  in  better  shape  than  they  found 
it,  fixing  a  chandelier,  replastering  and 
painting  before  filming,  and  then 
shampooing  the  rugs  and  repainting 
the  walls  when  they  were  done.  The 
couple  is  itching  to  rent  again.  "I  need 
things  done  around  here,"  laughs  He- 
lene. "I  hope  they 
call  soon." 


Does  a  film  career  enhance  th 
value  of  your  house?  Sometimes,  sa) 
Anne  Basile  of  Cast  Locations  in  Ho 
lywood,  another  outfit  that  brokei 
shoots.  Some  buyers  are  attracted  b 
the  prospect  of  extra  income.  Th 
boost  may  not  last  forever,  however, 
your  neighbors  object.  That's  wh; 
happened  to  "stately"  Wayne  Manor  i 
Pasadena,  which  fetches  up  to  $25,0C 
per  day  and  appeared  in  the  Batma 
TV  show  in  the  1960s.  Its  gravy  trai 
slowed  in  1991,  when  the  town  cracke 
down  on  clogging  the  street  with  fill 
trucks  and  catering  tents. 

Also  consider  the  long-term  effec 
of  exposure.  The  Brentwood  hou: 
used  in  the  TV  show  Fresh  Prince  of  B 
Air  was  typecast  and  hasn't  been  use 
again,  claims  Thompson  of  Real  to  Ret 
while  the  mansion  used  in  The  Bever 
Hillbillies  still  attracts  gawkers. 


Indoor  Sports 

Even  if  it  can't  be  a  movie  star,  your  house  may  still  earn  a 
bundle,  tax-free,  if  it  sits  near  a  big  sporting  event  such  as  the 
U.S.  Open  Golf  Championship  or  the  Olympic  Games. 

At  such  events,  fabulous  properties  can  command  fantas- 
tic fees  as  corporate  sponsors  vie  to  impress  guests.  Broker 
Sheb  M.  Shumar  Jr.  of  Brookline,  Mass.  claims  firms  paid  four 
of  his  clients  more  than  $100,000  each  to  use  their  show- 
place  homes  for  receptions  during  last  year's  Ryder  Cup 
matches.  Nobody  even  went  upstairs. 

Merely  lovely  homes  can  also  earn  quite  a  bit.  James  and 
Lois  Owen,  retired  schoolteachers  in  Seven  Lakes,  N.C., 
cleared  $8,000  by  letting  two  couples  use  their  $700,000 
four-bedroom  lakeside  place  during  last  year's  U.S.  Open  Golf 
Championship  10  miles  away  in  Pinehurst.  The  Owens  were 
touring  the  Pacific  Northwest  on  frequent-flyer  miles  at  the 
time.  "It  was  a  free  trip,"  says  Jim. 

Best  of  all,  the  renters  made  themselves  nearly  invisi- 
ble, leaving  no  trace  of  their  stay  except  a  thank-you  note 
in  the  five-year-old.  3,800-square-foot,  two-level  house 
with  22-foot-high  cathedral  ceilings,  wraparound  deck  and 
its  own  dock. 

The  key  to  their  experience,  say  the  Owens,  was  using  a 
good  broker.  In  this  case  it  was  middleman  Phillip  Harrell,  an 
agent  for  The  Property  Center  who  lives  in  their  small  town 
and  wouldn't  risk  his  own  reputation  by  installing  problem 
renters.  Harrell  brokered  deals  for  several  of  the  Owens' 


neighbors,  too,  getting  about  $1,000  per  bedroom,  plus  $300 
for  lake  views. 

For  the  Owens'  house,  Harrell  had  two  quiet  couples  who 
were  guests  of  a  tournament  sponsor.  He  also  hired  his  wife 
and  some  off-duty  schoolteacher  pals  to  clean  up  before  the 
Owens  returned.  "It  was  immaculate,"  recalls  Owen.  He  says 
the  only  problem  he  even  heard  about  among  neighbors  who 
rented  was  a  broken  alarm  clock,  swiftly  replaced.  Says 
Owen:  "I  would  do  it  again  in  a  minute." 

The  trick,  of  course,  is  finding  out  when  a  sporting  event 
will  come  to  your  area— or  buying  in  a  likely  vicinity  to  start 
with.  If  one  is  on  the  horizon,  get  going  early.  Brokers  in  Salt 
Lake  City  are  already  rounding  up  houses  for  the  2002  Win- 
ter Olympics. 

-B.  McM. 
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Vacation  Shelters 
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Maximize  the  payoff 
from  your  second 
home— by  knowing  just 
a  few  things  about  how 
this  tax  shelter  works. 

By  Nathan  Vardi 

DENVER  INTERNET  CONSULTANT 
Albert  Segall  rents  out  his  Copper 
Mountain,  Colo,  ski  condo  20 
days  a  year  for  up  to  $350  per  day  and 
uses  it  himself  for  45.  That  means  he 
pays  his  accountant  to  make  complex 
allocations  dividing  the  condo's  mort- 
gage interest,  property  taxes  and  other 
costs  between  his  personal  use  and 
rental  use. 

Question:  Did  Segall  know  that  he 
might  be  able  to  skip  the  accounting 
rigmarole  and  do  as  well  or  better  by 
renting  the  condo  only  14  days  a  year? 
"No." 

Don't  make  that  mistake.  Under- 
stand a  few  rules  about  the  taxation  of 

Tax  moguls:  Albert  Segall's  ski 
runs  are  less  taxing  than 
deciding  how  to  treat  his  condo. 


rental  income  and  you  could  cut  your 
accounting  bills  or  your  tax  bills  or 
maybe  both. 

The  so-called  Augusta  rule,  named 
for  those  who  rent  out  their  houses  in 
that  Georgia  town  during  the  Masters 
golf  tournament  each  year,  allows  any 
owner  to  rent  one  house  14  or  fewer 
days  a  year  and  pocket  the  income  tax- 
free,  period.  (If  you  rent  the  house  for 
more  than  14  days,  the  entire  rent  has  to 
be  reported.)  Our  advice  to  Segall  is  to 
lose  six  days  of  paying  rentals  and  just 
give  the  place  to  a  friend  for  that  week. 

What  happens  when  a  vacation 
home  meets  the  Augusta  rule?  Then 
you  can  take  all  the  property  taxes*  as  a 
personal  deduction  on  Schedule  A,  and 
you  can  probably  deduct  all  the  mort- 
gage interest,  too.  The  rule  is  that  you 
can  deduct  the  interest  on  a  combined 
mortgage  balance  of  up  to  $1  million 
on  up  to  two  homes.  "Home,"  by  the 
way,  applies  to  any  durable  structure 
with  a  toilet,  kitchen  and  bed,  such  as  a 
mobile  home  or  houseboat. 


The  only  way  to  squander  this  gi 
is  to  wait  to  take  out  the  mortgage  unt 
after  you  buy  the  house.  Then  the  del 
will  be  treated  as  a  home  equity  loai 
only  deductible  up  to  $100,000.  (Sp< 
cial  rules  apply  if  you  are  building  tr 
house.) 

What  if  you  rent  out  the  house  ft 
more  than  14  days  a  year?  Then  yo 
will  be  able  to  deduct  some  of  th 
house's  costs  against  the  income 
produces. 

This  is  where  things  get  complex, 
you  yourself  use  the  home  14  or  few< 
days  a  year  or  up  to  10%  of  the  time 
is  rented — whichever  is  greater — tl' 
house  will  be  classified  purely  as 
"rental  property."  Mortgage  intere 
and  property  taxes  are  deducte 
against  the  house's  income,  not  o 
your  Schedule  A.  You  can  also  dedu 
expenses  (repairs,  insurance,  etc.)  an 
depreciation. 

This  arrangement  could  be  good « 
bad,  depending  on  your  circumstance 
Having  one  property  that  is  pure 
rental  allows  you  to  take  Schedule 
writeoffs  on  yet  another  home.  If  yc 
have  a  net  loss  on  the  rental  properl 
however,  watch  out:  You  can't  deduct 
currently  unless  your  income 
below  $150,000.  If  your  i: 
come  is  too  high,  you  have 
put  the  losses  in  a  holding  b 
until  you  sell  the  property.  Tr 
is  a  bad  fix  to  be  in.  An  exa 
lent  solution,  for  landlor 
who  can  afford  to  do  so,  is 
pay  off  enough  of  the  moi 
gage  so  that  the  house  edg 
into  the  black  and  no  deprec: 
tion  or  other  deductions  go 
waste. 

What  if  you  use  the  hoi 
more  than  the  greater  of 
days  or  10%  of  the  time  it 
rented — as  is  the  case  curren 
for  Segall  and  many  othe 
Then  you  have  what  is  kno^ 
as  a  "mixed-use"  property, 
this  case,  you  make  allocatic 
for  mortgage  interest,  prope 
tax,  expenses  and  depreciati 
between  the  two  uses. 

Example:  You  use  yc 
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Our  steel  is  the  world's  purest, 
because  the  landing  has  to  be  flawless. 

high-stress,  narrow-tolerance  situations,  ■EfV^R  nr,^ 

mken®  steel  performs.  For  the  hypercritical  W-T  Wk/F 
eds  of  transportation,  medicine,  and  industry,        1    I  I VI 

mken  provides  the  widest  range  of  engineered  a*8  *  «few  Jh  4 

oys  in  the  world.  Where  steel  just  won't  do,   

liken  specialty  steel  is  performing  every  day.  worldwide  leader  in 
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mountain  chalet  for  40  days  a  year,  and 
you  rent  it  for  40.  Half  of  the  costs  can 
be  deducted  against  rental  income. 
Whatever  portion  of  your  mortgage  in- 
terest and  property  tax  is  left  is  then  de- 
ductible on  Schedule  A. 

An  important  exception  applies  to 
taxpayers  who  live  in  the  9th  and  10th 
Circuits:  Oklahoma,  Kansas,  Colorado, 
New  Mexico,  Arizona,  Wyoming,  Mon- 
tana, Idaho,  Nevada,  California,  Ore- 


gon, Washington,  Utah,  Hawaii  and 
.Alaska.  They  benefit  from  a  1982  court 
decision  (Bolton  v.  Commissioner)  that 
allows  mixed-use  taxpayers  to  push 
more  of  the  mortgage  interest  and 
property  tax  deductions  onto  Schedule 
A,  which  means  that  more  of  the  other 
expenses  are  deductible  against  rental 
income. 

Got  all  that?  Only  two  more  things. 
If  you  are  trying  for  any  reason  to  cut 


days  of  personal  use,  beware  of  charir 
appeals.  Lots  of  groups  are  on  the  look 
out  for  donations  of  time  at  vacatioi 
properties  for  their  annual  auction,  bu 
these  days  will  be  counted  as  persona 
time  to  you.  On  the  other  hand,  day 
that  you  spend  repairing  your  housi 
don't  count  as  personal  time. 

"Unless  you  get  stuck  with  the  al 
ternative  minimum  tax.  For  more  oi 
that  monster,  see  page  255.  I 


Charity  Begins  at  Home 


Can  a  gift  of  your  house 
to  charity  be  tax 
deductible  even  if  you 
go  on  living  there?  Yes. 

By  Brigid  McMenamin 

GOOD  NEWS:  YOUR  HOUSE  IS 
worth  $1  million  more  than  you've 
put  into  it.  Bad  news:  If  you  sell 
and  move  to  a  smaller  place  you'll  owe 
tax.  If  you  stay  put,  the  homestead  will 
be  hit  with  heavy  estate  taxes. 

What  to  do?  If  you  are  inclined  to 
give  to  charity,  and  disinclined  to  give  to 
Uncle  Sam,  consider  using  your  first  or 
second  home  to  fund  a  charitable  re- 
mainder trust  or  a  charitable  gift  annu- 
ity, says  Memphis  lawyer  Robert  F. 
Sharpe  Jr. 

That's  what  Theodore  and  Meredith 
Henry  did  with  the  Bel  Air,  Calif,  hilltop 
home  in  which  they've  lived  since  1955. 
The  Henrys  still  loved  the  redwood-and- 
stucco  four  bedroom  place,  with  a 
panoramic  view  that  stretches  to 
Catalina.  But  at  age  80,  they  felt  they  had 
to  make  decisions.  They  were  sitting  on 
$1.8  million  of  appreciation  on  the  $2 
million  property,  and  if  they  sold,  only 
the  first  $500,000  would  be  exempt  from 
gains  tax. 

So,  using  a  device  called  a  "retained 
life  estate  gift  annuity,"  the  Henrys  gave 
the  house  to  the  University  of  California 
at  Los  Angeles,  where  they  met  as  stu- 
dents in  1 94 1 .  When  the  Henrys  die,  the 


Rich  and  generous: 
The  Henrys  gave  away 
their  Bel  Air  house. 


-  V- 


house  will  go  to  the  university,  not  to 
their  son,  who's  already  well  fixed.  He 
now  runs  Los  Angeles-based  Henry 
Radio,  the  company  the  Henrys  launched 
to  make  radio-frequency  amplifiers. 

In  the  meantime  the  elder  Henrys  get 
a  $360,000  tax  deduction,  which  they  can 
spread  over  six  years,  a  partially  tax-free 
annuity  of  $73,000  per  year  from  the 
university  and  the 
right  to  live  in  the 
4,500-square-foot 
house  for  the  rest 
of  their  lives.  Both 
the  annuity  and  the 
right  to  occupy  the 
house  last  until  they 
are  deceased. 

Not  everyone  can 
do  what  the  Henrys 
did,  or  even  wants  to. 
First,  giving  your 
home  away  means 
forgoing  the  wonder- 
ful new  exclusion  of 
up  to  $500,000  of 
gain  on  that  home. 
Some  states,  among 
them  New  Jersey  and 
Washington,  also 
limit  gift  annuities 
funded  by  real  estate; 
New  York  prohibits 
them  outright.  In  ad- 
dition, unless  your 
house  is  worth  mil- 
lions or  you're  over 
80,  a  charity  might 


balk  at  the  prospect  of  lay 
ing  out  cash  for  years  be 
fore  it  actually  gets  tb 
house. 

There  are  other  ways,  however,  to  ful 
fill  your  charitable  agenda  and  cut  you 
tax  bill. 

One  is  to  put  your  highly  appreciate! 
house  in  a  charitable  remainder  trusl 
The  trustee  can  then  sell  the  house  with 
out  incurring  gains  tax  and  invest  th 
proceeds.  In  return,  you  get  either  a  life 
time  or  a  20-year  annuity  equal  to  a  cer 
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Because  tomorrow's  here 
sooner  than  you  think 


Remember  TIAA-CREF. 

TIAA-CREF  has  been  the  retirement  system  of  choice  for  millions  of 
educators  and  researchers  for  over  80  years.  The  TIAA-CREF  group 
of  companies  has  a  proven  history  of  helping  people  plan  for  tomonow. 
Today,  our  mutual  funds,  IRAs,  personal  retirement  annuities,*  trust 
services  and  tuition  plans  are  available  to  everyone. 

The  TIAA-CREF  pension  accounts  have  some  of  the  lowest  expense 
charges  in  the  financial  services  industry,  one  of  the  reasons  why 
Morningstar  says  that  "TIAA-CREF  sets  the  standard  in  the 
financial  services  industry."* 

Call  800  226-0147  for  more  information  about  TIAA-CREF's 
products  and  services,  including  charges  and  expenses,  or  for  mutual 
fund  and  personal  annuity  prospectuses.  Please  read  them  carefully 
before  you  invest  or  send  money. 
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tain  percentage  of  the  value  of  the  trust 
as  well  as  an  upfront  tax  deduction,  often 
10%  of  the  house's  value.  The  charity  gets 
what's  left  in  the  trust  when  you  die. 

Warning:  A  charitable  remainder 
trust  won't  work  if  you  have  a  mortgage 
on  the  house,  says  Carolyn  Osteen,  a 
partner  with  Ropes  &  Gray  in  Boston. 
That  may  trigger  capital  gains  taxes  on 
the  trust  or  even  disqualify  it. 

If  you  don't  need  extra  income  now, 
consider  a  variant  of  the  charitable  re- 
mainder trust  known  as  a  "flip  unitrust" 
In  this  case,  after  the  house  is  sold,  the 
proceeds  are  managed  to  provide  maxi- 
mum growth  in  principal  but  no  income 
until  a  key  date  or  event  occurs,  say,  you 
turn  65.  At  that  point  the  trust  automat- 
ically converts  to  an  income-producing 
trust.  ("Trust  Me,"  FORBES,  Dec.  27, 
1999).  UCLA  has  done  50  flip  unitrusts 
in  the  past  two  years,  a  third  of  these 
funded  by  homes. 

One  catch  with  charitable  remainder 
and  flip  trusts:  You  can't  live  in  the  house 
anymore.  If  you  don't  need  income,  but 
do  need  a  tax  deduction  and  don't  want 
to  move,  consider  deeding  your  house 
to  charity  while  retaining  a  life  estate  for 
yourself.  Sure,  you  could  leave  the  house 
to  charity  when  you  die,  but  then  you'd 
miss  out  on  the  current  tax  deduction. 

With  a  retained  life  estate  you  can 
even  provide  that  someone  else,  say  a 
child,  have  the  use  of  the  place  for  the 
rest  of  his  life.  But  note  that  this  will  yield 
a  smaller  tax  deduction  now,  since  he  or 
she  is  likely  to  live  longer  than  you,  and 
also  a  gift  tax  as  well. 

You  can  also  give  a  highly  appreciated 
house  to  charity  outright.  As  with  a  gift  of 
appreciated  stock,  you  get  to  deduct  the 
full  market  value  without  being  taxed  on 
the  unrealized  appreciation. 

To  learn  more,  check  out  www.pgre- 
sources.com,  which  has  information  on 
planned  giving;  www.nolo.com,  which 
offers  free  primers  on  charitable  trusts 
and  estate  planning;  Plan  Your  Estate,  by 
Denis  Clifford  &  Cora  Jordan  (Nolo 
Press,  $40)  at  www.nolo.com  or  800- 
992-6656;  and  The  Harvard  Manual  on 
Tax  Aspects  of  Charitable  Ghing,  by  Car- 
olyn M.  Osteen  &  Martin  Hall  (Ropes 
&  Gray,  2000,  $195).  F 


Passing  Down 
The  House 


Want  to  give  your 
house  to  your  kids  tax- 
free  (almost)  and  still 
live  there  the  rest  of 
your  life?  Herewith, 
five  clever  tax  tricks — 
with  as  many  caveats. 

By  Ashlea  Ebeling 

LIKE  MANY  WEALTHY  AMERICANS, 
Mary  Trowbridge  of  Oyster  Bay 
Cove,  N.Y.  wanted  to  preserve  a 
beloved  family  asset  and  sting  the  IRS, 
too.  So  she  put  her  $1  million  Mount 
Desert,  Me.  vacation  home  into  a 
family  limited  partnership  in  order  to 
pass  it  to  her  two  sons,  Arthur  and 
Anderson.  She  then 
gave  her  sons  shares  in 
the  partnership,  dis- 
counting their  value  by 
55%  because  they 
couldn't  readily  be 
sold. 

The  Internal  Rev- 
enue Service  took  a 
dim  view  of  her  efforts. 
After  Trowbridge  died 
in  1993,  the  taxmen  au- 
dited her  $12  million 
estate  and  concluded 
that  the  proper  dis- 
count was  only  25%, 
for  the  shares  she  gifted 
and  for  those  left  in  her  estate.  They 
assessed  an  extra  $193,000  in  tax, 
most  of  it  due  to  the  partnership.  Five 
years  later  the  family  and  the  govern- 
ment finally  settled  the  issue  for  an 
undisclosed  amount. 

Alas,  so  it  goes  with  many  efforts 
to  pass  down  a  house  to  the  next  gen- 
eration. Although  such  a  move  seems 
attractive — it  removes  a  huge  asset 
from  your  estate  before  death  and 


preserves  it  for  fi 
ture  generations- 
it's  not  easy. 

It  may  not  ev« 
make  financial  sens 
Remember  that 
you  give  your  hou 
away,  your  original  cost  basis  will  car 
over  to  the  next  owner.  But  if  you  lea 
your  house  in  your  estate,  it  will  get 
free  step-up  in  basis  to  its  value  as 
your  date  of  death.  So  if  you  have 
smaller — less  than  $1  million — esta 
and  a  low-basis  house,  you  and  yo 
heirs  could  wind  up  better  off  with  tl 
step-up.  Unless  by  some  chance  yo' 
heir  plans  to  make  the  house  his  pri 
cipal  residence  and  qualify  it  for  tl 
exemption  of  up  to  $500,000  of  ga 
when  it  is  sold. 

That  said,  if  you  are  still  dete 
mined  and  there  is  no  mortgage  c 
the  house,  here  are  five  methoc 
that — despite  significant  dra\ 
backs — can  work. 
►  Family  limited  partnership.  Tr 
technique — the  one  that  Mary  Trc 


bridge  used — works  best  for  vacati 
or  investment  property,  not  a  fi 
home,  where  the  donor  wants  to 
tain  control  of  the  property  but  g 
away  its  value. 

The  donor  contributes  assets  t 
partnership,  becoming  the  gene 
partner  and  keeping  at  least  1%  of 
limited  partnership  shares.  He  tr 
sells  or  gives  the  other  limited  sha 
to  family  members  at  a  discount. 
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law  allows  the  discounts  because  the 
asset  isn't  publicly  traded  and  lacks  a 
majority  owner. 

The  downside  is  that  the  IRS  ex- 
pects a  deal  to  have  a  reason  beyond 
tax  savings.  "The  more  aggressive  you 
get  with  discounts,  the  more  scrutiny 
the  IRS  will  use,"  says  Christopher 
Anselmo,  an  attorney  with  Weston 
Hurd  in  Cleveland.  He  requires  clients 
to  put  non-tax-related  motives  into  the 
partnership  agreement,  such  as  build- 
ing f  amily  loyalty  or  giving  kids  a  sense 
of  responsibility. 

►  Qualified  personal  residence  trust. 
This  method  actually  has  the  blessing 
of  lawmakers  and  the  IRS.  For  donors 
who  aren't  afraid  to  hand  over  control 
to  their  kids  eventually  and  even  pay 
them  rent,  it  can  make  sense. 

Say  you're  70  and  want  to  transfer  a 
$1  million  house  to  your  daughter.  You 
put  the  house  in  a  trust,  retaining  the 
right  to  live  there  for,  say,  12  years  and 
giving  your  daughter  the  right  to  own 
the  house  beginning  in  2012.  (How- 
ever, if  you  die  before  then  the  house 
goes  back  into  your  estate  at  its  full 
market  value.) 

In  this  case  the  "remainder"  inter- 
est you  are  giving  away  has  a  present 
value  of  only  $250,000.  The  low  value 
on  the  gift  is  due  both  to  the  fact  that 
you  get  to  live  there  12  years  and  to  the 
possibility  that  the  daughter  won't  get 
the  house. 

"Picking  the  term  of  the  trust  is 
more  art  than  science,"  says  Michael 
Delgass,  a  lawyer  with  Cummings  & 
Lockwood  in  Stamford,  Conn.  The 
longer  the  trust  term,  the  greater  the 
tax  savings — but  the  bigger  the  risk 
that  you  won't  outlive  the  trust.  One 
client  of  Studio  City,  Calif,  lawyer  Ken- 
neth Ziskin  who  had  a  residence  trust 
lost  the  tax  benefit  when  he  died  after 
he  was  hit  by  a  car. 

Assuming  you  outlive  the  trust,  you 
then  have  to  pay  rent  to  your  kids.  This 
may  be  tough  to  stomach,  but  it  gets 
more  money  out  of  the  estate  and  into 
the  kids'  pockets — although,  alas,  they 
will  owe  income  tax  on  the  rent. 

If  you're  married  or  own  property 
jointly  with  someone,  you  have  an- 
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other  nifty  option:  You  can  split  the 
property  in  half  and  set  up  two  trusts, 
taking  an  additional  15%  discount  be- 
cause of  the  divided  ownership.  If  only 
one  spouse  dies  early,  you  lose  only  half 
the  benefit. 

►  Fractional  gift.  Here  you  make  frac- 
tional gifts,  such  as  a  1/20  interest  in 
your  home  every  year  for  20  years.  If 
the  value  stays  within  the  $10,000  an- 
nual gift  tax  exclusion — meaning  that 
a  couple  could  give  a  child  and  his  or 
her  spouse  $40,000  a  year — this  can 
work  well.  Paperwork  headache:  The 
donee  will  eventually  own  an  asset 
whose  tax  basis  is  a  composite  of  many 
valuations. 

Can  you  still  live  in  the  house?  Yes. 
If  you  are  a  partial  owner  you  still  have 
the  right  to  occupy  the  house.  But  once 
you  give  away  the  last  share,  you'll  have 
to  pay  rent  (unless  your  kids  let  you 
stay  rent-free  and  the  value  of  this  is 
less  than  the  gift-tax  exclusion).  As  par- 
tial owners,  your  kids  could  also  insist 


for  your  heirs.  Then  you  each  sell 
40%  interest  to  the  trusts  in  returi 
for  a  promissory  note  of  equal  value 
You  pay  rent  to  the  trusts,  and  th 
trusts  use  the  cash  to  pay  interest  an< 
principal  on  the  note.  As  the  note  i 
paid  off,  value  is  transferred  out  a 
your  estate  into  the  trust  and  thenc 
to  your  heirs. 

What  about  the  interest  you  are  re 
ceiving  on  the  note?  Isn't  it  taxable?  1 
would  be,  but  for  one  thing:  The  in 
come  tax  people  at  the  IRS  disregar 
transactions  between  a  taxpayer  and 
grantor  trust. 

The  IRS  could  hit  you  in  two  way: 
One  is  that  if  you  die  when  the  note  : 
outstanding,  the  taxmen  could  im 
pose  capital  gains  tax  on  the  sale  t 
the  trust.  The  other  is  that  they  coul 
put  the  house  back  in  your  estate, 
looming  concern  is  that  someone  i 
the  IRS  estate  tax  department  migl 
call  up  the  income  tax  departmer 
and  prompt  legislation  to  do  awa 


With  a  personal  residence  trust,  you  must 
outlive  the  trust.  One  man  lost  the  tax  benefit 
when  he  died  after  being  hit  by  a  car. 


on  moving  back  in  with  you.  The  other 
danger  is  that  your  kids'  creditors 
might  be  able  to  reach  part  of  your 
home,  depending  on  state  law. 
►  Installment  sale  to  defective  grantor 
trust.  Kenneth  Ziskin,  the  Studio  City 
lawyer,  is  pushing  this  kinky  scheme, 
often  to  clients  who  want  to  pass  down 
a  family  compound  to  multiple  genera- 
tions. It  is  built  around  a  defective 
grantor  trust. 

Who  wants  a  defective  trust?  In  this 
case  the  trust  is  just  defective  enough  to 
avert  some  potential  income  tax  prob- 
lems but  nonetheless  able-bodied 
enough  to  work  for  estate  tax  purposes. 
Promoters  are  exploiting  the  fact  that 
the  income  tax  people  at  the  IRS  don't 
talk  to  the  estate  tax  people. 

It  works  like  this:  You  and  your 
spouse  give  a  portion  of  your  house, 
say  10%  each,  to  a  trust  established 


with  this  inconsistency. 
►  Joint  purchase.  This  little-use 
method  is  usually  applied  to  the  pu 
chase  of  a  new  vacation  home.  Here  tl 
parents  buy  a  lifetime  interest  and  tl 
children  buy  the  remainder  interest, 
a  70-year-old  mother  and  her  daught 
buy  a  $500,000  beach  house  togeth* 
IRS  formulas  say  the  mother  would  p 
$280,000  for  her  interest,  and  tl 
daughter  $220,000  for  hers.  When  tl 
mother  dies,  the  house  isn't  in  her  e 
tate,  and  the  daughter  owns  the  hou 
outright,  with  a  $220,000  tax  basis. 

For  this  method  to  hold  up,  ch 
dren  need  money  of  their  own 
purchase  their  interest,  warns  Beth 
Rodriguez,  a  wealth  strategist  wi 
J.P.  Morgan  in  Chicago.  "If  they  u 
money  Dad  just  gave  them,"  she  sa; 
"the  IRS  might  say  'Dad  bought  t 
whole  thing.'  " 
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Ultradeductible 

Burning  down  the 
house,  shelter  for 
oysters— one  charitably 
minded  couple  has 
done  it  all. 

By  Ashlea  Ebeling 

When  it  comes  to  turning  your 
house  into  a  working  asset, 
first  prize  goes  to  John  Kauff- 
man,  80,  and  his  wife,  Ann,  79,  retirees 
from  Darien,  Conn.  By  applying  a 
handful  of  charitable  strategies  to  a  va- 
cation property  they  bought  in  Top- 
ping, Va.  on  the  Rappahannock  River 
near  the  Chesapeake  Bay,  they  have 
done  good  and  done  well. 

First  came  the  fire.  When  the  Kauff- 
mans  bought  the  property  in  the  mid- 
1980s,  it  included  a  modest  two-bed- 
room summer  cottage.  They 
wanted  to  build  a  Jefferson-in- 
fluenced minimansion  with  a 
stone  and  brick  patchwork 
driveway  and  formal  gardens 
sloping  to  the  water.  But  the 
cottage  obstructed  the  view,  so 
they  decided  to  demolish  it. 
What  better  way  than  to  do- 
nate the  cottage  to  the  local 
volunteer  fire  department, 
which  then  burned  it  down  for 
practice. 

The  Kauffmans  won't  say 
how  much  the  donation  saved 
them,  but  tax  professor  Bruce 
McClain  of  Cleveland  State 
University  in  Ohio  says  that  a 
1973  Tax  Court  case,  Scharf  v. 
Commissioner,  gives  taxpayers 
the  right  to  deduct  the  fair 
market  value  of  a  building  they 
donate  to  a  fire  department. 
The  reason:  The  opportunity 
for  firefighters  to  practice  and 
test  their  equipment,  a  public 
benefit,  outweighs  the  inciden- 
tal benefit  to  the  taxpayer. 
Namely,  free  demolition. 

If  you  want  to  make  such  a  BBI 
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gift,  you'll  need  a  quali- 
fied appraisal,  a  public 
charity  willing  to  accept 
the  gift — there's  only  so  much  practice 
a  fire  department  can  take — and  state 
laws  allowing  it  (Kansas'  health  depart- 
ment, for  example,  limits  fire-training 
exercises  to  interior  portions  of  the 
home,  not  the  total  structure). 

After  they  moved  into  their  own 
Monticello  in  1991,  the  Kauffmans  be- 
came enamored  of  the  river's  fragile 
ecosystem:  the  tidal  marshes,  the  nest- 
ing osprey  and  the  threatened  native 
oyster  beds.  So  they  did  a  little  research, 
and  learned  that  the  Virginia  Institute 
of  Marine  Science  at  the  College  of 
William  &  Mary  was  trying  to  bring 
back  the  Chesapeake  Bay  oyster.  The 
two  Duke  graduates  then  made  a  cold 
call  to  the  institute  asking  if  it  could  use 
the  property. 

It  could.  In  1994  the  Kauffmans 
gave  their  home  and  accompanying 
seven  acres,  then  valued  at  $  1 .4  million, 


to  William  &  Mary.  They  restricted  il 
use  to  estuarine  research  and  retaine 
the  right  for  themselves  and  their  5C 
year-old  son  to  use  the  home  as  long  a 
any  of  them  is  alive.  Their  tax  dedue 
tion,  which  takes  into  consideration  th 
value  of  the  dual-generation  life  estati 
$126,000. 

"We  get  lots  of  calls  about  gifts  ( 
real  estate,  but  they  only  work  in  th 
best  of  circumstances,"  says  Lee  Walsl 
gift  planning  director  at  William  < 
Mary.  In  fact,  Walsh  says  the  colle^ 
might  have  had  to  decline  the  Kaufl 
mans'  gift  but  for  an  additional  om 
two  charitable  remainder  trust 
funded  with  appreciated  stock  wort 
$2  million  at  the  time  it  was  donate< 
The  trusts  are  now  worth  more  tha 
double  that. 

The  trusts  pay  income  to  th 
Kauffmans  while  they  are  living,  wit 
the  principal  going  after  their  death  1 
the  college  as  an  endowment  to  mair 
tain  the  property.  The  couple  als 
plans  to  make  a  $20  million  b« 
quest  to  support  the  institute 
work.  The  source  of  thl 
largesse,  says  John,  is  stock  oj 
tions  he  earned  as  a  marketir 
executive  for  Procter  &  Gan 
ble,  Revlon  and  others. 

Now  the  Kauffmans  sper 
one  week  a  month  at  their  Vi 
ginia  home.  Students  are  resto 
ing  aquatic  vegetation  along  t 
shore,  and  the  college  is  plannii 
an  aquaculture  lab  for  the  sil 
The  Kauffmans  pay  for  upke< 
of  the  entire  property.  But  wh< 
they  make  a  capital  improv 
ment — they  recently  added 
generator  and  a  tool  shed — it 
partially  tax  deductible. 

Next  door  the  Kauffma 
also  own  a  2 1  -acre  parcel,  whe 
their  son  runs  a  marina.  T 
couple  has  been  giving  tr 
property  to  their  son  over  t 
years  in  annual  increments 
$20,000,  the  maximum  allow 
tax  free  under  gift  and  estate  t 
rules.  Says  John  Kauffman: 
hope  he'll  give  it  to  William 
Mary  someday,  too." 
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912-965-5555  (joe.walker@gulfaero.com)  or  visit  us  at  www.gulfstream.com. 


Gulfstream 


A  GENERAL  DYNAMICS  COMPANY 


nrbes  Investment  Quids 


The  Right  Way 
To  Borrow 


It  helps  to  know  about 
interest  rates— and  some 
tricky  features  of  the  tax  code. 


B 


By  Michael  Freedman 

,  USINESS  HAS  BEEN  GOOD  FOR  DONNA  SKEELS 
.  Cygan,  so  good  that  she  decided  this  year  to 
move  her  financial  planning  business  out  of 
her  home  and  into  an  office.  But  how?  In  Albu- 
querque, where  she  lived,  commercial  interest  rates 
to  buy  a  place  were  above  10%,  far  too  rich  for 
her  taste.  Then  she  realized  she  and  her  . 
husband  were  sitting  on  a  pot  of 
gold:  their  house.  Homeown- 
ers with  big  gains  have 
lots  of  options,  including  ^ 
refinancing,  home  equity  9 
loans  and  home  equity 
lines  of  credit. 

The  Cygans  chose 
one  of  the  more 
complex — refinancing — 
because  it  worked  for  them. 
They  had  built  their  traditional 
New  Mexican  home  in  1992  for 
$164,000,  at  7.25%  over  30  years. 
By  this  year  they  had  whittled  the  mortgage  to 
$70,000.  They  had  the  cash  to  pay  that  balance  and 
did.  Then  they  took  out  a  new  $200,000  home 
mortgage  and  put  the  proceeds  into  a  1,600-square- 
foot  office  building  that  will  give  Donna  space  and 
also  provide  rental  income. 

Refinancing  kicked  their  interest  rate  up  to 
7.75%.  But  it  made  more  sense  than  keeping  the  old 
mortgage  and  borrowing  at  commercial  rates. 

Tax  deductibility?  Ordinarily  you  can  deduct  in- 
terest only  on  what's  left  of  your  original  mortgage, 
plus  debt  used  to  finance  improvements,  plus  up  to 
$100,000  on  a  home-equity  loan.  In  this  case  the 
Cygans  can  deduct  interest  on  the  _ 
$200,000  because  the  proceeds  are 
used  in  a  business. 


If  refinancing  doesn't  work  for  you,  consider  ; 
home  equity  loan  or  line  of  credit.  They  are  boom 
ing  businesses,  since  there  are  more  homeowner 
than  ever  and  housing  prices  have  risen.  Doreei 
Woo  Ho,  Wells  Fargo  Home  Equity  president,  says  a 
her  bank — the  number  two  provider,  after  Bank  o 
America — new  equity  loans  increased  47%  last  yea 
to  $9.5  billion.  A  key  attraction  is  the  deductibility  o 
the  interest  on  the  first  $100,000  of  a  second  mort 
gage,  no  matter  what  you  do  with  the  proceeds.  (Ex 
ception:  Taxpayers  caught  by  the  Alternative  Mini 
mum  Tax  lose  this  deduction.) 

If  you  use  the  proceed 
for  the  right  purposes,  th 
$100,000  limit  is  irrele 
vant.  For  example,  in 
terest  on  debt  used  t 
buy  securities  is  da 
ductible  up  to  the  amour 
of  the  fully  taxable  incom 
of  all  your  securities.  All  in 
terest  on  debt  used  to  financ 
a  business  is  deductible. 
Wells  Fargo  will  let  yo 
carry  total  mortgage  debt  c 
80%  to  100%  of  your  home 
value.  The  second  mortgage  can  be  as  high  £ 
$500,000.  Interest  rates,  often  fixed,  run  a  few  poin 
higher  than  on  first  mortgages — for  good  reason:  1 
a  foreclosure  the  first-mortgage  holder  has  first  dib 
When  Christopher  Boughn,  an  air  traffic  cor 
troller  on  Long  Island,  N.Y.,  wanted  $25,000  for 
pool  plus  other  improvements  this  year,  he  sougl 
an  equity  loan  online.  He  had  questionable  cred 
but  owned  a  home  worth  $240,000,  with  a  mor 
gage  balance  of  $160,000.  Wells  Fargo  gave  him 
15-year  loan  for  $25,000  at  11.5%  interest.  It  toe 
only  a  few  weeks.  It  could  have  been  quicker  still 
he  had  prearranged  an  equity  line  of  credit,  whe 
the  rate  is  usually  variable. 


Turn  the  page  for  more  tips  » 
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Whirlpool  Corporation  is  an  =  ==  eve  e-business 
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Bellevue,  Wash. 


$395,912  Recent  price 

15%  i  ncrease 


Boise,  Idaho 


$193,000  Recent  price 

14%  Increase 


Reno,  Nev. 


$224,254  Recent  price 

21%  Increase 


Palo  Alto,  Calif. 


$974,237  Recent  price 

15%  Increase 


WEST 

Number  of  Homes: 
1,380,000 

Average  Price: 
$173,900 
Monthly  Mortgage 
Payment:  $959 

Household  Income: 
$49,840 


Scottsdale,  Ariz. 

$23! 

t  price 

Aberdeen,  S. 


$190,000  Recen- 

17%  Increase 
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A  Nasty  Surprise 

Home  buying  is  never 
cheap,  but  at  least 
you  can  take  solace 

f~  V  <^     that  interest  you  pay 

on  a  mortgage  and 
any  points  (i.e.,  origi- 
nation fees)  you  fork 
over  up  front  are  tax- 
deductible.  What  you 
may  not  know  is  that 
for  some  taxpayers  these  deductions  are  large  enough  to 
tip  them  into  the  dreaded  realm  of  the  Alternate  Mini- 
mum Tax. 

To  understand  why,  remember  that  Congress  enacted 
the  AMT  to  penalize  folks  who  get  "too  much  benefit"  from 
tax  breaks  the  lawmakers  also  enacted.  First  you  figure 
your  tax  the  regular  way,  and  then  under  the  AMT— at  a 
rate  of  up  to  28%  on  a  broad  base  of  income  that  excludes 
many  tax  breaks.  Then  you  pay  whichever  tax  is  higher. 
Over  time,  notes  Tara  Mandel,  a  Wyckoff,  N.J.  tax  accoun- 
tant, the  AMT  has  snared  more  and  more  taxpayers,  in  part 
because  it's  not  indexed  for  inflation  as  the  regular  tax  is. 

While  home  mortgage  interest  is  (by  and  large)  not 
specifically  targeted  by  the  AMT,  having  a  lot  of  interest  de- 
ductions increases 

the  chance  that  you       Deductions  on 

will  get  thrown  into 
AMT  territory.  Man- 
del  has  a  hypotheti- 
cal example  to  illus- 
trate the  damage 
that  the  AMT  can  do. 
Take  a  married  cou- 
ple with  combined  income  from  salaries  of  $400,000  and  a 
long-term  gain  of  $125,000  this  year.  They  can  claim  $73,000 
in  deductions  on  their  regular  tax,  including  interest  on  a 
$200,000  mortgage  on  a  house  they  sell.  They  trade  up  to  a 
home  with  a  $440,000  loan  and  $5,000  in  points.  When  all 
is  done,  they  end  up  owing  $1,300  more  figured  under  the 
AMT  formula  than  their  tax  figured  the  regular  way. 

Now  that  they  are  in  this  fix,  a  lot  of  cherished  deduc- 
tions—like property  and  state  income  tax— go  to  waste.  What 
to  do?  Before  year's  end,  they  should  rearrange  things  to 
get  out  of  AMT  turf.  Maybe  by  exercising  certain  kinds  of 
stock  options  in  a  later  year  or  paying  state  taxes  late. 

It's  hard  to  predict  who  will  run  afoul  of  AMT,  since  the  tax 
is  based  on  complex  interactions  of  income,  deductions  and 
capital  gains.  But,  warns  G.  Phil  Zepeda,  owner  of  Ann  Arbor 
Center  for  Financial  Services  in  Michigan:  "Once  household 
income  hits  $150,000,  beware  the  AMT."     -Rob  Wherry 


home  buying 
can  trigger  the 
dreaded  AMT. 


Old  House 


(0 


Don't  get  carried  away  with  home  renovation 
projects.  An  ill-planned  addition  can  actually 
hamper  selling  your  house.  Financial  planner 
Janet  Briaud  remembers  a  client  who  spent 
$10,000  to  convert  a  garage  into  an  office. 
But  several  years  later,  potential  buyers 
balked  at  having  no  place  to  put  their  cars. 
The  price  was  dropped  $20,000. 
Experts  say  smart  additions  are  skylights  or 
windows,  especially  if  the  house  tends  to  be  dark  inside. 
Adding  a  bedroom,  dining  room  or  living  room  is  always  a 
good  bet,  particularly  if  the  existing  house  has  tight 
quarters.  A  finished  basement  often  enhances  value. 

Less  likely  to  pay  off  are  garage  renovations:  Extra 
space  for  the  lawn  mower  and  grass  seeder  doesn't 
register  with  most  buyers.  The  same  goes  for  pools. 
While  you  may  enjoy  one,  a  lot  of  buyers  don't  fancy  the 
time  and  money  spent  on  maintenance,  so  don't  expect 
to  recoup  your  costs.  Finally,  avoid  enlarging  a  master 
bedroom  by  taking  out  a  smaller  bedroom.  Growing 
families  may  turn  away  from  a  two-bedroom  house  in 


favor  of  a  three-bedroom  one. 


-R.W. 
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2:09  PM  >  Customer  places  online 
order  from  personalized  shopping  list. 
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2:45  PM  >  Staples'  preapproval  process  allows 
customer's  order  to  be  processed  in  minutes. 
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Staples'  uses  IBM 
software  and  servers  to 
process  online  ordering  and 
payment  from  their  large 
corporate  customer  site. 

Today,  their  B2B  customers 
enjoy  a  more  efficient 
purchasing  channel.' 


Staples  is  an 


Business-to-business  e-commerce  isn't  just  about  putting 
your  catalog  and  prices  online.  It's  become  a  worldwide 
electronic  watering  hole  for  today's  business  transactions. 


YOU'VE  SEEN  THE  NUMBERS: 

B2B  e-commerce  is  5  times  greater  than  consumer 
Web  purchases,  and  according  to  Gartner,  the 
forecasts  for  B2B  activity  in  2004  are  as  high  as  $7 
trillion  (it  could  go  higher).  Yet  B2B  e-commerce  isn't 
just  about  customer  payments,  partner  payments  or 
online  inventory  queries.  As  companies  transform 
themselves  into  e-businesses,  they're  beginning  to 
manage  procurement,  supply  chains  and  partner 
networks  online. 

The  results  are  staggering:  costs  are  slashed; 
geographic  boundaries  are  transcended;  efficiencies 
are  dramatically  improved:  and  value  is  added  at 
every  step. 

"MY  DATABASE  WILL  CONTACT  YOUR  DATABASE." 

It's  clear  that  there  are  enormous  advantages  in 
using  the  Internet  to  deepen  and  secure  relationships 
with  any  and  all  of  your  customers  and  suppliers. 
Advantages  like  being  more  accessible,  providing 
better  service  and  locking  in  key  relationships.  To  do 
this,  you'll  need  to  design  a  system  that  is  open,  so  you 
can  easily  integrate  with  any  of  your  partners' 
applications  regardless  of  their  platform.  As  a  result, 
those  businesses  that  are  the  most  flexible  and  have 
the  quickest  response  time  will  succeed. 

JOE  BUSINESS,  MEET  MR.  E-MARKETPLACE. 

The  greatest  value  opportunity  is  e-marketplaces. 
They  are  the  ultimate  realization  of  e-business.  Suppliers, 
buvers  and  marketmakers  are  coalescing  around  these 


worldwide  trading  hubs  where  hundreds,  even 
thousands,  of  industry  players  are  gathering  to  do 
business.  Suppliers  are  finding  customers.  Buyers  are 
realizing  enormous  savings  online. 

Also  consider:  18  months  from  now,  there  are 
expected  to  be  2  billion  wireless  devices  connected  to 
the  Internet.  Increasingly,  both  your  customers  and 
employees  will  require  access  to  the  information  they 
need,  anytime,  anyplace. 

MAKING  IT  HAPPEN. 

IBM  has  learned  by  doing,  and  this  has  helped  us 
deploy  open  Internet  trading  platforms  that  span  all  35 
ot  the  world  s  major  computing  environments.  Many 
are  built  on  powerful  IBM  WebSphere"  software,  for 
massive  scalability,  speed  and  reliability. 

With  application  software  leaders  like  i2  and  Ariba. 
IBM  has  over  h.OOl)  dedicated  B2B  e-commerce  and 
e-marketplace  salespeople.  Also.  IBM  embraces  Linux 
and  delivers  a  comprehensive  tool  set  for  development 
of  e-business  applications  across  all  servers. 

And  the  130.000  people  of  IBM  Global  Services  can 
provide  the  strategic  insight  to  help  you  navigate  the 
complexities  of  B2B  e-commerce  as  well  as  provide  the 
infrastructure  to  host  your  site. 

If  you  need  some  help  getting  started,  call  a  trained 
e-business  specialist  at  800.ibm.7080  (ext.  b2b) 
or  visit  ibm.com/b2b,  where  you  will  find 
tailored  e-business  solutions  and  case  histories 
about  the  companies  that  have  spearheaded  the 
B2B  e-commerce  revolution. 


HERE  ARE  SOME  SAMPLE  SOLUTIONS  FROM  IBM. 


YOU  ARE 

Developing  your 
e-commerce  strategy 

G 

Web  Selling  Solution  Planning  Services  >  A  comprehensive  planning  session  led  by  IBM  B2B  e-commerce 
consultants,  designed  to  identity  a  strategic  action  plan  for  a  focused  e-commerce  initiative  based  on  your  needs. 

e-commerce  Executive  Assessment  >  A  business  case  assessment  for  small  and  midsized  companies, 
conducted  by  accredited  IBM  Business  Partners.  Includes  a  strategic  proposal,  competitive  Web  site  analysis  and 
prototype  e-commerce  site. 

Establishing  a  basic  Web 
presence,  so  that  you  can  start 
transacting  with  customers 
and  partners  online 

© 

IBM  Small  Business  WebConnections  Platinum  Package  >  Start  selling  and  taking  orders  over  the  Web. 
A  subscription  service  including  shared  Web  and  e-mail  access  for  up  to  100  employees  Starting  at  $249  a  month.' 

IBM  Start  Now  for  e-commerce  >  IBM's  Start  Now  solutions  combine  the  software,  hardware  and  services  to  help  you 
quickly  implement  e-business  solutions  that  will  improve  customer  service,  e-commerce  and  collaboration  With  financing, 
from  $1,250  per  month.' 

Establishing  a  Web-based  network 
with  your  partners  and  suppliers  to 
streamline  buying  and  selling 

€> 

IBM  Web  Selling  and  Procurement  Service  Offerings  >  Allow  you  to  navigate  the  complexities  of 
linking  customers,  vendors  and  suppliers  to  your  business  in  order  to  manage  inventory  and  payments  online. 

Trying  to  extend  your  reach  to 
customers  and  suppliers  through 
wireless  applications  and  services 

© 

IBM  Wireless  Solutions  >  Services  and  WebSphere  Everyplace  Suite  software  that  enable  you  to  extend  your 
e-business  applications  to  wireless  devices,  with  the  end-to-end  security  and  scalability  that  are  necessary  in  the 
rapidly  expanding  wireless  world. 

Creating  an  e-marketplace  or 
a  Web-based  trading  network  lor 
all  interested  buyers  and  sellers 

© 

IBM  E-Marketplace  Solutions  >  Start  with  a  consulting  engagement  to  help  develop  your  strategy  and  then  add  a 
software  platform  that  allows  you  to  rapidly  create  and  deploy  an  e-marketplace  Seamlessly  link  buyers  and  suppliers  over 
the  Internet 

To  find  a  tailored  solution  that  fits  your  needs,  or  for  a  free  B2B  e-commerce  white  paper  developed  for  IBM  by  Forbes'  Partnership 
Programs,  visit  iblTI.COITl/b2b,  or  to  talk  to  a  trained  e-business  specialist,  call  800.ibtTI.7080(GXt.  b2b). 
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Just  what  are  property-tax  assessors  look- 
ing for?  And  how  can  you  stop  them  from 
jacking  up  your  tax  bill  to  the  ionosphere? 

First,  they  see  what  you  paid  and  com- 
pare your  place  to  other  recent  sales  in  the 
neighborhood.  Then  they  check  out  what 
additions  you've  made.  A  human  being  with 
a  clipboard  does  the  eyeball  work  and  the 
results  are  churned  through  a  computer, 
either  after  a  sale  or  as  part  of  a  wide- 
ranging  periodic  survey. 

Remember  that  assessments  are  at 
best  estimates,  not  the  word  of  God.  Savvy 
owners  who  can  show  they  are  overpaying 
taxes  may  be  able  to  reduce  their  levy. 

To  appeal  your  assessment  before  the 
local  board,  prepare  for  the  hearing  as 
though  you  were  heading  into  court,  with 
evidence.  Zero-in  on  discrepancies  be- 
tween your  home  and  comparable  ones  the 
assessor  used  in  the  estimate.  (In  most 
places,  both  assessments  and  descriptions 
of  all  properties  are  open  to  public  inspec- 
tion.) Your  neighbor  might  have  a  finished 
basement  with  teak  paneling  while  yours  is 
a  dingy  repository  of  spare  furniture. 

When  you  go  before  the  board,  stay 
cool.  If  you  have  had  professionals  test 
your  land  or  conduct  surveys,  bring  them. 

Don't  be  unrealistic  in  your  expecta- 
tions. If  your  house  hasn't  been  appraised 
in  years,  be  prepared  for  a  hike,  especially 
f  the  previous  owner  made  changes  that 
weren't  recorded  in  the  assessment. 

If  you  want  to  invest  a  lot  of  time  in  this 
project,  read  The  106  Common  Mistakes 
Homebuyers  Make 
by  Gary  W.  Eldred 
(John  Wiley  & 
Sons,  1998).  You 
can  also  get  some 
useful  tips  at 
www.appraisal.com. 

Finally,  remember 
that  you  are  dealing 
with  pretax  dollars— 
if  you  deduct  prop- 
erty taxes  on 
your  federal  return. 

—R.W. 


Don't  count  on  getting  rich  quick  by  buying  land. 
"It's  an  intergenerational  investment,"  says  Janet 
Briaud,  owner  of  Briaud  Financial  Planning  in 
Bryan,  Tex.  In  some  cases  decades  must  pass  for 
you  to  see  a  substantial  return  on  raw  acreage. 

But  if  you're  determined  to  buy  now— say,  in 
order  to  build  a  retirement  home  later— here  are 
some  points  to  consider. 

Location:  Be  sure  that  the  area  where  you 
are  buying  is,  indeed,  the  place  where  you  want 
to  live  out  your  days.  That  remote  mountaintop 
retreat  might  not  work  when  you're  old  and  frail. 

Testing:  Find  out  what's  under  that  pristine 
patch  of  land  you  want.  Soil  samples  are  a  must, 
as  is  well  water  if  there's  no  municipal  linkup. 
For  example,  pockets  of  clay  under  a  house's 
foundation  that  expand  as  they  suck  in  water 
during  storms  can  be  costly. 

Zoning:  Can  you  clear-cut  trees  to  get  a  view 
of  a  lake?  Does  your  land  have  access  to  roads, 
utility  lines  and  water?  Are  you  prohibited  from 
building  certain  structures? 

Taxes:  You  can  save  by  having  your  land  des- 
ignated agricultural.  (This  can  reduce  value  by  as 
much  as  $1,000  per  acre.)  But  then  you'll  need  to 
have  grazing  cows  or  a  growing  crop.  —R.W 
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MIDWEST 

Number  of  Homes:  1,147,000 
Average  Price:  $119,600 
Monthly  Mortgage  Payment:  $660 
Household  Income:  $52,370 


klahoma  City 


New  Orleans 


lottest  Markets 


15  happeningest  housing  markets,  in  terms  of  recent  price 
eciation,  stretch  from  coast  to  coast.  So  here  is  a  snapshot 
sidential  real  estate  nationally,  encompassing  everything 
starter  bungalows  to  baronial  manses.  According  to  bro- 


kerage titan  Coldwell  Banker,  homebuyers  in  New  Orleans  and 
Bethesda,  Md.  (which  is  just  outside  Washington,  D.C.)  have  en- 
countered the  most  drastic  price  jumps  from  the  previous  year, 
with  homes  soaring  55%  and  50%,  respectively. 


i 
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Saving  Money  the  Hard  Way 


Thinking  of  bypassing  the  tradi- 
tional real  estate  agent— and  the  6% 
commission?  You  do  have  other  op- 
tions. One  is  to  use  a  discount  bro- 
ker, whose  commissions  can  be  less 
than  half  the  standard  freight.  Or 
sell  the  house  yourself,  acting  as 
your  own  agent. 

But  watch  out.  Although  some 
discount  brokers  can  charge  com- 
missions as  low  as  1%,  finding  a  com- 
petent one  that  does  may  be  hard  un- 
less you  own  a  multimillion-dollar 
property  or  live  in  a  hot  market  where 
competition  is  fierce.  Make  sure  the 
discounter  can  get  your  property  on 
the  multiple  listing  service  used  by 
every  Realtor.  And  be  prepared  for 
backlash:  Some  Realtors  won't  show 
a  house  represented  by  a  discount 


broker  because  they  don't  want  to 
split  a  small  commission. 

Also  be  careful  doing  this  alone. 
While  it's  true  that  20%  of  homes 
sold  last  year  were  by  owners  them- 
selves, in  25%  of  these  cases  the 
house  went  to  a  family  member, 
friend  or  neighbor.  That's  not  exactly 
an  open  market. 

If  you  insist  on  handling  your 
own  sale,  be  professional.  Have  a 
color  brochure  with  info  on  schools, 
taxes  and  appraisals.  Also  set  up  an 
escrow  account,  because  buyers 
may  be  wary  of  handing  over  a  large 
check  until  the  deal  is  complete. 
Be  prepared  to  deal  with  drive-by 
inquiries.  After  a  few  nosy  knocks 
at  the  door,  6%  may  not  sound 
so  bad.  -R.W. 


The  REIT  Way  to  Invest 

They're  more  liquid  than  houses.  Here  are  the  best-performing  real  estate  investment  trusts,  which  own  portfolios  of  buildings. 


Company 

3-year 
return 

Recent 

52-week 
high  low 

1999 
EPS 

FFO'per 
share 

Price/ 
FFO1 

1999 
Revenues 
($mil) 

Market 
value 
($mil) 

Yiei 

Urban  Shopping  Centers 

48.0% 

$47.81 

$48.00 

$24.00 

$1.16 

$3.31 

14.4 

$242 

$868 

4.E 

Essex  Property  Trust 

45.9 

51.06 

56.50 

29.06 

2.36 

3.26 

11.3 

146 

926 

4.! 

Spieker  Properties 

39.4 

55.06 

59.13 

32.25 

2.88 

3.46 

17.0 

644 

3,600 

5.: 

Centerpoint  Properties  Trust 

33.4 

44.69 

46.25 

31.56 

1.96 

3.25 

10.8 

139 

928 

4.1 

Cousins  Properties 

26.9 

26.44 

30.42 

21.75 

2.12 

2.48 

16.0 

98 

1,285 

4.! 

Charles  E.  Smith  Residential  Realty 

25.4 

43.19 

46.69 

31.25 

4.04 

3.56 

12.5 

301 

919 

5.' 

Apartment  Investment  &  Management 

22.3 

44.56 

49.38 

34.06 

0.38 

3.72 

10.9 

577 

3,011 

6.: 

Washington  REIT 

22.0 

20.13 

20.94 

13.81 

1.24 

1.57 

12.8 

119 

719 

6.: 

Kimco  Realty 

20.6 

39.81 

42.88 

30.88 

2.47 

0.97 

19.9 

434 

2,437 

6.1 

Boston  Properties 

20.2 

40.56 

43.50 

27.25 

1.71 

2.96 

17.5 

787 

2,812 

5.: 

Pacific  Gulf  Properties 

18.4 

26.50 

2794 

19.25 

1.71 

2.48 

12.0 

124 

561 

6.1 

AvalonBay  Communities 

18.2 

45.88 

48.25 

30.88 

2.00 

3.22 

18.6 

505 

3,049 

4.! 

BRE  Properties 

15.8 

31.00 

33.00 

20.05 

1.55 

2.32 

12.7 

234 

1.416 

5.! 

Summit  Properties 

15.7 

23.94 

24.69 

16.50 

1.65 

2.20 

8.8 

177 

736 

7.: 

Weingarten  Realty 

3.1 

41.75 

43.00 

34.56 

2.85 

3.93 

10.6 

230 

1,119 

7.; 

Duke  Weeks  Realty 

2.2 

23.69 

25.75 

16.63 

1.32 

2.19 

11.2 

590 

3,003 

7.: 

Archstone  Communities 

1.9 

23.44 

26.44 

18.94 

1.46 

1.97 

9.0 

667 

2,888 

6: 

CBL  &  Associates  Properties 

0.3 

23.44 

26.00 

19.25 

1.94 

3.21 

7.3 

318 

585 

8. 

Kilroy  Realty 

0.0 

26.38 

27.25 

18.00 

1.44 

2.50 

14.0 

160 

698 

6. 

Carramerica  Realty 

-1.5 

29.75 

30.94 

17.75 

1.59 

2.56 

27.8 

516 

1,973 

6. 

S&P  REIT  Index 

-25.8 

81.25 

88.77 

68.13 

Funds  from  operations.  Sources:  Market  Guide  via  FactSet  Hesearch  Systems:  company  reports 
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IF  WE  DIDN'T  GIVE  YOU 

A  BED  THIS  COMFORTABLE, 

HOW  WOULD  WE  SLEEP  AT  NIGHT? 


nrhfts  InvRstmfint  Guide 


Death  by 
A  Thousand 


Trades 


By  Neil  Weinberg  and  Daniel  Kruger 

RALPH  DE  SANTIS  RUNS  THE  COUSINS  FISH 
Market  in  Albany,  N.Y.  and  loves  to  chase 
hot  stocks.  One  morning  last  year  he  saw 
Nasdaq-listed  Chinese  Prosperity  International 
Holding  (now  China  Broadband)  start  to  move 
up  and  decided  to  bet  his  entire  $95,000  IRA  on  it. 

Bold  move  for  a  guy  who  never  finished  high 
school.  "I  know  fish,  not  finance,"  he  admits. 

De  Santis  phoned  in  his  order  to  Prudential 
Securities'  local  office  and,  as  he  had  many  times 
before,  specified  the  number  of  shares  he 
wanted:  3,750,  given  the  stock's  price  at  that 
moment.  Unbeknownst  to  him,  Prudential 
handed  the  order  off  to  Schwab  Capital  Mar- 
kets L.P.  (formerly  Mayer  &  Schweitzer),  the 
"clearing"  unit  of  Charles  Schwab  &  Co.  Schwab 
bought  200  shares  at  $25  apiece  shortly  after  the 
morning  open — but  it  then  waited  15  minutes 
to  buy  the  remainder  in  two  chunks,  at  $74  and 
$74.50.  That  drove  de  Santis'  total  purchase  up 
to  $268,000. 

The  stock  collapsed  later  that  day,  and  Pru- 
dential told  Schwab  to  sell  the  shares,  which  it 
did  at  a  big  loss.  De  Santis,  54,  says  it  did  so 
without  his  approval,  wiping  out  his  entire  ac- 
count and  producing  $39,000  in  additional 
losses.  This,  in  an  IRA  account  with  a  $2,000  limit 
on  annual  contributions. 

De  Santis  could  have  prevented  this  debacle 
simply  by  putting  in  a  "limit  order" — buy  me  this 
many  shares  but  only  at  this  particular  price — 
rather  than  the  "market  order"  he  called  in.  But 
he  says  Prudential  never  warned  him  of  this  and 
that  it  also  neglected  to  tell  him  that  his  trade 


I 


The  surge  in  stock 
trading  has  given 
millions  of  people 
newfound  control 
over  their  financial 
destinies— and 
plenty  of  ingenues 
for  Wall  Street 
to  fleece. 

could  be  executed  immediately  if 
he  capped  it  at  a  thousand  shares 
or  smaller. 

Prudential  denies  most  of  de 
Santis'  assertions  and  says  the 
15-minute  delay  in  completing 
his  trades  isn't  out  of  line;  it  adds 
that  de  Santis  bears  the  responsi- 
bility for  how  the  order  was 
placed.  Yet  after  de  Santis  got  fil- 
leted, Schwab  cut  $35,000  off  his 
tab.  That  got  him  to  thinking. 

"If  they  can  offer  that  kind  of 
refund,"  he  says,  "how  much  are 
they  making  on  my  trades?"  The 
case  is  bound  for  Nasdaq  arbitration. 

There's  an  awful  lot  investors  don't  kn< 
about  the  stock  trades  that  unfold  after  a  sm 
investor  calls  his  broker  or  clicks  on  the  "e? 
cute"  button  on  an  e-broker's  screen.  The  m; 
kets  have  never  hosted  so  many  uninform 
newcomers.  Lured  by  booming  prices,  discov 
commissions  and  easy  Internet  access,  millic 
of  people  have  set  up  new  brokerage  accounts 
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past  five  years,  including  9  million  online. 
Time  for  a  dose  of  hard  truth:  Investors  are  at  a  terrible 
idvantage  to  the  Wall  Street  pros  who  handle  their  ac- 
ints;  and  the  little  guy's  financial  interests  often  are  pit- 
directly  against  those  of  his  own  broker.  A  customer 
rged  $50.25  instead  of  $50  each  for  1,000  shares  is  out 
y  $250.  That  is  a  small  piece  of  a  $50,000  trade  but  can 
up  in  wobbly  markets.  That  $250  cuts  5%  off  an  entire 
r's  return  if  the  stock  appreciates  at  the  average  histori- 


cal rate  of  10%.  Writ  large,  Wall  Street's  shrewd  ways  may 
be  unfairly  clipping  investors  for  billions  of  dollars. 

Unseen  agendas,  hidden  alliances  and  intentionally 
withheld  information  all  conspire  to  make  the  individual 
investor's  path  to  profit  a  tortured  one.  Because  of  a  much- 
decried  practice  known  as  "payment  for  order  flow,"  your 
brokerage  firm  may  get  paid  more  to  funnel  orders  to  a 
clearing  firm  than  it  brings  in  on  your  commission.  This 
raises  questions  of  where  the  broker's  loyalty  lies. 
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Payment  for  order  flow  is,  alas,  but 
one  of  several  ways  Wall  Street  profits 
from  the  unwary.  In  a  practice  known 
as  "internalization,"  a  broker  executes 
your  trade  entirely  in-house  rather 
than  sending  it  out  onto  the  open 
market  where  it  might  attract  better 
prices.  This  lets  him  pocket  the  spread 
between  the  lower  price  a  seller  is  will- 
ing to  accept  and  the  higher  price  you 
are  willing  to  pay. 

Making  matters  worse,  brokers  fla- 
grantly ignore  rules  requiring  them  to 
post  buy  and  sell  orders  on  a  public 
platform,  where  other  bidders  and 
sellers  could  spot  the  orders  and  offer 
a  better  deal  ("price  improvement,"  in 
Wall  Street  parlance).  The  result  is  that 
while  Nasdaq  has  a  "national  best  bid 
and  offer"  system  of  quotes  synthe- 
sized from  millions  of  orders,  those 
bids  and  offers  often  aren't  the  best  at 
all — someone  elsewhere  has  a  better 
deal,  if  only  you  could  find  him. 

Some  firms  are  more  egregious 
than  others  in  this  realm.  Investors 
would  be  better  armed  if  they  could 
compare  detailed  data  on  how  well 
various  brokerages  perform  their  fidu- 
ciary duty  to  provide  "best  execution," 
i.e.,  completing  the  trades  as  quickly  as 
possible  and  at  the  best  prices  available 
at  the  time.  Regulators  even  require 
firms  to  gather  such  data — but  the 
firms  don't  publicly  disclose  the  num- 
bers. It  is  akin  to  the  airlines  refusing 
to  say  how  often  they  delay  flights  or 
lose  baggage. 

Most  of  the  games  occur  on  Nas- 
daq. Part  of  the  problem  is  the  nature 
of  this  market.  At  the  New  York  or 
American  Stock  Exchanges,  every  bid 
and  offer  is  funneled  to  a  single,  phys- 
ical auction.  Orders  for  one  particular 
stock  must  go  through  the  one  "mar- 
ketmaker"  that  handles  that  stock. 
Anyone  offering  the  best  price  wins 
the  trade.  At  the  NYSE,  87%  of  buyers' 
bids  are  matched  directly  with  sellers' 
offers.  No  broker  stands  in  between 
to  capture  a  spread.  Up  to  half  of 
all  orders  for  listed  stocks  are  executed 
at  prices  better  for  investors  than  the 
national  best  bid  or  offer  at  the  time 
the  order  hits  the  floor. 


Do  You  Know  Where 
Your  Trade  Is? 

The  sad  truth  about  stockbrokers  is  that  it  is  hard  to  shop  intelligently  for  one. 
Yes,  commissions  are  easy  to  compare.  But  the  industry's  dirty  little  secret  is  that 
it  does  not  disclose  what  matters  most:  how  well  trades  are  handled.  That  in- 
cludes execution  prices,  speed  and  spreads,  which  can  vary  dramatically  by  firm. 

The  SEC  is  pushing  Wall  Street  to  come  clean.  Until  it  does,  here  are  a  few 
tips  for  shopping  around. 

►  Ask  brokers  and  their  firms  for  disciplinary  and  complaint  records. 

►  Negotiate  commissions,  especially  with  full-service  firms.  If  you  do  a  lot  of 
business  you  can  get  lower  per-trade  or  per-share  fees. 

►  Ask  if  the  firm  accepts  "payment  for  order  flow,"  or  money  from  other  broker- 
ages for  sending  them  orders.  If  so,  be  wary. 

►  Ask  what  percentage  of  orders  receive  "price  improvement,"  or  prices  better 
than  the  national  best  bid  or  offer. 

►  Put  in  only  "limit"  orders.  These  require  a  purchase  or  sale  at  a  specific  price  or 
better.  If  they  aren't  executed  quickly  (meaning,  in  ten  minutes),  cancel. 

►  Trade  in  lots  of  1,000  shares  or  less  to  raise  the  odds  of  fast,  automatic  fills. 

►  Ask  if  a  firm  lets  you  route  orders  to  electronic  communications  networks 
(ECNs)  or  exchanges,  and  if  so  whether  there  is  an  additional  commission. 

►  Consider  accessing  ECNs  like  Instinet  and  Island  directly.  Or  look  at  direct-ac- 
cess brokers.  Popular  with  day  traders,  they  scour  the  market  for  best  prices  and 
allow  investors  to  direct  trades  to  ECNs  or  elsewhere.  Tradescape  and  CyberCorp 
(owned  by  Charles  Schwab)  are  among  the  largest.  Blackwood  Trading  of  New 
York  charges  $15  per  trade;  its  "go  for  it"  service  trolls  the  market  for  someone 


willing  to  beat  the  best  posted  price. 

Nasdaq,  by  contrast,  is  an  elec- 
tronic dealer  market  with  no  central 
trading  venue,  and  it  doesn't  use  just 
one  marketmaker  for  a  given  equity.  At 
any  moment  a  few  dozen  marketmak- 
ers  may  quote  different  prices  for  the 
same  stock.  What  links  them  is  the 
obligation  to  match  the  national  best 
bid  and  offer.  Nasdaq  dealers  execute 
nine  out  of  ten  trades  at  that  level, 
sucking  up  nice,  fat  spreads. 

All  this  was  supposed  to  be  fixed 
years  ago.  The  Securities  &  Exchange 
Commission  determined  in  1996  that 
Nasdaq  brokers  were  colluding  to  keep 
their  spreads  artificially  wide.  It  paved 
the  way  for  new  competitors,  called 
Electronic  Communications  Networks, 
or  ECNs,  to  compete.  ECNs  match  buy- 
ers and  sellers  directly  (see  box,  p.  270). 
The  SEC  also  began  requiring  Nasdaq 
brokers  to  electronically  post,  within 
30  seconds,  customer  orders  to  buy  or 
sell  at  particular  prices — so-called  limit 


-N.W. 

orders.  Because  limit  orders  can  na 
row  spreads,  their  timely  display  is  vil 
to  making  tight  markets. 

Things  did  improve.  Spreads  c 
the  Nasdaq  narrowed  about  30 
squeezing  profits  so  tighdy  that  Me 
rill  Lynch  initially  stopped  maki 
markets  in  300  Nasdaq  stocks.  But  t 
SEC  says  brokerage  firms  are  flouti 
the  very  rules  that  led  to  improveme 
in  the  first  place. 

There  is  no  rule  against  payme 
for  order  flow.  Maybe  there  should 

"Practices  like  payment  for  ore 
flow  are  criminal  offenses  in  any  otl 
business,  and  the  SEC  should  have  oi 
lawed  it  long  ago,"  says  Lewis  Lowe 
fels,  a  prominent  securities  lawyer, 
broker  is  supposed  to  work  for  the 
vestor,  not  go  out  and  sell  his  busin 
to  the  highest  bidder." 

"You  take  your  order  to  Ame 
trade  and  think  it's  costing  you  eij 
bucks,  but  Ameritrade  is  making  m< 
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The  Universe  Is  Full  of 
Mysteries.  UsingThe  NexStar  5 
Isn't  One  oFThem. 


The  joy  of  stargazing 
comes  from  observing 
the  wonders  of  the 
heavens,  not  calculating 
alignments  and  positioning. 
The  revolutionary  new 
Celestron1  NexStar'" 
line  of  telescopes 
does  all  that  for 
you  and  more. 
Simply  and  easily. 

NexStar™  telescopes 
are  light  years  ahead 
of  other  computerized 
"Do-To"  telescopes.  The 
Auto  Align  feature  gets 
you  up  and  observing  immediately 
with  an  enormous  object  data- 
base that  includes  up  to  18, ODD 
celestial  sights. 

Dur  StarPointer™  Finderscope 
lets  you  guickly  find  any 
object  in  the  sky,  while 
variable  slew 


speeds  provide  easy 
tracking  for  observation 
and  astro-photography. 
There's  even  a  communica- 
tion port  so  you  can  control 
the  NexStar™  from  your 
personal  computer. 

NexStar™  telescopes 
are  designed  to  go  with 
you  anywhere  and 
perform  beautifully. 
With  the  same  optical 
tube  selected  for  the 
Space  Shuttle,  each 
NexStar™givesyou 
unsurpassed  perform- 
ance. Advanced  models 
feature  the  legendary  Schmidt- 
Cassegrain  optical  system  plus 
Starbright*  multi-coatings  for 
superior  resolution  and  optical 
clarity.  Best  of  all,  our  Tour 
Function  automatically  seeks 
out  the  most  spectacular  objects 
in  a  given  month,  while  providing 
you  with  fascinating  facts 
through  the  Hand  Controller.  i 


avaiL3BLe  aT 


natural, 

wonders 


With  the  most  advanced  and 
comprehensive  "Do-To"  telescope 
line  available,  the  only  mystery 
is  which  NexStar'"to  choose. 


www.naturalwonders.com  •  1-8DD-2-W0NDER 


more  about  npxstcir,  our  OTHer  excepnonaL  TPLescopes,  arm  nearBY  oeaLers. 
(3  10)328-9560  •  www.cei.esTron.com 
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than  that  selling  it  to  someone  else," 
says  Andrew  Brooks,  a  T.  Rowe  Price 
trader.  "Investors  would  be  better  off  if 
they  charged  $49,  or  $29,  or  whatever, 
in  commission  and  made  best  execu- 
tion their  primary  goal." 

Ameritrade  says  it  puts  top  priority 
on  getting  investors  best  executions.  It 
does  not,  however,  release  data  on  how 
much  it  receives  from  clearing  broker- 
ages or  what  percentage  of  trades  they 
do  at  prices  better  than  investors 
requested. 

"We're  agnostic  about  order  rout- 
ing and  use  1 1  different  marketmakers 


the  best  execution  for  their  customers. 

The  phenomenon  is  spreading.  The 
nation's  five  options  exchanges  jumped 
into  the  game  earlier  this  year,  paying 
brokers  to  send  orders  their  way. 

Even  Vanguard,  the  self-proclaimed 
defender  of  the  small  guy,  accepts  pay  for 
brokerage  orders.  Among  online  firms, 
such  payments  are  a  matter  of  survival. 
E-Trade,  Ameritrade  and  others  receive  a 
penny  or  so  a  share  from  firms  like 
Knight  Securities  and  Bernard  L.  Mad- 
off  Investment  Securities. 

They  receive  the  biggest  rebates  for 
market  orders,  like  the  unwise  one 


Blackwood  Trading's  Benjamin 
Weinger  (right)  and  partners:  giving 
investors  back  control  of  their  trades. 


who  compete  in  getting  price  im- 
provement," says  spokeswoman 
Donna  Kush.  "Our  number  one  prior- 
ity is  getting  best  execution  for  our 
customers." 

SEC  Chairman  Arthur  Levitt  has 
described  payment  for  order  flow  as  a 
"potential  conflict  of  interest"  and  a 
threat  to  "aggressive  quote  competi- 
tion." In  fact,  an  SEC  study  last  year 
found  17  of  29  online  brokers  were 
placing  more  importance  on  securing 
their  flow  payments  than  on  getting 
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placed  by  Ralph  de  Santis  in  Albany, 
accounting  for  one-third  of  all  orders. 
Small  wonder.  Market  orders  grant  the 
executing  firm  a  slam-dunk  shot  at 
pocketing  a  retail  spread.  The  other 
common  kind — limit  orders — cap  the 
price  and  can  force  a  broker  to  narrow 
a  spread  to  get  the  trade  done. 

Thus,  trading  firms  pay  less  to  get  a 
flow  of  limit  orders,  and  retail  brokers 
therefore  often  charge  their  clients  a 
higher  commission  to  handle  those 
transactions.  Ameritrade's  S8  bill- 


board rate,  for  example,  applies  onl 
to  market  orders.  A  limit  order  cost 
$13,  or  an  additional  62%.  In  othe 
words,  an  investor  who  does  the  pru 
dent  thing  is  charged  more  by  the  ver 
broker  who  is  supposed  to  be  gettin 
him  the  most  prudent  deal. 

Knight  Securities,  one  of  Nasdaq 
largest  marketmakers,  spent  $134  mil 
lion  through  the  third  quarter  payin 
other  firms  to  let  it  handle  their  or 
ders.  E-Trade's  brokerage  arm,  a  majc 
recipient  of  Knight's  largesse,  accepte 
$63  million  in  order  flow  payments  i; 
the  first  nine  months  of  its  current  fis 
cal  year,  representing  1 1%  of  revenue: 
Ameritrade  received  $40  million  in  it 
most  recently  reported  nine  month: 
representing  9%  of  revenues.  Nasda 
dealing  is  again  so  profitable  that  Mei 
rill,  which  slashed  its  operation  a  fe^ 
years  ago,  spent  $914  million  in  Jun 
for  Herzog  Heine  Geduld,  the  large: 
Nasdaq  marketmaker. 

It  is  doubtful  that  retail  customei 
made  out  so  well.  The  larger  the  sprea 
between  the  bid  and  offer  on  a  trad 
that  Knight  buys,  the  more  it  pays  th 
broker  that  handed  it  over — and,  pn 
sumably,  the  worse  the  price  the  cu: 
tomer  gets.  And  the  better  the  investc 
does,  the  worse  his  broker  fares:  If  a  r< 
tail  customer  puts  in  an  order  to  bi 
shares  at  $80  each  and  Knight  does  be 
ter,  landing  them  for  7978,  it  strips  tt 
online  broker  of  its  rebate. 

Charles  Schwab's  clearing  unit,  tit 
nation's  second  largest,  tried  to  stc 
paying  for  orders  five  years  ago.  B 
retail  brokerages  deserted  Schwab 
droves,  taking  their  orders  to  riva 
willing  to  pay  for  them.  After  a  fe 
months  Schwab  resumed  paying  f 
orders.  The  firm  recently  agreed  to 
$20  million  settlement  over  charg 
that  it  failed  to  adequately  disclo 
such  payments  to  investors. 

The  nation's  five  options  e 
changes  also  hoped  to  avoid  the  flo' 
payment  system,  but  relented  and  er 
braced  it.  Last  year,  under  SEC  pressi 
to  narrow  spreads,  the  options  e 
changes  began  listing  identical  co 
tracts  for  firms  like  Intel,  Dell  and  IB 
Spreads   quickly   narrowed.  Th 


Closing  the  global 
telecom  deal 


calls  for  a  bank 
where  the  lines  are 
always  open. 


In  the  media  &  telecom  industry,  news  breaks  fast.  So  keeping 
up  with  the  demands  of  financing  that  high-paced  world  takes  a 
bank  with  the  resources  to  stay  up  to  date  on  up-to-the-minute 
changes.  With  a  reputation  for  benchmark  deals  in  fixed-line,  mobile, 
satellite  and  cable  financing,  ABN  AMRO  has  more  than  US$  25 
billion  committed  to  the  media  &  telecom  industry  worldwide.  Our 
innovative  solutions  -  combined  with  an  experienced  and  highly 


skilled  staff  -  make  us  the  competitive  and  flexible 
partner  of  choice.  So  call  us...  the  lines  are  always  open. 

^?  ABN  AMRO  Bank 

www.abnamro.com 
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Thi  Linh  Wernau 


June  30,  2000 
9:31  AM 

Investor: 


Fidelity  Investments 
Representative 


Fidelity  Rep: 
Investor: 
Fidelity  Rep: 

Investor: 
Fidelity  Rep: 


Investor: 
Fidelity  Rep: 
Investor: 


I've  been  working  really  hard  lately.  I  have  a 
number  of  investments  in  a  couple  of  different 
places.  IRAs.  401  (k)s.  Stocks... mutual  funds... I  feel 
like  I  need  to  organize  and  consolidate — you 
should  see  my  mailbox  at  the  end  of  the  month. 

That's  not  an  uncommon  problem. ..I'm  sure 
you  know. 

Well,  mostly,  I  want  to  know  I'm  doing  the  right 
thing. ..for  me. ..I  mean. 

Sure... it  sounds  like  we  need  to  sit  down... take 
a  look  at  your  current  investments... whatever 
you  have. 

That's  what  I  was  counting  on. 

Fidelity  has  some  of  the  most  comprehensive 
planning  tools  in  the  industry.  I'm  sure  we 
can  help  you  get  a  better  picture  of  all  your 
investments,  from  Fidelity  and  other  places, 
and  then  set  up  a  strong  plan  moving  forward. 

You  should  know. ..I'm  not  terribly  organized... 

That's  okay.  You  will  be  when  we're  finished. 

Beautiful.  This  is  exactly  what  I  need. 


Fidelity  E^3  Investments* 


1-800-FIDELITY  Fideiity.com 


Dramatization,  may  not  be  representative  of  actual  individuals  or  the  experience  of  actual  customers.  Investment  returns  may  vary. 

Fidelity  Brokerage  Services,  Member  NYSE,  SIPC.  1 1 2264 
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prompted  Susquehanna  Partners  and 
other  large  specialist  firms  to  start  of- 
fering to  buy  retail  orders  from  op- 
tions brokers. 

"Since  everyone  had  the  same  prod- 
uct, the  obvious  way  to  attract  business 
was  to  give  kickbacks.  Payola,"  says  Ira 
Koondel,  an  Amex  floor  broker. 

At  first  the  exchanges  expressed 
outrage.  Sandy  Frucher,  chairman  of 
the  Philadelphia  Stock  Exchange, 
called  payment  for  order  flow  a 
"tawdry  business."  The  Chicago  Board 
Options  Exchange  said  it  "impaired 
fair  competition  and  best  execution." 
Then  the  exchanges  themselves  began 
engaging  in  the  very  same  practice. 
The  Chicago  Board  Options  Exchange 
launched  its  own  payment  program  in 
July.  The  Amex,  Philadelphia  and  Pa- 
cific exchanges  quickly  followed,  offer- 
ing 40  cents  to  $1  per  options  contract. 
The  electronic  International  Securities 
Exchange  is  now  jumping  in,  too. 

"Standing  on  principle  sounds 
good,  but  since  regulators  have  not 
prohibited  a  practice  that  was  eroding 
our  market  share,  it  would  have  made 
for  a  lousy  business  decision"  to 
forgo  paying  for  orders,  says 
Edward  Provost,  CBOE's  business  de- 
velopment chief. 

Wall  Street  firms  defend  the  pay 
system.  "It  reduces  commissions  and 
helps  defray  the  cost  of  real-time 
quotes  and  research,"  says  Lon  Gor- 
man, vice  chairman  of  Schwab. 

Nor  are  the  biggest  payers  necessar- 
ily the  most  secretive.  Knight  brazenly 
reveals  the  data  showing  how  well  it  de- 
livers on  "best  execution,"  while  most 
brokerages  are  unwilling  to  do  so. 

And  Wall  Street  shops  insist  that 
getting  paid  to  funnel  your  order  else- 
where never — never — taints  their 
commitment  to  providing  you  with 
the  best  execution  possible.  Fidelity  re- 
ceives fees  for  its  order  flow,  but  "in  no 
way,  shape  or  form  does  this  have  any 
effect  on  where  we  route  orders," 
spokesman  James  Griffin  insists. 

In  addition,  defenders  of  pay-for- 
flow  note  that  rates  have  fallen  from  a 
few  cents  per  share  to  a  penny  or  less.  It  is 
just  possible  that  the  payola  will  shrink 


still  further  next  April,  when  decimaliza- 
tion (prices  quoted  in  pennies  rather  than 
sixteenths)  is  fully  in  place.  With  the 
salami  being  sliced  thinner,  there  pre- 
sumably won't  be  as  much  money  to  be 
made  on  bid/ask  spreads. 

The  Amex  floor  was  abuzz  one  day 
in  November  with  a  customer  order  to 
sell  1,000  options  contracts  (for  100 
shares  each).  The  Amex  specialist  bid 
ll5/i6,  or  $193,750  for  the  lot.  His  rival 
in  Philadelphia  offered  just  Vis,  or 
$187,500.  But  Philadelphia  pays  $1  per 
contract  (that  is,  a  penny  a  share)  for 
the  options,  meaning  the  broker  stood 
to  pocket  $1,000  by  routing  the  trade 
there.  The  problem:  It  would  also 
mean  earning  $6,250  less  for  his  cus- 
tomer. The  broker  sent  the  order  to 
Philadelphia  anyway.  The  trade  was 
eventually  reversed,  but  only  when  the 


Amex  specialist  protested. 

Back  at  Nasdaq,  the  SEC  has  discov- 
ered another  serious  glitch:  Market 
makers  are  ignoring  the  rules  that  re 
quire  them  to  quickly  display  limi 
orders  so  a  broader  market  can  im 
prove  the  prices. 

A  survey  of  three  Nasdaq  market 
makers  revealed  they  were  violating  th< 
rules  for  92%,  58%  and  46%  of  orders 
Even  the  biggest,  most  sophisticatec 
brokers  fail  to  properly  post  up  to  one 
fifth  of  orders.  Prudential,  Lehmar 
Brothers  and  Fleet  Securities  were  al 
fined  by  Nasdaq  in  October  for  mis 
handling  limit  orders.  The  SEC  founc 
some  markets  don't  even  checl 
whether  their  member  firms  are  fol 
lowing  the  display  rules.  The  data-gath 
ering  is  so  shoddy  that  regulators  can' 
even  calculate  overall  compliance  rates 


The  Un-Brokers 

Harold  Bradley,  a  senior  vice  president  with  American  Century  Investments,  has 
felt  many  times  over  the  years  that  sly  Wall  Street  brokers  were  using  his  buy 
and  sell  orders  to  their  own  advantage. 

"You'd  call  a  firm  up,  ask  about  buying  a  stock,  and  a  few  minutes  later  it 
would  be  up  three  bucks,"  he  says. 

Bradley's  solution:  electronic  communications  networks,  or  ECNs.  Trading 
on  ECNs  has  soared  since  1997,  when  the  SEC  encouraged  their  formation.  The 
goal:  Give  Nasdaq's  marketmakers  some  competition.  Unlike  traditional  bro- 
kers, ECNs  do  not  risk  their  own  capital  by  buying  and  selling  stocks  in  the 
hope  of  pocketing  a  spread.  And  they  don't  make  money  trading  for  their  own 
accounts. 

ECNs  are  mere  matchmakers.  For  a  small  fixed  fee  they  allow  investors  to 
post  offers  to  buy  or  sell  a  certain  number  of  shares.  Other  investors  can  take 
the  other  side  of  the  trade  at  the  same  price  without  a  broker  lapping  up  a 
spread.  ECNs  already  handle  about  40%  of  Nasdaq  volume  with  the  bulk  of  the 
action  in  the  most  liquid  stocks.  Ironically,  big  brokerages  are  among  their  top 
customers.  The  ECNs  charge  only  a  penny  or  so  a  share,  versus  about  five  cents 
among  Wall  Street  firms. 

Last  year  American  Century  figures  it  saved  $500  million— which,  the  com- 
pany crows,  it  channeled  back  to  investors— by  using  ECNs  for  most  of  the  Nas- 
daq trades  in  its  $77  billion  equity  portfolio. 

ECNs  are  about  to  invite  average  investors  to  the  party,  too.  Day  traders  al- 
ready connect  directly  to  them.  Instinet,  the  largest  ECN,  plans  to  introduce  re- 
tail access  by  year's  end.  The  beauty  for  even  occasional  traders  is  that  on  ECNs 
what  you  see  is  what  you  get:  no  hidden  spreads  or  brokers  trying  to  make 
money  off  your  trade.  Just  fast,  cheap  execution,  assuming  someone  else  ac- 
cepts your  price. 

"If  you're  focusing  only  on  commissions,  you're  missing  the  point,"  says 
Instinet  Chief  Executive  Douglas  Atkin.  —O.K. 
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Trade  on  your  own.  But  not  alone. 


Now  you  can  trade  online 
with  the  power  of  Fidelity  behind 
you.  It's  called  PowerstreetSM 
online  trading. 

We  offer  a  suite  of  high- 
performance  trading  tools. 
Like  in-depth  analysis  from 
Lehman  Brothers,  sophisticated 
stock  filters  plus  real-time 


streaming  independent  news 
and  quotes.  And  online  stock 
trades  start  at  just  $14.95. 

You'll  also  enjoy  Fidelity's 
renowned  customer  service, 
whether  online,  by  phone  or 
in  one  of  our  investor  centers. 
All  to  help  you  see  yourself 
succeeding. 

 .  =  ^ 


Fidelity. 


com 


My  Fidelity 


1*r 


Quotes  &  Research  I  Planning  &  Retirement  I  Products  &  Services  |  Customer  Service 


Powerstreet 

Online  Trading 

•  Our  most  comprehensive  suite  of  high-performance  tools 

•  Extended  hours  and  wireless  trading  available 

•  Fidelity.com  —  ranked  Highest  in  Investor  Satisfaction  with  Online 
Trading  Services  by  J.D.  Power  and  Associates 


Fidelity 


Investments* 


1-800-FIDELITY  Fidelity.com 

System  availability  and  response  time  may  be  subject  to  market  conditions, 
nvestment  results  may  vary. 

i.D.  Power  and  Associates  2000  Online  Trading  Customer  Satisfaction  Study.  Study  based  on  responses  from  2,709  investors  who 
itilized  online  services  within  the  past  6  months,  www.jdpower.com. 

l.D.  Power  and  Associates  and  Lehman  Brothers,  Inc.  are  independent  companies  and  are  not  affiliated  with  Fidelity. 

H4.95  for  stock  trades  up  to  1,000  share  -,  placed  via  the  Web  in  qualifying  accounts  (minimum  12  trades  per  year  or  $100,000  in  certain 

nutual  fund  assets  across  retail  acco;  Fidelity.com  for  a  complete  commission  schedule. 
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This  lapse  in  posting  limit  orders 
immediately  gives  brokers  incentives 
that  run  counter  to  the  best  interests 
of  their  clients.  As  long  as  a  broker 
holds  off  publicly  revealing  a  limit 
order,  he  has  a  shot  at  handling  the 
order  in-house  for  his  own  gain.  Sup- 
pose an  investor  puts  in  a  limit  order 
to  buy  500  shares  of  Intel  at  $40  each 
when  the  best  offer  in  the  market  is 
also  $40.  The  brokerage  buys  the 
shares  for  its  own  account.  If  the  price 
ticks  up  to  40'/s  it  sells  the  shares  at  a 
$62.50  profit  and  sends  back  the  cus- 
tomer order  unfilled.  If  the  price  falls 
to  397s  the  broker  fills  the 
customer  order  (hoping  he  will  be 
satisfied  to  be  given  exactly  what 
he  ordered)  and  avoids  booking  a 
loss.  Heads  the  broker  wins;  tails  it 
breaks  even. 

The  essence  of  what  is  wrong  with 
this  system  is  that  an  unfilled  cus- 
tomer order  is,  for  as  long  as  it  sits 
around,  akin  to  the  gift  of  a  stock  op- 
tion to  the  broker.  In  a  fast-moving 
market,  an  option  with  a  duration  of 
just  seconds  can  be  worth  real  money. 
So  don't  let  orders  sit  around  for  a  day 
(see  box,  p.  264). 


Unseen  agendas,  hid  ten  alliances  and  intention- 
ally withheld  inforr  ation 
individual  investor  s  path 


all  conspire  to  make  the 
to  profit  a  tortured  one. 


"These  kind  of  games  are  replayed 
at  dozens  of  firms  in  hundreds  of 
products  all  day  long,"  says  Ross 
Moore,  an  Amex  floor  trader  who 
spent  several  years  with  Wall  Street 
firms.  "It  prevents  investors  from  get- 
ting in  and  out  of  positions,  reduces 
people's  willingness  to  commit  capi- 
tal and  hurts  everyone  down  to  the 
guy  raising  money  to  run  a  business." 

Nasdaq  officials  insist  the  markets 
are  too  closely  monitored  and  compe- 
tition is  too  fierce  for  leading  firms  to 
favor  their  own  interests  over  those  of 
their  clients.  They  are  also  building  a 
system  called  SuperMontage  that  for 
the  first  time  would  give  investors  a 
look  at  the  best  three  bids  and  offers 
on  the  books  of  marketmakers  and 
ECNs.  That  would  offer  a  more  com- 
prehensive view  of  buying  and  selling 
interest  and  let  small  investors  form 
more  informed  views  of  where  the 
market  is  heading.  Nasdaq  has  nearly 


A  Peek  Behind  Wall  Street's  Velvet  Curtain 

Put  in  an  order  to  buy  or  sell  shares  and  your  brokerage  has  wide  discretion  in  how 
to  execute  it— plus  financial  incentives  that  often  run  counter  to  your  own. 


YOUR  BROKER 


Exchange 


✓ 


Firm 
'internalizes" 
order 


Marketmaker 


Electronic 
communications 
network 


completed  rolling  out  its  Order  Audi 
Trail  System,  with  the  aim  of  keepinj 
closer  tabs  on  when  and  how  broker 
execute  orders. 

"The  markets  in  the  U.S.  toda- 
have  the  highest  integrity  in  history, 
says  Nasdaq  Chairman  Frank  G.  Zarb 
"Can  we  improve?  You  betcha." 

But  because  most  firms  refuse  ti 
reveal  data  gauging  their  "executioi 
quality,"  investors  must  make  a  gues 
as  to  where  they  will  get  the  best  break 
Wall  Street  ads  don't  help.  Onlin 
trading  firm  Datek  asks  in  one  curren 
ad:  "Are  you  getting  the  best  executioi 
for  your  trade?"  Who  knows?  Date 
won't  quantify  its  performance.  No 
does  the  ad  reveal  that  it  funnels  hal 
of  the  orders  it  gets  to  Island  ECN — il 
own  subsidiary. 

"Datek's  ads  are  completely  mis 
leading,"  argues  Benjamin  Weinge: 
managing  partner  at  Blackwood  Trad 
ing,  a  firm  that  lets  investors  choos 
where  to  send  their  orders.  "Date 
gives  Island  the  first  look  at  orders,  bi 
there's  nothing  to  say  Island  is  going  t 
have  the  best  prices." 

At  least  some  relief  is  in  sight.  Th 
SEC  last  month  announced  it  will,  i 
April,  require  brokers  to  begi 
monthly  publishing  of  detailed  dat 
on  execution  quality:  who  they  route 
orders  to,  why,  speed,  the  percentag 
of  orders  filled  at  better  than  the  ns 
tional  best  bid  and  offer,  and  the  pei 
centage  of  orders  filled  by  class  ani 
size  of  stock.  Many  brokers,  pre 
dictably,  are  not  enthusiastic. 

Direct-access  brokers  like  Blact 
wood,  Tradescape  and  Schwab 
CyberCorp.  offer  another  hope.  The 
let  investors  decide  where  their  trad* 
get  executed,  and  these  firms'  cos 
per  trade  are  headed  downward  inl 
the  range  of  average  investors.  Whic 
is  a  good  thing,  because  these  days  i 
the  markets  the  little  guy  needs  all  tU 
breaks  he  can  get. 
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h  the  right  in  vest  men  is .  e}>  etjtfn&:  '%)y,  :,d p  pre  dale  life's  tru£  wealth. 
n  mutual  funds  to  unit  investment  trusts,  Van  Kampen  has  nearly  four  generations 
i.onej  management  experience.  Because  enjoying  life  is  what  life  is  really  all  about, 
jour  financial  advisor  or  I-800-231-2808.  Or  visit  www.vankampen.com 
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)rospectus  contoining  more  complete  information,  including  o  discussion  of  risk  considerations,  charges  and  expenses  for  any  Van  Kampen  investment  product,  contact  your  financial  advisor, 
read  the  prospectus  carefully  before  investing  or  seipflrfg  money.  Distributed  by.Van  Kampen  Funds  Inc.,  1  Parkview  Plaza,  Oakbrook- Terrace,  IL  60181,  ©2000  Van  Kampen  Funds  Inc' 


Fortius  InYfistmfint  Guide 


Keeping  Up  With 
The  Gateses 


Ads  are  touting  family  foun- 
dations as  the  latest  status 
symbol  for  the  rich.  Beware. 

By  Ashiea  Ebeling 

A BIG  NEWSPAPER  AD  PITCHES  PRIVATE  CHAR- 
itable  foundations  as  the  status  symbol  of 
the  new  millennium.  "Now  it's  not  just 
multibillionaires  like  Rockefeller,  Getty,  Ford  and 
Gates  who  can  take  advantage  of  this  sophisti- 
cated but  perfectly  legal  tax  shelter,"  it  gushes. 
"You  can  too!  Unlike  gaudy  jewels,  palatial  homes, 
and  ostentatious  cars,  private  foundations  are  a 
uniquely  admired,  understated  way  to  make  the 
powerful  statement  that  you  have  arrived." 

Want  one?  Lots  of  people  do,  or  at  least  think 
they  do:  There  are  now  18,000  family  foundations 
in  the  U.S. — up  50%  over  the  past  decade. 

The  company  that 
placed  the  ad,  Sterling 
Foundation  Manage- 
ment in  Beverly  Hills, 
Calif.,  would  be  happy 
to  set  one  up  for  you 
and  take  care  of  details, 
for  a  minimum  of 
$7,500  and  1%  of  assets 
annually.  "It's  not  cheap, 
but  it's  worth  the  peace 
of  mind,"  says  Gene 
Lushtak,  a  29-year-old 
Los  Angeles  filmmaker 
who  hired  Sterling  after 
he,  his  dad  and  two 
brodiers  formed  a  foun- 
dation with  $1  million 
in  assets,  and  all  the 
work  fell  on  him.  "I'm 
the  responsible  one,"  he 
says,  "and  I  found  out  I 
wasn't  responsible 
enough." 


In  fact,  private  foundations  can  work  wel 
for  families  who  want  to  donate  assets  of  at  leas 
$1  million  for  a  foundation  in  their  name  witl 
a  specific  charitable  mission,  and  perhaps  pu 
one  or  more  family  members  on  the  payrol 
(for  real  work).  This  is  especially  true  if  thi 
donors  are  retirees  wishing  to  spend  time  givinj 
money  away. 

But  before  you  sign  on  with  an  outfit  lik 
Sterling  or  your  local  lawyer,  consider  all  thi 
consequences.  "It's  a  lot  like  getting  a  pet,"  say 
Michael  Puzo,  a  trust  and  estate  lawyer  witl 
Hemenway  &  Barnes  in  Boston.  "Even  familie 
who  want  to  be  hands-on  don't  want  to  dea 
with  the  dreck  of  day-to-day  management." 

Even  with  Sterling  to  hold  your  hand,  you  d« 
not  escape  legal  issues,  administrative  burden 
and  grantmaking  compliance  rules.  As  Harry 
Friedman,  a  tax  lawyer  at  Greenberg  Traurig  ii 
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Every  business  needs  to  drive  strategic  growth, 
prove  processes,  reduce  operating  complexity  and 
:rease  corporate  flexibility.  And  every  business  needs 
understand  how  to  do  this  through  e-Commerce. 
Baan  is  a  global  software  player  and  has  the 
pertise  and  products  to  deliver  just  that. 

Our  software  is  at  the  very  cutting  edge  of 
:hnology  and  supports  every  facet  of  business 
ocesses  including  manufacturing,  distribution, 
d  transportation. 

And.  of  course,  we  can  guarantee  absolute 


integration  across  your  business  processes. 

Added  to  which,  we're  now  backed  by  Invensys. 

listed  on  the  London  Stock  Exchange  with  global 
sales  of  US$11  billion. 

This  alignment  will  ensure  we  now  have  even 
more  muscle  to  compete  harder  in  today's 
dynamic  market-place.  Providing  our  customers 


such  as  DARA  (UK).  Komatsu  (Japan).  Volkswagen 
(Germany)  and  Verizon  (US)  with  even  greater 
levels  of  service,  and  products  that  can  drive 
their  business  performance  even  further. 

Hardly  surprising  then  that  we  believe  there's 
never  been  a  better  time  to  become  one  of  our 
customers. 


invensys 

Software  Systems 


Miami,  recently  warned  a  prospective 
client  who  wanted  to  start  a  family 
foundation  with  only  $250,000:  "You 
don't  want  all  this  rigmarole.  You  pay 
me  to  form  it,  you  pay  an  accountant  to 
take  care  of  it  and  you  become  subject 
to  a  set  of  rules  so  complicated  that, 
through  no  fault  of  your  own,  you 
could  owe  penalty  taxes  to  the  IRS." 

Don't  forget  the  disadvantage 
when  it  comes  to  tax  savings:  Dona- 
tions to  private  foundations  are  tax 
deductible  only  up  to  30%  of  adjusted 
gross  income  for  cash  and  20%  for 
stock,  compared  with  50%/30%  for 
donations  to  public  charities. 

Typical  startup  costs  range  from 
$5,000  to  $10,000  to  hire  a  lawyer  to 
draft  trust  or  incorporation  docu- 
ments and  file  an  application  for  tax- 
exempt  status  with  the  IRS.  Your  lawyer 
should  also  give  you  a  fat  packet  of 
legal  dos  and  don'ts.  For  example:  You 
must  give  away  at  least  5%  of  average 
net  assets  each  year,  and  you  must  not 
engage  in  self-dealing — such  as  using 
foundation  money  to  buy  a  table  at  a 
benefit  dinner,  or  billing  the  founda- 
tion 20%  of  your  secretary's  salary  be- 
cause he  spends  20%  of  his  time  doing 
foundation-related  work. 

Annual  expenses  will  mount.  You'll 
need  an  accountant  to  file  your  tax  re- 
turn, Form  990-PF.  That  includes  a 
tortuous  calculation  of  a  2%  excise  tax 
on  net  investment  income.  Don't  for- 
get that,  since  1969,  foundation  finan- 


cial statements  have  been  public  doc- 
uments. "It's  best  to  treat  the  return 
like  an  annual  report  you  mail  out  to 
people,"  says  Carolyn  Clark,  an  estate 
planning  lawyer  at  Milbank,  Tweed, 
Hadley  &  McCloy  in  New  York. 

Even  grantmaking,  which  many 
donors  envision  as  glamorous,  can  be 
onerous.  Marshall  Schell,  a  grantmak- 
ing consultant,  has  been  assisting  State 
Street  Global  Advisors'  clients  for  a 
decade.  For  a  minimum  of  $50  an 
hour  he'll  do  things  like  pore  over  the 
hundreds  of  annual  plea  letters,  pre- 


pare evaluation  reports  on  the  impact 
of  grants  and  organize  site  visits. 

You  can  also  hire  staff.  Lisa  Sobrato 
Sonsini,  34,  who  volunteered  as  presi- 
dent for  the  Sobrato  foundation  her 
family  founded  in  1996,  thought  she 
could  do  it  all  herself.  But  grant  re- 
quests poured  in,  so  she  hired  a  grants 
manager  in  1997,  and  when  her  son 
was  born  last  year,  a  full-time  director. 

No  wonder  some  families  are  bail- 
ing out.  Robert  Sharpe,  an  endow- 
ment and  development  consultant  in 
Memphis,  Tenn.,  says  his  family  dis- 
solved its  foundation,  which  had  less 


than  $2  million  in  assets,  because  th< 
benefits  no  longer  justified  the  ex 
penses.  They  converted  it  into  ; 
donor-advised  fund  at  a  communit; 
foundation  (as  public  charities,  thesi 
funds  don't  have  the  same  restriction 
as  private  foundations).  The  Sharpe 
get  to  recommend  grants  and  leave  th 
administrative  hassles  behind. 

The  need  to  simplify  led  Rober 
Pew,  the  77-year-old  retired  chief  ex 
ecutive  of  Steelcase,  to  move  his  $'. 
million  from  a  family  foundation  int< 
a  donor-advised  fund  at  the  Gram 


Rapids  Foundation.  "It  takes  a  lot  c 
the  stress  and  strain  away  from  m 
doing  it,"  he  says. 

Stephen  Chiles,  an  estate  lawye 
with  McDermott  Will  &  Emery  i 
Chicago,  has  clients  who  dissolve 
their  foundation  because  the  IF 
pestered  them  for  additional  informj 
tion  each  year  to  supplement  th 
foundation's  tax  return.  The  adu 
daughter  of  the  founders,  who  was  tr 
trustee,  didn't  want  the  burden,  s 
they  gave  the  money  outright  to  cha 
ities.  Maybe  they  should  have  done  5 
in  the  first  place. 


Tax  deductions  on  gifts  to  private  foundations 
have  lower  ceilings  (20%  of  income  for  stock) 
than  do  donations  to  public  charities  (30%). 


Foundation  Alternatives 


If  you  have  a  family  foundation  and  need  help,  a  good  place  to 
turn  is  the  Association  of  Small  Foundations  in  Bethesda,  Md. 
For  $300  a  year,  you  can  count  on  member-to-member  ad- 
vice, sample  documents  and  help  with  legal  and  ethical  dilem- 
mas. It's  all  at  www.smallfoundations.org. 

If  you  decide  a  family  foundation  isn't  for  you,  there  are 
other  options  besides  giving  outright  to  charity.  The  simplest 
and  the  best  strategy  for  small  gifts  is  to  establish  a  donor-ad- 
vised fund.  Unlike  a  family  foundation,  the  fund  pays  no  excise 
tax  and  does  not  have  to  distribute  5%  of  its  assets  annually. 
The  downside:  Donors  don't  control  grantmaking,  they  merely 
advise  fund  administrators— although  in  practice,  most  donor 
wishes  are  fulfilled. 


Fidelity  Investments  came  up  with  the  idea  that  a  charitable 
pool  can  be  offered  by  a  brokerage  firm  as  a  convenience  to 
people  who  have  appreciated  stock  in  a  street  name.  (Its  offer- 
ing has  been  copycarted  by  Vanguard,  Schwab  and  others.)  But 
the  notion  of  donor-advised  funds  is  an  old  one,  going  back  to 
the  Grand  Rapids  Foundation  and  other  community  founda- 
tions. Some  charities,  such  as  Cornell  University,  will  administer 
a  donor-advised  fund  for  you  (check  carefully  for  restrictions). 

Another  option  is  to  establish  a  supporting  organization, 
which  is  a  separate  entity  treated  as  a  public  charity  be- 
cause it  is  affiliated  with  one  or  more  public  charities  the 
donor  wishes  to  support.  But  the  public  charity  has  discre- 
tionary control.  —  A.E. 
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Want  to  make  your  business  more  productive?  Make  it  more  portable. 


access 
company  network 

send  report 

diedule  meeting 

read  corporate 
e-mail 


The  Sprint  PCS  Wireless  WebiU  for  business  gives  your  employees  a  fast,  secure  connection 
to  your  company's  network,  even  when  they're  out  of  the  office.  With  their  wireless  Internet- 
ready  Sprint  PCS  Phone!"  they  can  submit  reports,  place  orders,  send  and  receive  e-mail, 
even  access  Microsoft  Exchange  and  Siebel  eBusiness  Applications  -  all  in  real  time. 
Plus,  they'll  enjoy  crystal-clear  calls,  thanks  to  the  only  all-digital,  all-PCS  nationwide 
network  serving  more  than  300  major  metropolitan  areas  and  all  major  airports. 

To  start  making  your  business  more  productive,  call  1-888-895-4186  or  visit  sprintpcs.com. 


Sprint 


The  Sprint  PCS  Clear  Wireless  Workplace.  Because  business  can't  wait."        Spflflt  PCS 


iprint  PCS  Wireless  Web  Browser  is  not  available  while  roaming  off  the  Sprint  PCS  Network.  Subject  to  credit  approval.  Sprint  PCS  Wireless  Web  service  may  not  be 
fliately  available  in  select  affiliate  markets.  Terms  and  restrictions  for  Sprint  PCS  Wireless  Web  services  are  available  in  the  Wireless  Web  brochure.  ©2000  Sprint 
rum  LP  All  rights  reserved.  Sprint,  Sprint  PCS,  Sprint  PCS  Wireless  Web,  Sprint  PCS  Phone  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  LP 


To  pick  stocks,  you  have  to  understand  the  companies  behind  them.  To  understan 
company,  Janus  aims  to  leave  no  fact  unturned.  Peels  back  the  numbers.  Gets  the  s 


What  kind  of  opportunities 
can  Janus  uncover? 
These  results  will  be  revealing. 

    , 

Average  annual  total  returns  and  Momingstar  overall  rating  among  3876  dome-tic  equity  funds  as  ot  9  30 


ffllT^liWi-lliiWilltfTTfi 


ppin  doesn't  think 
is  come  in  pastel. 


Created  Equal 

Women  and  men  want 
the  same  thing  from  their 
investments— good,  risk- 
adjusted  returns  with 
low  fees.  So  why  all 
the  pandering? 

By  James  M.  Clash 

EVERYWHERE  YOU  LOOK, 
someone  is  telling  women  how  to 
invest.  Business  Week  earlier  this 
year  created  "Hers,"  a  column  for 
women  investors.  Money  magazine 
this  past  spring  published  an  issue  de- 
voted to  the  female  half  of  the  popu- 
lation. We've  played  this  game,  too: 
FORBES,  in  a  1998  story,  implied  that 


women  should 
choose  their  brokers 
the  way  they  choose 
their  gynecologists. 
Book  publishers  are  cranking  out 
truckloads  of  women's  investment  ti- 
tles, like  Money  Makeovers  and  Girls 
Just  Want  to  Have  Funds:  How  to  Spruce 
up  Your  Money  Life  and  Invest  Like  a 
Pro.  Women's  Financial  Network  is 
among  those  offering  targeted  advice 
on  the  Internet.  There's  even  an  index 
called  Equity,  founded  in  April,  that 
consists  of  25  companies  picked  for  no 
other  reason  than  that  they  are  headed 
by  women  (examples:  Margaret  Whit- 
man's Ebay,  Candace  Carpenter's  Ivil- 
lage  and  Avon,  run  by  Andrea  Jung). 
Now  Charles  Schwab  &  Co.,  the  dis- 
count brokerage,  is  rolling  out  a  mam- 
moth program  called  Women 
Investing  Now. 

Gender-based  marketing.  It  makes 
sense  for  deodorants.  Does  it  make 


sense  for  money  manag< 
ment?  Perhaps,  if  the  f 
nancial  advice  were  rod 
solid,  but,  unfortunatel 
much  of  it  isn't.  Unt 
Siebert  Financial  bought 
this  fall,  Women's  Finar 
cial  Network  carried  a  "f 
nancial  horoscopes"  pag 
The  Schwab  Women  Ir 
vesting  Now  informatio 
packet  is  chock-full  ( 
fluffy  articles  aboi 
women's  investment  club 
socially  responsible  inves 
ing,  women  "money  mer 
tors"  and  how  to  pick  a  f 
nancial  planner. 

Carrie  Schwab  Pome 
antz,  daughter  of  Schwa 
founder  Charles,  defenc 
Schwab's  new  progran 
She  cites  a  recent  poll  con 
ducted  by  Harris  Interai 
tive  that  found  that  481 
of  women  (double  til 
number  of  men)  think  ij 
vesting  is  "scary,"  and  th 
only  53%  of  women  ha 
confidence  in  their  inve; 
ing  ability  (versus  82% 
men).  But  other  studies  show  worn* 
do  just  fine  on  their  own. 

In  1998  the  University  of  Califorr 
at  Davis  examined  trading  records 
35,000  customers  (male  and  female) 
a  large  discount  brokerage  and  foui 
that,  on  a  risk-adjusted  basis,  worn- 
earned  an  annual  1.4  percentage  poir 
more  than  men.  The  reasons:  Men  tei 
to  invest  in  riskier,  smaller  compan 
and  churn  their  portfolios  more — < 
average,  45%  more.  Another  stuc 
conducted  by  Watson  Wyatt  Worll 
wide,  examined  the  records  of  156,0 
employees  eligible  for  401  (k)  plans, 
found  that  women  invest  a  larger  p< 
centage  of  their  income  and  are  mc 
likely  than  men  to  participate  (at  t 
$75,000  annual  earnings  level,  87%  (. 
rolled  versus  75%  for  men). 

One  person  offended  by  all  t 
pandering  to  women  is  Wall  Street  v 
eran  Joan  Lappin,  who  14  years  a 
founded  Gramercy  Capital  Manaj 
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Now  there's,a  better  way  to  manage 
your  customer-employee-supplier-partner 
intra-extra-Inter-cross-platform-global- 
way-too-complex-digital-economy  net. 
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It's  one  Net.  Take  off. 

You  can't  reach  new  heights  in  today's  eBusiness  world  unless  you  get  all  your  ducks  in  a  row.  You  need  integrated 
networks  that  let  your  employees,  partners,  suppliers  and  customers  work  together.  And  all  their  different  operating 
systems,  intranets,  extranets  and  the  Internet  work  as  one  Net.  Securely  and  reliably.  That's  the  strength  of  Novell's 
Net  services  software.  It  lets  existing  technology  work  together.  And  gives  you  the  power  to  change  your  eBusiness 
as  fast  as  the  Net  economy.  So  take  off  at  www.novell.com 

Novell 

the  power  to  chaNge 


©  Copyright  2000  Novell,  Inc  All  rights  reserved  Novell  is  a  registered  trademark  and  the  power  to  change  is  a  trademark  of  Novell,  Inc ,  in  the  United  States  and  other  countries 


ment,  a  private  money  manager.  "I 
don't  think  it  makes  a  difference  if  you 
are  a  kangaroo,  a  man,  a  woman  or  a 
child,"  says  Lappin,  shaking  her  head. 
"If  you  are  bothering  to  invest,  your 
goal  is  to  make  money." 

The  big  question,  though:  Is  the 
marketing  hype  driving  women  to  mis- 
invest?  It  could  be.  The  popularity  of 
women's  investing  clubs — first  made 
famous  by  the  Beardstown  Ladies,  then 
infamous  when  their  ten-year  annual 
return  claim  was  reduced  from  23%  to 
9%  because  of  accounting  errors — is  at 
an  alltime  high.  Two-thirds  of  the 
membership  in  the  36,500  registered 

"If  you  are  a  kangaroo, 
a  man,  a  woman 
or  a  child,  your 
investment  goal  is 
to  make  money." 

clubs  is  now  women.  Will  any  of  these 
groups  consistently  outtrade  the  mar- 
ket? As  for  socially  responsible  invest- 
ing— don't  get  us  started.  Performance 
measures  make  clear:  If  you  want  to 
further  a  cause,  donate  your  profits. 
And  that  Equity  women's  index:  so  far 
this  year  it  lags  the  major  indexes — in- 
cluding the  Dow,  Nasdaq  and  S&P  500. 

Most  disturbing,  however,  is  that  ac- 
cording to  Schwab,  57%  of  women 
think  they  need  a  professional  money 
manager,  compared  with  38%  of  men. 
It's  one  thing  to  blow  $11.65  on  Ama- 
zon.com for  Barbara  Stanny's  Prince 
Charming  Isn't  Coming:  How  Women 
Get  Smart  About  Money,  but  it's  an- 
other to  squander  an  ongoing  1%  of 
your  assets  on  a  planner  when  a  simple 
allocation  of  index  funds  geared  to 
one's  life  cycle  would  do.  (If  anything, 
because  women  live  an  average  six  years 
longer  than  men,  they  must  be  more 
frugal  with  fees.)  A  $100,000  invest- 
ment, compounded  at  an  annual  8% 
for  25  years,  is  worth  S 1 52,000  less  with 
that  1%  raked  off  the  top.  F 
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Irrational  Investing 


Professor  Richard 
Thaler  studies  the 
mental  mistakes  of 
investors.  And  then 
cleans  up. 

By  Ira  Carnahan 

IF  YOU  WANT  TO  UNDERSTAND  WHY 
so  many  investors  make  bad 
choices,  start  with  a  simple  ques- 
tion: What's  the  population  of 
Milwaukee? 

That's  a  question  University  of 
Chicago  finance  professor  Richard 
Thaler  likes  to  pose.  When  he  does,  he 
finds  people's  answers  depend  on 
where  they  live.  People  in  big  cities 
like  Chicago  usually  guess  Milwaukee 
has  a  larger  population  than  it  does. 
People  in  small  cities  like  Green  Bay, 
Wis.  tend  to  guess  too  low. 

The  reason?  People  use  the  popu- 
lations of  the  cities  they  live  in  as  a 
starting  point,  from  which  they  adjust 
up  or  down.  They  don't  adjust 
enough. 

This  tendency  to  underadjust 
when  making  estimates  isn't  limited 
to  population  quizzes.  In  fact,  it's  the 


Richard  Thaler  puts 
behavioral  research  to  w 
in  the  stock  market. 


norm  among  investors  in  the  stocl 
market.  And  it's  just  one  of  severa 
mental  mistakes  that  Thaler,  his  part 
ner  Russell  Fuller  and  their  colleague 
at  Fuller  &  Thaler  Asset  Managemen 
try  to  take  advantage  of. 

While  Fuller  &  Thaler,  based  ii 
San  Mateo,  Calif.,  caters  mostly  to  bij 
pension  funds — clients  include  Deen 
&  Co.,  Whirlpool,  the  NFL  Players  As 
sociation  and  the  New  York  Stati 
Common  Retirement  Fund — th< 
firm  also  subadvises  three  mutua 
funds  offered  by  Undiscovered  Man 
agers  in  Dallas.  The  investment  min 
imum  is  $250,000,  but  investors  cai 
buy  in  for  less  if  they  go  through  a  fi 
nancial  adviser. 

So  far  so  good.  The  firm' 
Small/Mid-Cap  Growth  Fund  has  re 
turned  13.2%  over  the  past  year  an 
29.6%  a  year  over  the  past  five  year 
far  more  than  the  16.9%  return  c 
the  Russell  2500  Growth  Index. 

The  firm's  other  main  fund- 
Small-Cap  Value — has  also  dor 
well,  returning  27.5%  over  the  pa 
year  and  22.6%  a  year  since  i 
founding  at  the  start  of  1996.  Th; 
compares  with  1 1.2%  for  the  Russt 
2000  Value  Index  since  1996.  Tl 
core  of  the  Fuller 
Thaler  approac 
is  behavioral  t 
nance,  a  field  th 
Thaler  pioneere 
It's  based  on  tl 
notion    that  i: 
vestors  often  b 
have  irrational 
and  that  as  a  resi 
stocks  may  becor 
over-   or  unde 
priced.  This  m 
seem  like  comm' 
sense,  but  in  t 
world  of  acaden 
finance,  it's  hig. 
controversial, 
most  finance  te 
books  studei 
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arn  that  mispricing  of  securities  is 
.re  and  quickly  corrected.  Fuller  & 
lialer's  results  suggest  that's  false. 

The  firm  starts  its  stock  picking  by 
reening  for  stocks  investors  may  hold 
ased  views  of.  For  the  growth  fund 
e  firm  looks  for  companies  that  have 
st  announced  positive  earnings  sur- 
■ises.  The  idea  is  that  analysts  tend  to 
iderreact  to  such  surprises  because 
ley're  "anchored"  in  a  presurprise 
ew  of  the  companies.  While  the  sur- 
•ise  leads  them  to  raise  estimates  of 
iture  earnings,  they  don't  increase 
em  enough. 

Fuller  &  Thaler  doesn't  buy  every 
Dck  with  a  positive  earnings  surprise, 
looks  at  the  cause  of  the  surprise  to 
?termine  whether  it's  temporary  or 
ng  lasting.  If  it's  temporary,  the  firm 
)esn't  buy.  The  firm  also  listens  care- 
lly  to  the  questions  analysts  ask  dur- 
g  the  conference  calls  that  companies 
)ld  to  discuss  earnings  announce- 
ents,  to  try  to  gauge  whether  analysts 
e  anchored  and  overconfident  in  their 


Investors  often  underreact  to  new  information 
in  the  short  term,  while  overreacting  to  it 
over  the  longer  term. 


preannouncement  views. 

If  they  are,  Fuller  &  Thaler  buys. 
Then,  if  all  goes  as  expected,  the  com- 
panies will  continue  to  announce 
earnings  surprises  because  analysts 
failed  to  adjust  their  estimates  as  much 
as  they  should  have.  One  recent  exam- 
ple: Oakley,  the  California-based 
maker  of  sunglasses,  shoes  and  other 
apparel,  which  Fuller  &  Thaler  bought 
after  a  big  surprise  in  July.  In  October 
the  stock  surprised  again  and  now 
stands  at  about  $20,  almost  double 
what  Fuller  &  Thaler  paid. 

While  the  firm's  growth  strategy 
tries  to  take  advantage  of  stock  market 
underreaction,  the  firm's  value  fund 
strategy  exploits  overreaction.  The 
idea  is  that  while  investors  often  un- 
derreact to  information  in  the  short 


term,  they  may  overreact  over  the 
longer  term. 

The  firm  searches  for  stocks  that 
have  done  very  poorly  but  that 
show  signs  they  might  be  turning 
around.  In  particular  the  firm  looks 
for  companies  where  insiders  are  buy- 
ing or  where  the  company  is  repur- 
chasing shares. 

"When  these  firms  get  beaten  down 
too  badly,  you're  just  not  capable  of 
hearing  good  news,  or  you'll  ignore  it 
for  a  while,"  Thaler  says.  "It's  kind  of 
like  a  stereotype.  A  firm  will  get  charac- 
terized as  a  'bad  firm.' "  Fuller  &  Thaler 
tries  to  buy  such  stocks  as  they're  start- 
ing to  look  better,  before  other  investors 
pick  up  on  them. 

An  example  is  Rare  Hospitality,  an 
Atlanta-based  company  whose  chains 
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include  LongHorn  Steakhouse,  Buga- 
boo Creek  Steak  House  and  the  Capi- 
tal Grille.  Fuller  &  Thaler  bought  the 
stock  in  April  of  1999  when  it  was  near 
$9  and  stereotyped  as  a  loser.  But  new 
managers  were  making  changes — and 
buying  shares.  The  stock  is  now  at  $24. 

While  behavioral  finance  has 
proved  a  very  successful  strategy  for 
Fuller  &  Thaler,  Thaler  cautions  it's 
tough  to  do.  "The  strategies  that  we're 
using  require  professionals  to  imple- 
ment," he  says.  "We  haven't  figured  out 
a  way  of  doing  them  in  a  mindless  or 
mechanical  way." 

For  nonprofessionals,  behavioral 
finance  is  probably  most  valuable  for 
the  mistakes  it  teaches  investors  to 
avoid.  These  include  the  overconfi- 
dence,  anchoring  and  stereotyping  bi- 
ases mentioned  above,  as  well  as  other 
errors  including  myopic  loss  aver- 
sion— an  unwillingness  to  accept 
short-term  losses — and  the  hindsight 
fallacy — the  tendency  to  think  past 
events  were  predictable  even  though 
they  weren't. 

There  are  two  ways  that  Fuller  & 
Thaler  avoids  the  biases  it  exploits  in  oth- 
ers. First,  everyone  at  the  firm  is  aware  of 

Behavioral  finance 
is  probably  most 
valuable  for  the 
mistakes  it  teaches 
investors  to  avoid. 

the  biases  and  so  can  at  least  try  to  cor- 
rect for  them.  Second,  the  growth  fund 
manager  doesn't  try  to  forecast  earnings 
the  way  other  firms'  managers  do.  In- 
stead, he  tries  to  forecast  mistakes  in 
other  people's  forecasts. 

"What  we've  tried  to  do  is  put  our 
portfolio  manager  into  a  situation 
where  the  biases  that  affect  everybody 
else  don't  come  into  play,"  Thaler  says. 
"He's  trying  to  predict  what  the  next 
guy  will  hit,  rather  than  trying  to  hit  the 
ball.  Hitting  the  ball  is  hard."  F 


When  Expenses  Arc 
Swept  Under  Rugs 


Those  rosy  earnings 
statements  you  are 
looking  at  could  be  a 
little  too  upbeat— if  the 
company  has  found  a 
way  to  hide  its  losses. 

By  Elizabeth  MacDonald 

IF  YOU  LIKE  GROWTH  STOCKS,  YOU 
had  better  learn  how  to  read  foot- 
notes. That  terrific  growth  com- 
pany you  are  looking  at  may  well  be 
hiding  some  of  its  expenses. 

Case  in  point:  Whole  Foods  Mar- 
ket, the  Austin,  Tex. -based  chain  of 
natural  food  supermarkets  with 
revenue  of  $1.6  billion.  The  chain's 
stock  trades  at  $48,  giving  the 
company  a  $1.3  billion  market  value, 
on  the  strength  of  fast-growing 
earnings — $47  million,  or  $1.81  a 
share,  over  the  12  months  through 
June.  But  those  earnings  would  have 
been  only  $1.34  a  share  if  Whole 
Foods  had  expensed  its  losses  in  an 
unsuccessful  online  venture.  Whole 
Foods  recently  pulled  the  plug  on  its 
Web  site  and  has  hired  investment 
bankers  Dain  Rauscher  Wessels  to 
find  ways  to  dump  the  remaining 
online  business. 

How  did  Whole  Foods  keep  the 
online  venture's  $27  million  loss  for 
the  six  months  to  June  30  out  of  its 
own  income  statement?  By  not  own- 
ing the  operation  outright.  Whole 
Foods  owns  75%  of  the  Web  site, 
with  the  other  25%  owned  by  ven- 
ture capitalists.  Ordinarily  a  parent 
has  to  consolidate  on  its  own  state- 
ment the  revenues  and  expenses  of 
a  subsidiary  of  which  it  owns  50% 
or  more.  But  in  this  case  Whole 
Foods  is  trying  to  sidestep  the  rule 
by  ceding  partial  control  to  the  out- 


side investors. 

It's  an  old  game,  tucking  starti 
and  research  and  development  ex 
penses  out  of  range  of  the  profit  an 
loss  statement.  Alza  Corp.,  which  dc 
velops  drug-delivery  technology  Oik 
what  is  used  in  nicotine  skin  patches 
has  been  doing  this  for  years.  Alza  hi 
set  up  separate  companies,  like  Thei 
apeutic  Discovery  and  Crescend 
Pharmaceuticals,  and  then  bankrolle 
the  units'  R&D.  The  two  units  had, ; 
different  times,  the  same  presider 
and  chief  executive.  Carefully  side 
stepping  the  rule  on  subsidiaries  cor 
trolled  by  a  parent,  Alza  owned  nor 
of  the  voting  stock  of  Therapeutic  ( 
Crescendo.  That  stock  was  owned 
other  investors.  Alza  did,  howeve 
own  call  options  on  the  two  venture 
which  it  exercised  in  1997  and  earlii 
this  year.  Alza  says  it  booked  hut 
dreds  of  millions  in  R&D;  the  tw 
units  booked  $410  million  betwee 
1993  and  1999. 

Coca-Cola  uses  a  less  controve 
sial  method.  By  keeping  its  stake 
its  bottling  affiliates  to  40%,  Col 
avoids  some  of  the  considerab 
goodwill  charges  that  show  up  aft 
the  purchase  of  a  bottler. 

Boston  Chicken,  the  once  higl 
flying  fast-food  chain,  had  a  clev 
way  to  keep  restaurant  losses  off  i 
income  statement.  It  would  lend  tl 
franchisees  money  to  pay  for  thin 
like  store  fixtures,  then  book  the  i: 
vestments  as  loans,  plus  the  frai 
chisees'  profits  but  not  the  expens« 
The  parent  company  had  a  right 
convert  the  loans  into  equity  wh< 
the  franchisees  turned  a  profit.  Tl 
setup  was  highly  risky,  as  many  fra 
chisees  ended  up  going  sour.  Tl 
chain  is  now  privately  held  by  M 
Donald's  and  survives  as  Boston  \  L 
ket.  The  public  shareholdings  did  n« 
They  were  wiped  out  in  a  reorgani7 
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on  earlier  this  year. 

The  Whole  Foods'  deal  is  compli- 
ited.  On  Jan.  14  the  company  merged 


its  Internet  business,  WholeFoods.com, 
and  its  mail-order  arm,  called  Amrion, 
into  a  new  entity  called  WholePeo- 


ple.com.  In  exchange,  Whole  Foods  got 
preferred  shares  convertible  into  a  78% 
ownership  stake  (since  diluted  to  75%). 
Four  venture  capital  firms — Invesco 
Private  Capital,  Oak  Investment  Part- 
ners, North  Castle  Partners  and  Essex 
Woodlands  Health  Ventures — invested 
a  total  of  $3 1  million  for  a  25%  stake. 

The  site,  which  was  announced  with 
many  hats  and  horns,  had  plans  to  go 
after  the  "whole  living"  market,  which 
Whole  Foods  estimated  to  be  worth 
$230  billion.  On  the  Web  site  shoppers 
could  personalize  a  wellness  plan,  pick 
up  a  solar-powered  radio,  plan  a  cul- 
tural trek  to  Bhutan  and  more.  "We  are 
not  a  grocery  site.  We  are  a  lifestyles 
site,"  the  company  insisted.  There  was 
talk  of  an  initial  public  offering. 

But  the  plans  flopped.  WholePeo- 
ple.com  incurred  $1 1.5  million  in  net 
losses  in  its  first  six  months  of  opera- 
tion. In  its  third  quarter  it  took  a  $15 
million  nonrecurring  charge  for  trans- 
ferring some  of  the  Internet  opera- 
tions to  a  separate  company,  called 
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Gaiarn.com.  WholePeople.com  was 
then  reconstituted  as  a  direct-market- 
ing and  online  nutritional-supple- 
ment operation,  and  rechristened  it- 
self Amrion. 

How  did  Whole  Foods  get  around 
the  rule  on  50%-owned  subsidiaries? 
By  a  curious  reading  of  a  1996  rule 
from  the  Emerging  Issues  Taskforce, 
a  panel  connected  to  the  Financial  Ac- 
counting Standards  Board.  The  stan- 
dard explained  when  subsidiaries  con- 
trolled by  a  parent  ought  to  be 
consolidated  on  the  parent's  income 
statement.  When  Whole  Foods  set  up 
WholePeople.com,  it  gave  the  venture 
capital  firms  veto  power  over  items 
like  operating  budgets  and  equity  is- 
suances. That  unusual  arrangement 
supposedly  took  the  venture  out  of 
Whole  Foods'  "control." 

It's  questionable,  however,  how 
much  independence  the  site  had. 
Whole  Foods  got  to  pick  the  site's  top 
officers  and  decided  their  pay.  The  chief 
executive  of  Whole  Foods — founder 
John  Mackey,  46 — also  had  that  job  at 
WholePeople.com.  When  told  about 
this  situation  in  the  hypothetical,  Tim 
Lucas,  a  top  accounting  official  at  the 
Financial  Accounting  Standards  Board, 
said:  "I'd  say  they  should  consolidate" 
the  Web  site's  results. 

Whole  Foods  may  succeed  in 
keeping  the  site's  red  ink  off  its  in- 
come statement,  but  it  will  still  have 
to  own  up  to  the  losses  in  another 
way.  The  outside  investors  agreed  to 
get  stuck  with  up  to  $31  million  in 
losses,  red  ink  that  will  never  pour 
through  Whole  Foods'  income  state- 
ment. Any  amount  above  that,  though, 
goes  on  Whole  Foods'  P&L. 

That  hurdle  is  now  looming.  UBS 
Warburg  says  Whole  Foods  is  at  risk 
of  an  additional  $84  million  in  Am- 
rion writedowns  later  this  year,  on  top 
of  its  $22  million  loan  to  Amrion,  plus 
the  $33  million  Whole  Foods  spent  on 
a  building  in  Thornton,  Colo,  to 
house  Amrion. 

If  Whole  Foods  gets  away  with  this 
complicated  maneuver,  it  could  be 
widely  imitated.  Be  on  guard  as  you 
look  for  growth  companies.  F 
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Moving  Targets 


Forget  analysts'  price 
targets.  They're  really 
just  for  show. 

By  Michael  Maiello 

SHOOTING  WAY  HIGH  IN  DECEM- 
ber  1998  made  Internet  analyst 
Henry  Blodget,  then  with  CIBC 
Oppenheimer,  a  star.  Blodget  boldly 
predicted  that  Amazon.com,  at  the 
time  trading  at  $209,  would  reach 
$400  in  the  space  of  a  year.  His  peers 
scoffed  at  first,  but  when  Amazon  hit 
the  target  in  15  days,  and  then  shot 
through  to  $600,  his  status  as  seer  was 
set.  Too  bad  that  Amazon  has  since 
fallen  to  $240  per  presplit  share. 

For  Blodget,  now  u| 
at  Merrill  Lynch,  this  fai 
whole  sorry  affair  Hfl 
was  sobering.  The  j 
man  who  owes  his 
career  to  price  targets 
in  a  hot  market  is  no 
longer  a  devotee  of 
the  practice  now  that 
a  cooler  market  has 
blown  in.  "I'm  get- 
ting away  from  price 
targets  because  they 
distract  from  the  fun- 
damental work  we've 
been  doing,"  says 
Blodget.  "You  have  to 
question  the  validity 
of  putting  a  pinpoint 
price  target  on  any 
equity  security." 

Now  he  tells  us. 
Regardless  of  the 
market's  condition,  we  suggest  that 
you  look  at  price  targets  very  skepti- 
cally when  figuring  out  what  to  buy. 
It's  easy  to  blame  the  momentum- 
investing  mentality  that  ruled  until 
recently  for  giving  targets  any  cre- 
dence at  all.  But  the  truth  is  that, 
even  in  today's  blah  market,  overly 
optimistic  prognostications  get  is- 
sued all  the  time. 


The  smart  money  has  long  knowi 
this.  Institutional  investors  pay  no  at 
tention  to  analysts'  targets,  preferrinj 
to  figure  out  on  their  own  what  i 
stock's  intrinsic  value  is. 

Because,  let's  face  it,  target  price 
are  a  marketing  tool.  Gary  Helmig,  ai 
analyst  at  tech-oriented  investmen 
bank  Wit  SoundView,  admits  a 
much:  "We  do  them  because  the  sale 
force  likes  to  have  it  to  talk  about. 
The  more  euphoric  the  buy  rating,  th 
higher  the  price  target.  At  some  firms 
like  Chase  H&Q,  the  employee  hand 
book  says  explicitly  that  a  "strom 
buy"  rating  must  include  a  price  pro 
jection  of  at  least  a  25%  gain  withii 
six  months. 


Is  there  any  method  to  the  way  tai 
gets  are  assigned?  Scarcely.  Micha* 
Thompson,  president  of  Bulldog  Re 
search,  a  firm  that  tracks  analyst  pei 
formance,  says  the  targets  are  "mor 
qualitative  than  they  might  seem." 

The  old  way  of  coming  up  wit 
price  targets  was  to  take  a  company 
projected  earnings  per  share  am 
multiply  it  by  a  projected  price/earr 
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to  see  that 
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If  you  had  the  choice,  wouldn't  you 
feel  better  choosing  the  product 
that's  been  certified?  Our  retailers 
are  subjected  to  a  grueling  process 
that  examines  every  aspect  of  what 
they  do  before  they  can  earn  Five 
Star  certification.  And  they  must 
maintain  high  customer  satisfac- 
tion. So,  before  you  choose  a 
retailer-be  sure  to  check  the  label. 
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ings  multiple  to  arrive  at  a  price.  The 
rule  of  thumb:  A  P/E  should  equal  the 
percentage  points  in  the  earnings 
growth  rate.  In  today's  rather  ebullient 
market,  this  formula  doesn't  yield 
high  enough  prices  to  satisfy  the  em- 
ployee handbooks.  (Example:  Amer- 
ica Online,  whose  earnings  have  been 
growing  at  63%  but  whose  P/E  is  al- 
ready 100.)  Nor  does  the  formula 
work  on  a  loss-making  stock  like 
Amazon. 

Nowadays  the  fashion  is  to  expect 
wild  growth  that  goes  beyond  anything 
the  past  has  to  teach  us.  For  many  tech 
stocks  with  little  or  no  earnings,  the 
focus  is  on  revenue — which,  Nasdaq 
meltdown  or  no,  is  still  supposed  to 
enjoy  a  geometric  expansion. 

That's  how  Blodget  arrived  at  his 
Amazon  prophecy.  Amazon  sales  grew 
839%  in  1997,  and  313%  in  1998  when 
Blodget  made  his  prediction.  He  has 
tempered  his  enthusiasm  for  the  online 
retailer.  He  still  considers  the  stock  a 
buy  but  says  its  revenues  will  grow  only 
70%  this  year  and  45%  next. 

You  could  forecast  a  price  for  year- 
end  2001  if  you  could  forecast  the  for- 
ward price/earnings  ratio  that  the  mar- 
ket will  put  on  the  company — and  also 
forecast  what  the  market,  a  year  from 
now,  will  be  assigning  as  likely  year 
2002  earnings.  But  who  can  forecast 
two  years  out? 

Fourteen  analysts  have  targets  out 
on  Lucent  Technologies,  which  recently 
traded  at  $22.75.  The  lowest  12-month 
target  is  $30,  the  highest  is  $100.  Apple 
Computer,  hurt  by  a  negative  sales  an- 
nouncement in  the  third  quarter, 
traded  at  a  recent  $19.50.  The  most 


conservative  target  is  $29,  yet  the  mosl 
optimistic  says  $65.  It's  the  price  target 
version  of  a  familiar  Wall  Street  prob- 
lem, inflation  in  attractiveness  rating? 
(where  "buy"  means  "almost  worth  it' 
and  "hold"  means  "sell  immediately"). 

Analysts  who  have  set  high  target* 
often  Find  themselves  unable  to  back 
off,  even  as  a  stock  is  being  punished  b) 
the  market.  Bear  Stearns  analyst  Jeffre> 
Fieler  has  a  $160  target  on  Yahoo 
which  fell  to  $45  during  the  tech  sellofl 
in  October — a  new  52-week  low.  It  now 
trades  at  $55.  Yahoo  collapsed,  says 
Fieler,  because  investors  are  overly  wor- 
ried about  Internet  advertising  sales 
during  2001.  Fieler  sticks  by  his  augury 
on  the  ground  that  Yahoo  is  still  gain- 
ing both  revenue  and  earnings,  beating 
his  estimates. 

"You  have  to  be  intellectually  con- 
sistent," he  says.  "They  beat  my  num- 
bers and  the  fundamentals  of  the  com- 
pany are  still  strong.  I  only  downgrade 
if  the  fundamentals  change." 

Hmm,  so  Yahoo  must  climb  191% 
in  a  year  to  perch  where  he  says  it  wil! 
be.  Maybe  the  market  is  wrong  anc 
will  wake  up  to  strap  a  rocket  to  the 
company's  stock.  Although  a  lot  o] 
stocks  have  tumbled  of  late,  often  foi 
good  reason,  their  lofty  target  price: 
tower  over  them  (see  table).  Circui 
City's  woebegone  stock  must  increast 
4  times  to  attain  the  average  Wal 
Street  target  price;  DoubleClick 
8.3  times. 

Our  advice:  Forget  all  these  lofty  tar 
gets.  Use  analyst  reports  to  help  yot 
form  your  own  estimates  of  future  rev 
enues  and  profit  margins.  Apply  a  realis 
tic  P/E  ratio  to  the  earnings  you  get. 


Long  Shots 

Don't  hold  your  breath  waiting  for  these  stocks,  to  hit  their  distant  targets. 


Target/Price    Obstacles  to  hitting  target 


price 

consensus 
(average) 

ratio 

Amazon 

$27.80 

$68.63 

2.5 

Investors  fear  it's  burning  cash  too  quickly 

Apple 

19.50 

39.33 

2.0 

Weak  euro  hurting  overseas  sales 

Circuit  City 

12.40 

50.29 

4.0 

Stopped  selling  appliances,  scared  investors 

DoubleClick 

14.80 

122.97 

8.3 

Doubts  about  Internet  advertising  revenues 

Home  Depot 

37.50 

66.07 

1.8 

Weak  lumber  prices  hurting  earnings 

Yahoo 

55.00 

198.82 

3.6 

Doubts  about  Internet  advertising  revenues 

Sources:  Bulldogresearch.com  and  First  Call. 
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Gaining  the  trust  of  consumers  to  place  their  money  in  an  online  account  is  only  half  the  battle. 
Getting  them  to  keep  it  there  is  equally  as  important.  To  effectively  evaluate  your  Web  offering, 
you  must  understand  the  features  and  service  levels  required  to  meet  customer  needs 
and  expectations. 


Gomez  can  help.  We  are  the  leading  provider  of  e-commerce  customer  experience  measurement, 
benchmarking  and  customer  acquisition  services.  Gomez  provides  a  suite  of  data,  tools  and 
analysis  that  help  financial  service  executives  plan,  position,  develop  and  extend  their  online 
offerings.  We  offer  a  comprehensive  view  of  best  practices,  insightful  analyses  of  the  customer 
experience  and  thorough  site  performance  monitoring  to  empower  online  bankers,  brokers, 
insurers  and  real  estate  executives  to  more  effectively  attract,  acquire  and  retain  customers  online. 
For  more  information,  visit  www.gomezpro.com. 


Join  other  executives  struggling  with  the  challenges  of  evolving  technology  and  the  fundamental 
shifts  in  customer  expectations  within  the  financial  services  industry.  Gomez  will  provide 
attendees  with  objective  analysis  and  proven  methodologies  for  e-commerce  success,  focusing 
on  practical  advice  for  fully  leveraging  the  capabilities  enabled  by  Internet  technology.  For  more 
information  about  attending  or  exhibiting,  visit  www.GomezSummit.com  or  call  the  Conference 
Hotline  at  800.767.2336. 
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Give  Wisely 


More  nonprofits  than  ever  are 
vying  for  your  tax-deductible 
financial  support.  How  do  you 
sort  them  out? 

By  Tomas  Kellner  and  William  P.  Barrett 

LET'S  START  OUR  ANNUAL  LOOK  AT  PROMI- 
nent  charities  by  punching  the  words  "mul- 
tiple sclerosis"  into  GuideStar,  a  big  Inter- 
net site  for  nonprofits  (www.guidestar.org).  The 
disease  appears  in  the  names  of  166  organiza- 
tions. "Diabetes"  is  found  in  356.  "Cancer"  pops 
up  in  1,440. 

Now  you  can  get  a  tax  deduction  by  giving 
to  any  of  these  charities  or,  for  that  matter,  any 
of  1.4  million  others.  But  as  a  donor,  how  do 
you  distinguish  among  those  in  the  same  field? 
How  do  you  figure  out  who  does  the  most  with 
the  contributions  and  who  spends  inordinate 
sums,  however  well  intentioned,  on  raising  the 
money  and  excessive  overhead? 

Maybe  you're  one  of  those  people  who  don't 
care,  so  long  as  the  tax  deduction  counts.  But  if 
performance  and  accountability  do  matter,  take 
a  gander  at  the  accompanying  tables.  Drawn 
from  the  latest  available  financial  data,  they 
evaluate  100  charities — many  of  them  house- 
hold names — on  the  basis  of  efficiency  and 
need.  A  fuller  list  of  200  nonprofits,  plus  addi- 
tional information  including  Web  links  and 
compensation  information,  can  be  found  on 
our  Web  site,  www.forbes.com.  This  is  where 


you  will  learn,  for  example,  how  many  of  the: 
organizations  have  employees  earning  $1  mi 
lion  or  more. 

On  average  our  200  charities  had  $255  mi 
lion  in  annual  revenues,  with  $101  million,  ( 
40%,  raised  from  the  public,  which  includi 
contributions  from  corporations.  The  rest  can 
from  government  grants,  sales  of  services  < 
products  (like,  say,  Girl  Scout  cookies)  and  ii 
vestments.  The  March  of  Dimes  Birth  Defec 
Foundation,  for  example,  netted  $2  million  ju 
from  renting  out  its  mailing  lists.  Lutheran  Se 
vices  in  America  received  $2.7  billion  from  va 
ious  governmental  units  for  providing  sue 
things  as  medical  services,  family  support  ar 
long-term  care. 

Numbers,  of  course,  don't  tell  the  enti 
story,  and  a  charity  certainly  doesn't  have  to  I 
on  our  list  to  deserve  your  consideration.  Bi| 
you  can  use  our  tables  as  a  guide  for  evaluatii 
almost  any  nonprofit.  By  getting  the  financ: 
statements  for  a  charity  that  interests  you  (mc 
will  provide  a  set  on  request,  if  they're  not  < 
ready  posted  on  some  Web  site)  and  doing  sor 
division,  you  can  compare  its  ability  to  spei 
money  efficiently  with  similar  groups  alrea^ 
on  our  list. 

This  gives  you  the  ammunition  to  ask 
whole  lot  of  questions.  If  you  don't  like  the  a 
swers,  contribute  elsewhere. 

Even  among  similar  charities,  financial  pe 
formance  ratios  can  vary  significantly.  The  i: 
tion's  nearly  1,400  United  Way  chapters  a 
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eBusiness 


And  live  happily  ever  after,  we  might  add.  Because  we're  taking  eBusiness  to  a  whole 
new  level.  With  a  portfolio  of  customer  relationship  solutions  we've  developed 
that  enables  businesses  to  integrate  their  sales,  marketing  and  service 
abilities  with  the  new,  high-performance  Internet.  And  uses  every  point  of  customer 
raction  to  create  stronger,  more  profitable  and  longer-lasting  customer 
tionships.  Just  one  more  way  we're  evolving  eBusiness  into  the  way  you  do 
iness  every  day.  So  come  together,  right  now  with  Nortel  Networks™ 
make  the  Internet  whatever  you  want  it  to  be.  nortelnetworks.com  MET^A^ORKS 


N0RTEL 


rtworks,the  Nortel  Networks  logo  and  the  Globemark  are  tiademaik',  cf  Nortel  Networks 
Nortel  Networks.  ©2000  Nortel  Networks.  All  rights  ?e'.erved 


"What  do  you  want  the  Internet  to  be?"  is  a  service 
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largely  autonomous,  but  all  collect 
money  in  the  same  way:  fundraising 
campaigns  in  the  workplace.  Yet  look 
at  their  charitable  commitment, 
which  we  define  as  the  fraction  of  an 
organization's  spending  that  goes  to- 
ward its  stated  charitable  purpose. 
The  24  larger  United  Way  units  in  our 
tables  range  from  a  not-so-hot  78% 
charitable  commitment  (United  Way 
of  Dade  County,  Fla.)  to  a  top-notch 
94%  (United  Way  of  Tri-Statc)  fol- 
lowed by  United  Way  of  Greater  St. 
Louis,  92%. 

Strict  numerical  comparisons  are 
not  advised.  Every  nonprofit  has  a  de- 
gree of  uniqueness.  Accounting  treat- 
ments can  differ  for  reasons  both  le- 
gitimate and  illegitimate.  Although  we 
asked  the  charities  for  the  big  picture, 
some  did  not  include  the  figures  of  all 
affiliates,  such  as  local  chapters,  which 
can  change  ratios. 

Our  evaluation  uses  three  index 
numbers  to  assess  a  charity.  The 
higher  the  number,  the  better  the  rat- 
ing. The  first  is  charitable  commit- 
ment. We  calculate  this  percentage  by 
dividing  the  amount  listed  as  charita- 
ble expense,  often  called  program 


Every  nonprofit  has  a  degree  of  uniqueness. 
Accounting  treatments  can  differ  for  reasons 
both  legitimate  and  illegitimate. 


support,  by  all  expenses.  Essentially, 
the  resulting  figure  excludes  such 
overhead  as  management  and 
fundraising. 

The  weighted  average  on  our  list 
is  85% — a  little  higher  than  last 
year — with  the  bulk  of  the  groups  be- 
tween 80%  and  94%.  The  lowest,  at 
45%,  was  public  television  station 
KQED  in  San  Francisco.  Others  near 
the  bottom  included  the  Jewish  Na- 
tional Fund  (50%);  Barbara  Ann  Kar- 
manos  Cancer  Institute  (53%);  Com- 
munity Television  of  Southern 
California,  or  KCET  (55%);  and  the 
Cancer  Fund  of  America  and  the  Hu- 
mane Society  of  the  United  States 
(both  56%). 

Top  performers,  all  at  100%,  in- 
clude Brother's  Brother  Foundation, 
Children's  Hunger  Fund  and  Gifts  in 
Kind  International.  Christian  Aid 
Ministries,  America's  Second  Harvest, 


Surgical  Eye  Expeditions  International! 
and  MAP  International  come  in  at 
99%.  All  seven  receive  the  over- 
whelming bulk  of  their  contributions 
in  goods  or  services  from  a  relatively 
small  number  of  donors.  The  largesse 
is  immediately  and  effectively  used  for 
charitable  purposes. 

The  next  index  is  fundraising  effi- 
ciency. This  measures  how  much  of 
the  money  raised  from  private  sources 
remains  after  accounting  for  fundrais- 
ing. This  is  computed  by  taking  the 
total  funds  raised  from  the  public 
through  direct  contributions,  indirect 
contributions  (such  as  from  United 
Way)  and  proceeds  from  one-time 
special  events,  subtracting  fundrais- 
ing costs,  then  expressing  the  result  as 
a  percentage  of  the  total  amount  from 
the  public. 

The  average  here  was  90% — again, 
a  little  better  than  last  year — sitting 


Games  Charities  Play 


Alas,  the  nonprofit  sector  has  its  share  of  nonsaints.  Some  re- 
cent examples: 

►  Food  for  the  Poor,  a  Deerfield  Beach,  Fla.  charity  that  raises 
$180  million  a  year  to  send  supplies  to  the  Caribbean  and 
Latin  America,  announced  in  September  that  founder  and 
president  Ferdinand  Mahfood  had  resigned  amid  allegations 
he  gave  charitable  assets  to  women  with  whom  he  was  ro- 
mantically involved.  Local  news  reports  said  the  FBI  was  in- 
vestigating and  that  several  employees  were  fired  after  they 
refused  to  sign  confidentiality  agreements  requested  by  the 
charity. 

►  Feed  the  Children,  the  Oklahoma  City  nonprofit  that  also  ships 
goods  abroad  (1999  support:  $312  million),  faced  allegations- 
supported  by  TV  station  videos— that  its  employees  stole  do- 
nated goods.  In  September  the  charity  denied  new  claims  by  an 
ex-employee  who  said  he  was  asked  to  create  false  paperwork 
to  cover  up  $20,000  in  bribes  to  Russian  officials. 

►  Three  officials  of  Pittsburgh's  Allegheny  Health  Education  & 
Research  Foundation  face  criminal  conspiracy  charges  that 
they  diverted  $52  million  earmarked  for  scholarships  and 
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medical  research  toward  day-to-day  operations.  After  losing 
$559  million  in  1996  and  1997,  the  foundation  filed  for  Chapter 
II  bankruptcy  protection. 

►  In  a  civil  lawsuit  the  Pennsylvania  Department  of  State  ac- 
cused officials  of  the  Atlanta-based  Children's  Wish  Founda- 
tion International  (1999  revenue:  $27  million)  of  inflating  the 
value  of  contributed  goods  and  spending  some  contributions 
on  fancy  gifts  and  European  trips.  The  foundation  denies  the 
charges.  But  even  if  its  valuations  are  accurate,  its  own  federal 
tax  filings  show  that  fundraising  efficiency— money  raised  less 
the  cost  of  raising  it— was  an  anemic  69%. 

►  Outside  auditors  at  the  Virginia  Beach,  Va. -based  Chris- 
tian Broadcasting  Network  qualified  their  opinion  of  the  TV 
ministry's  latest  financial  statements.  They  couldn't  verify 
a  $67  million  valuation— one-third  the  entity's  net  worth- 
that  it  put  on  a  future  contribution  receivable  from  a  char- 
itable remainder  trust.  What  raised  eyebrows:  The  trust  was 
established  by  Marion  (Pat)  Robertson,  CBN's  founder  and 
president.  A  spokesman  says  Robertson  considers  his  trust 
holdings  a  private  matter.  —T.K.  and  W.P.B. 


■ 
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w  will  you  use  it? 


isk  offers  you  the  flexibility  to  use  your  memory  card  in  handheld  PCs, 
I  cameras,  digital  music  players,  laptops,  smart  phones,  digital  video  recorders 

and  more.  Our  high-performance  MultiMediaCard, 
CompactFlash7/ and  SmartMedia™  memory 
/   •  cards  offer  compatibility  with  most 

-    -  —|  portable  digital  devices.  And  with 

SanDisk's  FlashPath™  adapter  and 
!      ImageMate™  reader  you  can  quickly 
and  easily  transfer  data  from  your 


ine  Desi-semng  memory  solutions  irom 
SanDisk,  there  are  so  many  possibilities. 
Visit  your  local  reseller  or  see  us  at 
www.sandisk.com/forbes/. 


ageMale  are  trademarks  of  SanDisk  Corporation.  FlashPath  is  a  trademark  ofSr 
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More  Memory.  More  Possiblities. 


*:"".SmMfylpdta  is  a  trademark  of  Toshiba  Corporation. 
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Competitive  Compam 


Dollar  Tree  Stores  inc. 

One  dollar  at  a  time  —  that's  how  Dollar  Tree 
Stores  Inc.  built  its  billion-dollar  bricks-and- 
mortar  business.  The  Chesapeake,  Virginia- 
based  company  is  now  the  nation's  leading 
discount  retailer  at  the  $1  price  point.  Since 
it  set  up  shop  in  the  region  in  1986,  Dollar 
Tree  has  enjoyed  consistent  growth  and 
impressive  financial  results.  The  company  has 
more  than  1 ,600  stores  in  strip  shopping  cen- 
ters and  malls  in  36  states.  In  September,  its 
year-to-date  net  sales  reached  $1.1  billion. 

"Our  concept  is  essentially  that  of  a 
modern-day  variety  store,"  says  Macon  F. 
Brock  Jr.,  president  and  chief  executive  offi- 
cer. "We  fill  the  convenience  gap  left  by  the 
exit  of  Woolworth's  and  other  five-and-dime 
type  stores."  Dollar  Tree's  upscale,  brightly  lit 
and  carpeted  stores  offer  a  comfortable  shop- 
ping environment.   Its  merchandise  mix 


VIRGINIA 

ECONOMIC  DEVELOPMENT  PARTNERSHIP 


901  East  Byrd  Street 
P.O.  Box  798 
Richmond,  Virginia  23219 
Telephone:  (804)  371-8100 
www.YesVirginia.org 

Peninsula  Alliance  for  Economic 
Development 

21  Enterprise  Parkway,  Suite  200 
Hampton,  Virginia  23666 
Telephone:  (757)  826-3327 
www.paed.org 

Eastern  Shore  of  Virginia  Economic 
Development  Commission 

23372  Front  Street 

P.O.  Box  417 

Accomac,  Virginia  23301 

Telephone:  (757)  787-2936 

www.easternshore.org 


includes  housewares,  seasonal  goods,  candy 
and  food,  toys,  health  and  beauty  care,  gifts, 
party  goods,  stationery,  books,  personal  acces- 
sories and  other  consumer  items,  and  the  $1- 
per-item  price  never  varies. 

The  company  carefully  considers  its  store 
locations,  preferring  power  strip  centers, 
regional  malls,  neighborhood  centers  and  sites 
near  major  grocery  stores  or  big  box  discount 
retailers  such  as  Wal-Mart,  Kmart  and  Target. 
"We're  right  in  the  heart  of  Middle  America," 
says  Brock. 

Dollar  Tree  has  deep  roots  in  the  Hampton 
Roads,  Virginia,  region,  and  the  strategic  loca- 
tion has  helped  the  company  sustain  an 
annual  growth  rate  of  30%  for  the  last  four 
years.  Founders  Brock,  J.  Douglas  Perry  and 
H.  Ray  Compton  began  their  retail  careers  in 
Norfolk,  Virginia.  In  1998,  when  the  compa- 
ny outgrew  its  original  Norfolk  headquarters, 
it  moved  to  nearby  Chesapeake,  where  it  com- 
pleted a  $4.8  million  headquarters  expansion 
in  May  2000. 

Dollar  Tree  has  five  distribution  centers  in 
its  geographic  market  areas,  including  a 
400,000-square-foot  facility  adjacent  to  its 
Chesapeake  headquarters.  "Chesapeake  is  a 
great  location  for  distribution,"  says  Bob 


Sasser,  chief  operating  offic 
"We  have  easy  access  to  t 
Port  of  Virginia  at  Hampt 
Roads,  as  well  as  major  r 
lines  and  interstate  highwa 
Since  we  import  much  of  c 
merchandise,  having  the  p< 
close  by  is  very  convenient, 
was  also  important  to  us  tl 
we  have  our  headquarters  a 
a  distribution  center  on  t 
same  campus.  There  was  roi 
for  both  here." 

Dollar  Tree  benefits  from 
region's  wealth  of  resources  for  businesses  a 
their  employees,  Sasser  says.  "The  quality 
life  is  outstanding,  and  the  cost  of  living 
lower  than  in  the  larger  metropolitan  are 
We  have  access  to  a  diverse  and  educa 
workforce  that  includes  students  and  grat 
ates  of  Virginia  educational  institutions 
Old  Dominion  University,  Virginia  Tech  i 
the  University  of  Virginia.  We  also  enja 
good  working  relationship  with  the  Cit) 
Chesapeake,"  he  adds.  "The  city  worked  v. 
us  to  avoid  delays  in  road  construction  for 
Chesapeake  store  support  center,  and  t. 
continue  to  be  supportive  of  our  growth.' 

Hampton  Roads  is  an  ideal  environm 
for  a  thriving  billion-dollar  company  or 
company  looking  to  put  down  sturdy  root 
it  reaches  skvward. 


Dollar  Tree  Stores  Inc. 

Macon  F.  Brock  Jr. 
President  and  Chief  Executive  Offic* 
500  Volvo  Parkway 
Chesapeake,  Virginia  23320 
Telephone:  (757)  321-5000 
Fax:  (757)  321-5111 
www.dollartree.com 
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VIRGINIA 

Is  For  Business 


lampton  Roads/Eastern  Shore  Region 

ampton  Roads  Economic  Development  Alliance 


companies  on  the  move,  the  express 
to  success  starts  at  Hampton  Roads. 
>  vibrant  Virginia  region  encompasses 
cities  of  Chesapeake,  Norfolk,  Ports- 
ith,  Suffolk,  Virginia  Beach  and  Isle 
Cight  County.  Its  accessibility  to  U.S. 
global  markets,  high-tech  talent  and  mil- 
r  strategists  makes  it  an  attractive 
ce  for  companies  seeking  a  strategic  mid- 
ntic  location. 

-lampton  Roads  has  a  'wow'  factor,"  says 
:s  Hooks,  president  of  Hampton  Roads 
lomic  Development  Alliance.  "Business 
ers  are  surprised  to  discover  we  have  such 
riety  of  assets." 

he  region's  transportation  network  includes 
or  interstate  highways  and  an  interna- 
al  airport.  The  deepwater  Port  of  Virginia 
lampton  Roads,  located  only  18  miles 
f  from  the  Atlantic  Ocean,  is  the  second- 
est  maritime  port  in  the  eastern  U.S., 
ing  Virginia  to  more  than  250  ports 
nd  the  world. 

rhe  fine  facilities  available  for  global 
e  provided  by  the  Virginia  Port  Authori- 
ere  among  the  major  factors  in  our  deci- 
to  locate  our  new  facility  in  Chesa- 
te,"  says  Michael  McCann,  president  of 
Ei  Papers  (USA)  Corp.  "The  available 
istructure  with  road  and  rail  ensured  effi- 
cies  in  operational  expenses  that  could 
be  matched  in  other  locations."  The 
yo-based  company,  a  subsidiary  of  Koku- 
'ulp  and  Paper  Ltd.,  is  a  worldwide  dis- 
jtor  and  converter  of  paper  products.  In 
ember,  DaiEi  became  the  latest  Japanese 
pany  to  establish  a  business  presence  in 
npton  Roads. 

he  area's  proximity  to  Norfolk  Interna- 
al  Airport  was  a  major  factor  when  Fed- 
Express  selected  Virginia  Beach  for  its 
cargo  and  package-handling  station.  The 


$1  million  facility  is  the  company's  fourth 
handling  station  in  the  region. 

Hampton  Roads  is  rapidly  becoming  a 
high-tech  corridor,  with  $1  billion  for 
research  and  development  invested  annually 
and  35%  growth  in  technology-related 
jobs  over  the  last  five  years.  Of  an  estimated 
75,000  high-tech  jobs,  48,000  are  in  the 
private  sector,  including  e-commerce,  aero- 
space, simulation  and  telecommunications. 
The  area's  abundance  of  engineers  and  IT 
professionals  has  attracted  such  companies 
as  Dendrite,  Raytheon,  Mariah  Vision3, 
Stihl,  Metro  Information  Services,  Ford  and 
Canon.  Two  national  research  laboratories  — 
the  NASA  Langley  Research  Center  and  the 
$550  million  Thomas  Jefferson  National 
Accelerator  Facility  —  also  serve  as  magnets 
for  high-tech  talent. 

Hampton  Roads  has  a  population  of  1.5  mil- 
lion, and  it  ranks  as  the  fourth-largest  metro- 
politan statistical  area  in  the  southeastern  U.S. 
Every  year,  more  than  20,000  exiting  military 
personnel  replenish  the  region's  labor  force. 

CeoTronics,  a  German  manufacturer  of 


1  TV  9 

ill 

'  Economic 
.Development 
Alliance 

'The  many  attributes 
of  Hampton  Roads 
combine  to  produce  a 
vibrant  community 
filled  with  business 
opportunity.  The  criti- 
cal linkages  between 
the  Port  of  Virginia, 
the  region's  plentiful 
workforce  and  our 
state's  commitment  to 
technology  growth  con- 
tinue to  serve  as  cata- 
lysts for  corporate 
decision-makers." 

-  James  S.  Gilmore  III 
Governor  of  Virginia 


audio,  video  and 
data  communica- 
tion systems,  moved 
its  U.S.  headquar- 
ters from  Carroll- 
ton,  Texas,  to  the 
City  of  Chesa- 
peake earlier  this 
year.  "Chesapeake 
is  a  natural  loca- 
tion for  our  com- 
pany because  of  its 
proximity  to  the 
federal  government 
and  its  strong  military  presence,"  says  Robert 
A.  Furborough,  president.  "We  are  now  one 
critical  time  zone  closer  to  our  parent  compa- 
ny in  Germany." 

Sysco  Food  Services  Inc.,  a  Houston,  Texas- 
based  company,  recently  selected  Bridgeway 
Commerce  Park  in  Suffolk  for  the  site  of  a 
new  285,000-square-foot  operations  and  dis- 
tribution center.  Sysco  will  employ  450 
people  at  the  center  when  it  becomes  opera- 
tional in  the  spring  of  2001.  "We  are  very 
excited  about  the  growth  opportunities  this 
will  provide  for  our  employees,  our  suppliers 
and  our  customers,"  remarks  John  Hall,  pres- 
ident and  chief  executive  officer.  "Hampton 
Roads  is  an  excellent  choice,  as  well  as  a 
superb  food  and  entertainment  market,  which 
is  the  industry  we  serve." 


Hampton  Roads  Economic 
Development  Alliance 

500  Main  Street,  Suite  1300 
Norfolk,  Virginia  23510 
Telephone:  (757)  627-2315 
Toll  Free:  1  (877)  HREDA.COM 

[1  (877)  473-3226] 
Fax:  (757)  623-3081 
www.hreda.com 
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within  a  wide  range.  In  our  view  any- 
thing below  70%  is  questionable.  Five 
charities  on  our  list  didn't  reach  that: 
Paralyzed  Veterans  of  America  (66%), 
United  States  Holocaust  Museum 
(68%),  American  Bible  Society,  Dis- 
abled American  Veterans  and  Jewish 
National  Fund  (all  69%). 

At  the  top  of  fundraising  efficiency 
are  nine  charities  rated  at  100%: 
America's  Second  Harvest,  Brother's 
Brother  Foundation,  Children's 
Hunger  Fund,  Christian  Aid  Min- 
istries, Direct  Relief  International, 


One  index  we  compute,  donor  dependency,  tries 
to  measure  how  badly  a  charity  needs  your 
contribution  to  fund  its  current  operations. 


Public  Broadcasting  Service,  RBC 
Ministries,  Surgical  Eye  Expeditions 
International  and  Tides  Foundation. 

The  last  index  we  compute  is 
donor  dependency,  which  tries  to 
measure  how  badly  a  charity  needs 
your  contribution — as  opposed  to 


money  raised  from  selling  produc 
or  tickets  or  reaping  investmer 
gains — to  fund  its  current  operation 
We  figure  this  by  subtracting  a  cha 
ity's  annual  surplus  (excess  of  rei 
enue  over  expenses)  from  public  d( 
nations,  then  dividing  this  figure  t 


What's  the  Charity  Doing  With  Your  Money? 

Drawn  from  the  latest  data,  here's  our  evaluation  of  100  large  charities.  A  fuller  list  of  200  nonprofits  can  be  found  at  Forbes.corr 


Total 

Private 

INDEXES  (%) 

— 

r 

Headquarters 

svenu 
($mii; 

ss  support 
1  ($mil) 

Charitable 
commitment1 

Fundraising 
efficiency2 

Donor 
dependency3 

Alzheimer's  Disease  &  Related  Disorders  Association 

Chicago  IL 

$114 

$97 

77% 

83% 

95% 

American  Bible  Society 

New  York  NY 

111 

36 

71 

69 

57 

American  Cancer  Society 

Atlanta  GA 

672 

620 

71 

79 

83 

American  Diabetes  Association 

Alexandria  VA 

149 

112 

78 

80 

87 

American  Heart  Association 

Dallas  TX 

436 

358 

78 

84 

94 

American  Lung  Association 

New  York  NY 

189 

130 

81 

85 

78 

American  Museum  of  Natural  History 

New  York  NY 

182 

36 

85 

91 

-111 

American  National  Red  Cross 

Washington  DC 

2,405 

701 

90 

87 

81 

AmeriCares  Foundation 

New  Canaan  CT 

268 

267 

98 

99 

94 

America's  Second  Harvest 

Chicago  IL 

475 

472 

99 

100 

100 

Arthritis  Foundation 

Atlanta  GA 

120 

105 

81 

86 

95 

Art  Institute  of  Chicago 

Chicago  IL 

179 

39 

69 

84 

-2 

Big  Brothers  Big  Sisters  of  America 

Philadelphia  PA 

171 

148 

79 

92 

93 

Billy  Graham  Evangelistic  Association 

Minneapolis  MN 

120 

102 

85 

93 

75 

Boston  Symphony  Orchestra 

Boston  MA 

103 

31 

82 

88 

-42 

Boy  Scouts  of  America  National  Council 

Irving  TX 

647 

274 

82 

85 

83 

Boys  &  Girls  Clubs  of  America 

Atlanta  GA 

800 

462 

83 

93 

87 

Campus  Crusade  for  Christ  International 

Orlando  FL 

360 

315 

85 

91 

94 

CARE  USA 

Atlanta  GA 

420 

64 

91 

74 

86 

Catholic  Charities  USA 

Alexandria  VA 

2,309 

386 

91 

94 

85 

Catholic  Relief  Services 

Baltimore  MO 

297 

117 

92 

90 

73 

Cedars-Sinai  Medical  Center 

Los  Angeles  CA 

729 

33 

81 

95 

13 

Children's  Miracle  Network 

Salt  Lake  City  UT 

203 

198 

91 

95 

95 

Children's  National  Medical  Center 

Washington  DC 

228 

27 

80 

80 

167 

Christian  Broadcasting  Network 

Virginia  Beach  VA 

187 

122 

80 

83 

127 

Christian  Children's  Fund 

Richmond  VA 

123 

117 

80 

90 

99 

Christian  &  Missionary  Alliance 

Colorado  Springs  CO 

137 

48 

80 

94 

85 

Citizens'  Scholarship  Foundation  of  America 

St.  Peter  MN 

103 

88 

94 

98 

84 

City  of  Hope 

Duarte  CA 

335 

141 

87 

89 

104 

Colonial  Williamsburg  Foundation 

Williamsburg  VA 

142 

23 

78 

75 

-66 

Compassion  Internationa! 

Colorado  Springs  CO 

93 

91 

81 

90 

96 

Covenant  House 

New  York  NY 

116 

97 

71 

78 

85 

All  figures  are  for  latest  available  fiscal  year.  Results  may  be  skewed  due  to  unconsolidated  data  of  national  and  affiliated  groups,  rounding 

'Charitable  services  provided  as  a  percent  of  total  expenses.  Percent  of  private  charitable  support  and  net  special  event  income  remaining 
charitable  support  and  net  special  event  income  remaining  after  surplus 

Sources:  IRS  Foim  990.  annual  reports,  statements  of  individual  charities,  www.guidestar.org. 


or  incomplete  information. 

after  fundraising.  'Percent  of  private 
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THE  TRUTH  WILL  SET  YOU  FREE. 

/  he  truth  of  voice  access  to  enterprise  information.  The  truth  of  mobile  e-business  thats  actually  useful, 
ulh  of  a  technology  that  honestly  works  and  lets  you  check  everything  from  pricing  and  inventory  to  order  status 
and  more  from  any  phone,  anywhere.  We're  extending  enterprises  by  word  of  mouth,  www.webversa.com 


— y 


Webversa; 

enterprise  everywhere.  ™ 


j»  What's  the  Charity  Doing  With  Your  Money? 


Total 

Private 

INDEXES (%) 

revenues 

support 

Charitable 

Fundraising 

Donor 

Headquarters 

(Stnil) 

($mil) 

commitment1 

efficiency2 

dependency3 

Cystic  Fibrosis  Foundation 

BethesdaMD 

147 

113 

84 

88 

64 

Dana-Farber  Cancer  Institute 

Boston  MA 

251 

65 

69 

91 

54 

Disabled  American  Veterans 

Cincinnati  OH 

122 

101 

64 

69 

76 

Doctors  Without  Borders  USA 

New  York  NY 

17 

17 

88 

92 

85 

Ducks  Unlimited 

Memphis  TN 

132 

74 

83 

77 

101 

Educational  Broadcasting  Corp  (WNET)* 

New  York  NY 

126 

93 

68 

81 

98 

Father  Flanagan's  Boys'  Home 

Boys  Town  NE 

163 

79 

87 

88 

73 

Feed  the  Children 

Oklahoma  City  OK 

314 

312 

91 

93 

93 

Focus  on  the  Family 

Colorado  Springs  CO 

122 

109 

85 

94 

96 

Food  for  the  Poor 

Oeerfield  Beach  FL 

CM 
CO 

145 

90 

90 

100 

Fox  Chase  Cancer  Center 

Philadelphia  PA 

147 

13 

83 

88 

45 

Gifts  in  Kind  International 

HIUAdtlUI  Id  VH 

292 

COO 

i  nn 

inn 

DO 

Girl  Scouts  of  the  USA 

New  York  NY 

625 

113 

83 

74 

25 

Girls  Inc 

New  York  NY 

158 

69 

84 

93 

72 

Goodwill  Industries  International 

Bethesda  MO 

1,650 

262 

87 

97 

78 

Habitat  for  Humanity  International 

Americus  GA 

467 

309 

82 

89 

71 

Hadassah,  the  Women's  Zionist  Organization  of  America 

New  York  NY 

123 

67 

83 

92 

55 

International  Rescue  Committee 

New  York  NY 

125 

78 

93 

97 

77 

All  figures  are  for  latest  available  fiscal  year.  Results  may  be  skewed  due  to  unconsolidated  data  of  national  and  affiliated  groups,  rounding  or  incomplete  information. 

'Charitable  services  provided  as  a  percent  of  total  expenses.  2Percent  of  private  charitable  support  and  net  special  event  income  remaining  after  fundraising.  3Percent  < 
charitable  support  and  net  special  event  income  remaining  after  surplus. 

'Data  from  Chronicle  of  Philanthropy.  Sources  IRS  Form  990.  annual  reports,  statements  of  individual  charities,  www.guidestar.org. 


This  is  it.  The  business  jet  that's  changing  the  world  of  business.  The  only  or 


Total 

Private 

INDEXES  (%) 

revenues 

support 

Charitable 

Fundraising 

"  Donor 

Headquarters 

(Smil) 

(Smil) 

commitment1 

efficiency2 

dependency3 

ewish  Community  Federation  of  Cleveland 

Cleveland  OH 

96 

43 

93 

91 

97 

ewish  Federation  of  Metropolitan  Chicago 

Chicago  IL 

131 

97 

87 

91 

75 

ohn  F.  Kennedy  Center  for  the  Performing  Arts 

Washington  DC 

129 

35 

81 

92 

24 

unior  Achievement 

Colorado  Springs  CO 

106 

68 

72 

84 

90 

uvenile  Diabetes  Foundation  International 

New  York  NY 

103 

91 

84 

89 

82 

eukemia  &  Lymphoma  Society 

White  Plains  NY 

107 

104 

76 

85 

90 

incoln  Center  for  the  Performing  Arts 

New  York  NY 

92 

43 

84 

93 

46 

utheran  Services  in  America 

St.  Paul  MN 

6.924 

709 

90 

98 

41 

MP  International 

Brunswick  GA 

145 

142 

99 

99 

98 

M  arch  of  Dimes  Birth  Defects  Foundation 

White  Plains  NY 

195 

181 

75 

82 

98 

M  ayo  Foundation* 

Rochester  MN 

3,318 

104 

96 

91 

98 

Memorial  Sloan-Kettering  Cancer  Center 

New  York  NY 

1,125 

157 

95 

89 

-3 

Metropolitan  Museum  of  Art 

New  York  NY 

341 

100 

86 

94 

-27 

Metropolitan  Opera  Association 

New  York  NY 

207 

97 

90 

92 

64 

floody  Bible  Institute  of  Chicago 

Chicago  IL 

149 

65 

84 

89 

-5 

Muscular  Dystrophy  Association 

Tucson  AZ 

130 

115 

77 

84 

85 

Museum  of  Fine  Arts,  Boston 

Boston  MA 

134 

34 

72 

84 

-62 

Museum  of  Fine  Arts.  Houston 

Houston  TX 

118 

89 

94 

99 

71 

,11  figures  are  for  latest  available  fiscal  year.  Results  may  be  skewed  due  to  unconsolidated  data  of  national  and  affiliated  groups,  rounding  or  incomplete  information. 
Charitable  services  provided  as  a  percent  of  total  expenses.  2Percent  of  private  charitable  support  and  net  special  event  income  remaining  after  fundraising.  3Percent  of  private 
haritable  support  and  net  special  event  income  remaining  after  surplus. 

Data  from  Chronicle  of  Philanthropy.  Sources:  IRS  Form  990.  annual  reports,  statements  of  individual  charities,  www.guidestar.org. 


ur  executive  team  work  like  they  never  left  the  office.  The  Boeing  Business  Jet. 


Boeing  Business  Jets 

Boeing  &  General  Electric 
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the  public  donations.  A  percentage  at 
or  above  100%  means  that  the  non- 
profit is  totally  dependent  on  dona- 
tions and  is  not  salting  away  funds  for 
a  rainy  day. 

While  the  average  charity  on  our 
list  had  a  surplus  equal  to  one-fourth 
of  donations,  there  were  some  pretty 
wide  disparities.  Nearly  half  had  in- 
dexes of  90%  or  higher,  meaning  they 
really  used  the  contributions.  On  the 
other  hand,  continued  large  invest- 
ment gains  helped  12  charities  gener- 
ate a  negative  index  number — sur- 


While  the  average  charity  on  our  list  had  a 
surplus  equal  to  one-fourth  of  donations, 
there  were  some  pretty  wide  disparities. 


pluses  exceeding  all  donations  for  the 
reporting  year. 

Number  one:  Washington's  Na- 
tional Gallery  of  Art,  which  raised  $  1 9 
million  from  the  public  but  had  a  sur- 
plus of  $41  million.  Close  behind: 
New  York's  American  Museum  of 


Natural  History,  with  $36  million  ir 
contributions  toward  a  $77  millior 
surplus.  Number  three  was  Colonia 
Williamsburg  Foundation.  The  Vir 
ginia  charity  reported  $23  million  ir 
support,  62%  of  its  surplus  of  $3] 
million.  I 


What's  the  Charity  Doing  With  Your  Money? 


Total 

Private 

INDEXES  (%) 

revenues 

support 

Charitable 

Fundraising 

Donor 

Headquarters 

($mil) 

($mil) 

commitment1 

efficiency2 

dependency3 

Milium  of  Moriprn  Art 

New  York  NY 

152 

68 

76 

95 

6 

National  Academy  of  Sciences 

Washington  DC 

KuOIIII  Igl  Ul  1  U\J 

117 

16 

94 

97 

10 

National  R^nnvntant  asportation 

St.  Louis  MO 

160 

20 

85 

72 

58 

National  Easter  Seal  Sorierv 

Chicago  IL 

543 

138 

83 

71 

70 

National  fiallorv  of  Art 

nan  VMM  VIM  9  VI  J  VI  HI  1 

Wa<ihinPtnn  flP 

vvaol id igi ui  I  uu 

127 

19 

84 

90 

-118 

National  Mtittinie  Sclerosis  Sorietv 

nVIIVHml  mellll|IIV              IM3  liWHOI  J 

New  York  NY 

134 

120 

76 

82 

93 

Nature  Caitsftrvancv 

Ml VJI V  wBHJel  f  emHVJ 

ArMnctnn  VA 

m  iingi ui I  in 

704 

404 

88 

90 

77 

New  York  Puhlic  Library 

New  York  NY 

1'ijW    1  Ul  r  111 

234 

56 

90 

91 

31 

Piniinpri  Psrfintfafiftil  Fprfsntifin  Af  America 

New  York  NY 

new  i  ui  rv  mi 

627 

175 

82 

81 

66 

PvbJir  Rris silrsctiRP  Carvir-# 

Alpvanriria  V/A 

mcAaiiuiia  in 

446 

225 

96 

100 

94 

Anfarv  Intrrnxtinnal  A  Fniintfatinn 

Hhirapn  II 

UI Ill'dgU  IL 

196 

68 

85 

87 

104 

Salvation  Army 

Arlington  VA 

1,707 

867 

83 

90 

72 

San  the  ChBdrm  Federatiea 

Westport  CT 

113 

66 

80 

78 

95 

Shriaers  Hospital  far  Children 

Tampa  FL 

687 

265 

94 

99 

-7 

Smithsemsn  Institution 

Washington  DC 

486 

146 

83 

94 

-12 

St.  Ma  Children's  Research  Hospital 

Memphis  TN 

360 

235 

74 

83 

58 

lrwt  far  FvMfc  Land 

San  Francisco  CA 

122 

112 

89 

98 

62 

United  Cerebral  Palsy  Association 

Washington  DC 

685 

55 

89 

75 

100 

BJA/Federatiea  af  New  Vara 

New  York  NY 

205 

159 

76 

82 

69 

Baited  Negro  Cellege  Faed 

Fairfax  VA 

101 

82 

83 

83 

105 

Halted  States  Fand  far  UNiCEF 

New  York  NY 

170 

161 

90 

93 

100 

Hailed  Way  of  New  Yarfc  City 

New  York  NY 

114 

90 

85 

87 

94 

Baited  Way  afTH-State 

New  York  NY 

97 

96 

94 

96 

99 

Volunteers  af  America 

Alexandria  VA 

491 

52 

88 

81 

37 

W6BH  Edacarieaal  Feandatiea 

Boston  MA 

226 

180 

83 

93 

70 

Wildlife  Conservation  Society 

Bronx  NY 

139 

32 

86 

83 

-37 

World  VisieB 

Federal  Way  WA 

408 

331 

81 

85 

94 

World  Wildlife  Fund 

Washington  DC 

111 

79 

88 

91 

73 

Wycliffe  KUe  TraasUters 

Orlando  FL 

105 

97 

85 

95 

96 

YMCA  af  the  USA  National  Ceaacil 

Chicago  IL 

3.606 

693 

81 

92 

29 

YeongUfe 

Colorado  Springs  CO 

122 

89 

80 

88 

76 

YWCA  o<  the  USA 

New  York  NY 

658 

162 

87 

93 

53 

AVERAGE  FOR  ALL  2G0  (includes  those  en  Web  site) 

$255 

$101 

85% 

90S 

75* 

All  figures  are  for  latest  available  fiscal  year.  Results  may  be  skewed  due  to  unconsolidated  data  of 

Charitable  services  provided  as  a  percent  of  total  expenses.  2Percent  of  private  charitable  support 
charitable  support  and  net  special  event  income  remaining  after  surplus. 

Sources:  IRS  Form  990.  annual  reports,  statements  of  individual  charities,  www.guidestarorg. 


national  and  affiliated  groups,  rounding 
and  net  special  event  income  remaining 


or  incomplete  information. 

after  fundraising.  3Percent  of  private 
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**THE  HIGHEST  RATING 
ACHIEVED  BY  ANY  AIRLINE 
IN  THIS  POLL,  IN  FACT, 
BELONGS  TO  MALAYSIA." 


Conde  Nast  Traveler's 
2000  Business  Traveler's  Survey 


?!  * 


We'd  like  to  thank 
the  participants  of 
'.onde  Nast  Traveler's  2000  Business 
raveler's  Survey  for  naming  our 
business  Class  Cabin  Service  the  best. 
t  fact,  Malaysia  Airlines  was  also 
amed  the  "carrier  with  the  world's 
>est  cabin  staff  service  in  first  class" 
y  U.K.  based  Inflight  Research 
ervices-an  accolade  we've  now 


won  for  the  past  three  years  in  a  row.** 
Fly  aboard  our  B-747s  and  B-777 
SuperRangers™  direct  to  Kuala  Lumpur 
from  Los  Angeles  via  Tokyo  or  Taipei,  or 
from  Newark  via  Dubai.  Continue  on  to 
any  of  our  more  than  110  destinations 
worldwide.  You'll  arrive  in  comfort, 
relaxed  and  ready  to  spread  your  wings. 
Call  your  travel  agent  or  Malaysia 
Airlines  at  (800)  552-9264. 


malaysiaairlines.com 


in  Northwest  Airlines'  WorldPerks'  and  Delia  Sky  Miles"  "Voted  Best  Business  Class  Cabin  Service  lor  Transpacific  Routes  in  Condi  Nssl  Iwelei'sVm  Business  Traveler's  Survey  "1998, 1999  &  2000  World  First  Class  surveys  conducted  by  Inllirjht  Research  Services  ©2000  Malaysia  Airlines 
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The  Buyback  Myth 


Stock  buybacks  sound 
like  a  good  thing  for  in- 
vestors. But  sometimes 
they  do  more  harm  than 
good.  Here  are  danger 
signs  to  watch  out  for. 

By  Michael  Freedman 

IT  IS  AN  EXTREMELY  POPULAR 
notion  that  buybacks  are  always 
good  for  shareholders  because  they 
always  boost  earnings  per  share.  Both 
halves  of  this  myth  are  wrong.  So 
don't  rush  to  buy  a  stock  just  because 
the  issuer  announced  it  is  buying  in  its 
own  shares. 

Always  good?  Absolutely  not.  The 
last  issue  of  FORBES  (Nov.  27)  detailed 
the  fiasco  at  Warnaco,  which  bought  in 
shares  at  an  average  $24  apiece  only  to 
see  the  stock  price  collapse  to  a  recent 
$3  and  change.  Here's  another  loser: 
Adaptec,  the  once-hot  storage  network- 
ing outfit.  Over  the  space  of  a  fiscal  year 
ending  in  March,  the  company  bought 
in  1 1  million  shares  at  an  average  cost  of 
$34.67.  Recent  price,  $13.  That  buy-in 
made  shareholders  poorer. 

Always  boost  earnings  per  share? 
Far  from  it.  The  fallacy  is  built  on  as- 
suming that  the  only  change  in  this 


ratio  is  in  the  divisor — the  number  of 
shares  outstanding.  This  is  not  so.  The 
numerator — the  earnings — is  also  re- 
duced by  a  share  repurchase. 

If  a  hot  growth  company  buys  its 
shares  at  50  times  earnings,  each  dollar 
it  coughs  up  buys  in  only  2  cents  of 
earnings.  But  that  dollar,  invested  in  the 
money  market,  would  have  added  4 
cents  or  so  to  earnings.  (Furthermore, 
if  the  dollar  for  the  buyback  is  bor- 
rowed, it  will  cost  the  company  4  cents 
aftertax.)  In  this  circumstance,  share 
buybacks  have  the  immediate  effect  of 
reducing,  not  increasing,  earnings  per 
share.  They  would  make  sense  only  if 
earnings  are  destined  to  roar  ahead  in 
future  years. 

In  the  simple  arithmetic  of  our  hy- 
pothetical case,  we  have  not  even  al- 
lowed for  secondary  effects.  What  if 
burning  through  the  cash  on  hand  (or 
borrowing  millions)  causes  lenders  to 
worry  and  raise  the  interest  rate  the 
company  pays  on  other  debt?  Then 
the  buyin  could  backfire.  That's  just 
one  of  the  problems  at  Warnaco.  In 
the  first  three  quarters  this  year,  31 
companies — including  Archer- 
Daniels-Midland,  Dole  Foods  and 
Ford  Motor — were  downgraded  by 
Moody's  at  least  in  part  because  of 
buybacks. 

So,  when  does  a  buyback  leave 


shareholders  better  off?  In  the  end 

it  comes  down  to  this:  The  com 

pany  should  be  buying  in  share; 

just  when  you  should  be — that  is 
whenever  they  are  available  for  les: 
than  their  intrinsic  value,  given  pres 
ent  and  future  earnings  prospects.  It  i; 
hard  to  know  a  share's  true  worth.  Bu 
it  is  naive  to  think  that  all  buyback: 
are  winners. 

Today's  choppy  markets  hav< 
given  companies  more  opportunitie: 
to  find  their  stocks  at  bargain  prices 
Through  October  1,262  companie: 
have  announced  buybacks  valued  a 
$427  billion,  up  from  1,050  and  $1L 
billion  for  the  same  period  in  1999 
according  to  Thomson  Financial  Se 
curities  Data. 

Oracle  is  a  buyback  winner.  Th< 
softwaremaker  began  a  program  ir 
1992  to  repurchase  shares  and  ha 
been  at  it  every  quarter  since.  As  o 
Aug.  31  the  company  had  repurchasec 
a  split-adjusted  986  million  shares  fo 
$9.7  billion,  or  an  average  $10  each 
Recent  price:  $28. 

How  much  worse  off  would  th< 
shareholders  be  today  if  Oracle  hac 
not  bought  in  the  shares?  Puttinj 
aside  the  interest  that  Oracle  coul< 
have  earned  by  leaving  $9.7  billion  ii 
the  bank,  the  company  without  th< 
buybacks  would  be  worth  $170  billioi 
today  rather  than  its  actual  $160  bil 
lion,  but  that  market  cap  would  havi 
been  spread  among  6.6  billion  share 
rather  than  5.6  billion.  The  stocl 


Buybacks,  Boons  and  Banes 

Stock  buybacks  are  meant  to  enhance  shareholder  value,  but  not  all  of  them  succeed.  Here  are  samplings  from  the  mixed  bag. 


SHARES  OUTSTANDING 

PRICE 

Buybacks 
begin 

At 

start  Recent 
(mil)  (mil) 

At 

start  Recent 

EPS 

latest 

12  mos  Comments 

Adaptec  10/19/98 

114  99 

$10.69  $13.38 

$1.38     Bought  shares  back  near  high,  then  stock  fell. 

Archer-Daniels-Midland  10/19/95 

881  632 

13.03  11.25 

0.47     Moody's  downgrade  partly  due  to  buyback. 

Ford  9/14/00 

2,136  1,649 

25.88  25.06 

3.19     Moody's  downgrades. 

Toys  H"  Us  3/20/00 

240  218 

13.50  16.44 

1.98     Moody's  downgrades  twice  in  3  years  partly  because  of  repurchase. 

DuPont                     7  26/00 

1.054  1.048 

44.95  42.69 

2.81     Buyback  paid  for  out  of  ample  cash. 

EliUlty  3/23/00 

1,106  1,098 

64.38  90.50 

2.56     Cash-rich  pharma  puts  it  to  good  use. 

Weyerhaeuser  6/12/00 

235  221 

46.25  42.88 

3.60     Cheap  stock  can  only  be  helped  by  repurchase. 

EPS  and  shares  outstanding  are  split-adjusted  and  fully  diluted.  Shares  outstanding  represent  average  for  quarter  before  buyback  began  and  most  recent  quarter 
Sources:  FactSet  Research  Systems:  Thomson  Financial  Securities  Data:  company  reports. 
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Color  coordination,  and 
other  adventures  in  supply 
chain  management. 
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Where  supply  meets  demand. 
www.freight.com 
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I'VE  GOT 
A  GOOD 
PORTFOLIO. 

I  THINK." 


FIND  OUT  FOR  SURE. 


GET  A  SECOND  OPINION  WITH  THE  T.  ROWE  PRICE 
INVESTMENT  CHECKUP5". 


_ 

- 


■ 

.  - 


Stocks.  Bonds.  Mutual  funds.  With  so  much  to  choose 
from,  it's  become  more  difficult  to  know  if  you've  made 
the  best  investment  decisions  for  your  long-term  goals. 
That's  why!  Rowe  Price  has  created  the  Investment 
Checkup— the  professional  portfolio  review  designed 
to  give  you  a  better  read  on  where  you  stand. 

Convenient,  comprehensive,  confidential. 

You'll  receive  a  personalized  Portfolio  Analysis  and 
Recommendation  to  help  you  determine  if  your 
portfolio  is  on  track  and  where  it  might  need  to  be 
fine-tuned.  So  don't  just  wonder  about  your  portfolio. 
Call  for  your  Investment  Checkup  Kit  today,  and  find 
out  for  sure  — 


all  for  just  $250. 


1  -  8  00-541-5324 

WWW.TROWEPRICE.COM 


m 
'lit 


T.RoweRlce 


ADVISORY  SERVICES 


Investment  Checkup  is  a  service  of  T.  Rowe  Price  Associates, 
Inc.,  a  federally  registered  investment  adviser.  ICU056774 


would  be  at  $26. 

There's  just  one  fly  in  this  ointment. 
A  big  chunk  of  the  986  million  shares 
went  to  offsetting  employee  option  ex- 
ercises. The  same  is  the  case  at  other  tech 
firms,  where  there  has  been  an  epidemic 
of  buybacks  aimed  at  overcoming  op- 
tion dilution.  Dell,  for  instance,  just  paid 
$521  million  to  repatriate  11.9  million 
shares  and  offset  a  like  amount  granted 
to  staffers.  Robert  Gabele,  director  of  in- 
sider research  at  Thomson  Financial, 
says  that  companies  with  rich  stock 
compensation  plans  also  tend  to  be  big 
repurchasers.  They  are  not  so  much 
concentrating  value  for  shareholders  as 
treading  water. 

Would  IBM  shares  be  worth  more 
today  or  less  if  the  company  had  not  re- 
purchased 50  million  shares  between 
1985  and  1990?  Hard  to  say.  The  stock  is 
now  much  higher.  But  the  same  money 
poured  into  product  development  at 
that  crucial  phase  in  the  growth  of  PCs 

Ratings  downgrades 
are  up  for  companies 
taking  on  debt  to  fund 
stock  buybacks. 

and  PC  networks  might  have  yielded  a 
higher  return. 

Some  companies  play  the  buyback 
game  right.  In  March  drugmaker  Eli 
Lilly  wisely  embarked  on  a  buyback 
that  has  helped  kick  up  the  stock  price 
by  54%,  to  $90.  The  outlay  hasn't 
robbed  Lilly's  research  and  develop- 
ment expenditures:  They're  up  12% 
this  year  through  Sept.  30,  to  $1.5  bil- 
lion. Forest  products  giant  Weyer- 
hae\iser  is  buying  in  its  stock  when  it  is 
limping.  Roaring  along  at  $74  in  Janu- 
ary, it  since  has  slipped  to  $43  amid 
concerns  about  a  housing  slump. 

A  buy-in  makes  sense  when  the 
buyer  has  excess  cash  and  a  depressec 
stock  and  is  not  skimping  on  R&D  oi 
capital  expenditures.  At  other  time: 
you  should  be  skeptical  of  its  pur- 
ported bullish  value. 


ed  to  get  through  supplier  bids  fast?  With  Bid. Com  you  can  run  your  entire  tendering  process  on  the  Web. 
longer  will  you  have  to  meet  every  sales  person  from  Miami  to  Munich,  and  you'll  get  better  bids  at  a  lower  cost. 
I  Bid. Com  is  just  as  helpful  with  your  surplus  inventory  by  enabling  you  to  run  online  auctions  from  your  Website, 
ach  us  at  www.bid.com  or  1-888-287-7467  ext.  277.  Bid. Com  -  You're  buying,  you're  selling,  you're  making  money.  Fast. 


©  2000  Bid. Com  International  Inc.  BID.COM"'  is  a  trademark  of  Bid. Com  International  Inc. 
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Leaky  Faucets 

Dividend  reinvestment 
plans  plow  payouts 
back  into  more  shares. 
The  catch:  no  control 
over  market  timing,  tax 
headaches  and— some- 
times—hefty  fees. 

By  Chana  R.  Schoenberger 

NEED  MORE  FIBER  IN  YOUR  PORT- 
folio?  If  you  own  a  share  of 
Corning,  the  hot  fiberglass 
maker,  you  can  sign  up  for  the  com- 
pany's free  dividend-reinvestment 
plan.  The  payouts  on  each  of  your 
Corning  shares — 72  cents  this  year — 
will  be  automatically  reinvested  in 
more  shares.  You  can  also  add  between 
$10  and  $5,000  each  month  to  buy 
more  shares  directly.  In  neither  case  is 
there  a  broker's  commission  or  other 
fees.  Over  time,  you  could  build  up 
quite  a  holding. 

There's  quite  a  large  reservoir  of 
these  plans,  which  go  by  the  infelicitous 


acronym  DRIPs,  for 
dividend  reinvest- 
ment plans;  1,300 
publicly  traded  com- 
panies offer  them  in  the  U.S.,  includ- 
ing foreign  companies  traded  as 
American'  Depositary  Receipts.  DRIPs 
are  most  often  found  in  industries  that 
have  historically  been  big  dividend 
payers,  like  utilities,  real  estate  invest- 
ment trusts,  automakers  and  oil  pro- 
ducers. But  high-tech  companies — 
that  is,  those  ones  that  pay 
dividends — are  quite  willing  to  spon- 
sor DRIPs,  too.  Like  Intel.  Even  compa- 
nies that  don't  have  payouts,  such  as 
Yahoo,  have  plans  that  allow  investors 
to  buy  stock  directly. 

Before  jumping  in,  however,  look 
closely.  For  starters,  the  plans  can  be 
maddeningly  inflexible.  Most  were  de- 
signed for  small  investors  who  believe 
in  a  company  and  want  to  hang  on 
forever.  Typically  the  plans  have  a  set 
trading  schedule,  buying  shares  each 
week,  month  or  quarter;  your  transac- 
tions receive  whatever  the  block  price  is 
on  the  designated  day.  While  this  helps 
buyers  compound  shares  over  time, 
sellers  can't  get  out  quickly.  Want  to 
unload  your  position?  Too  bad;  you 
may  have  to  wait  until  the  first  of  the 


month.  If  the  stock  is  volatile,  yoi 
could  be  at  a  big  disadvantage. 

Taxes  are  also  problematic.  As  wit! 
all  stocks,  you  owe  income  tax  on  you 
dividends.  When  you  sell  the  positior 
you  have  to  tote  up  all  the  reinvests 
amounts  to  get  your  cost  basis.  N< 
wonder  owners  often  hold  these  posi 


Catching  the  DRIPs 

Don't  be  fooled  into  paying  fees  to  join  a  DRIP.  Plenty  of  big-name  companies  don't  charge  a  cent  for  membership. 


Company 

Industry 

Fees 

Shares  to 
join  DBIP 

Minimum 

cash 
investment 

Maximum 

cash 
investment 

Avon  Products  Inc. 

Cosmetics 

None 

1 

$10 

$5,000/month 

Bank  of  America  Corp. 

Banking 

None 

1 

50 

120,000/year 

Capital  One  Financial  Corp.  Credit  cards 

None 

1 

50 

5,000/month 

Coca-Cola  Co. 

Beverages 

None 

1 

10 

125,000/year 

General  Motors 

Automotive 

None 

1 

25 

Unlimited 

Intel  Corp. 

Computer  chips 

None 

1 

25 

15,000/month 

• 

HHflfll 

Bristol-Myers  Squibb 

Pharmaceuticals 

$4.20  to  $25  for  cash  investments;  4%  to  $5  for  dividends. 

50 

105 

10,025/month 

Chevron 

Oil 

$3  +  $.08  a  share  for  cash  investments; 
5%  to  $2.50  ♦  $.08/share  for  dividends. 

1 

50 

100,000/year 

Compaq  Computer 

Computers 

$5  +  $.04/share  for  cash  investments;  dividends  free. 

1 

50 

10,000/month 

DaimlerChrysler  AG 

Automotive 

$5  +  $.03/share  for  cash  investment; 
5%  to  S3  *  $.03/share  for  dividends. 

1 

50 

350,000/year 

Walt  Disney  Co. 

Entertainment 

$5  ♦  $.03/share  for  cash  investments;  dividends  free. 

10 

100 

250,000/year 

Tribune  Co. 

Media 

^5  ♦  $.10/share  for  cash  investment; 
5%  to  $3  *$.10/share  for  dividends. 

1 

50 

120,000/year 

Source:  The  Moneypaper/D;recf(nvesfirit  >m 
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WOULD  YOU  ASK  CUSTOMERS 
/to  GO  THROUGH  THIS  BEFORE  DOING 
Ik  BUSINESS  WITH  YOU? 


aft 


MOW  A  FEW  WORDS  ABOUT  YOUR  WEB  SITE. 

b  build  rewarding  relationships  with  your  customers,  you  have  to  make  it  easy  for 
hem  to  do  business  with  you.  Today,  that  means  implementing  a  Web  strategy  that 
illows  you  to  interact  with  customers  in  ways  you  never  could  before.  At  SilverStream, 
ve  provide  the  software  and  services  that  help  you  deliver  an  Internet  experience  that 
las  the  breadth,  depth  and  professionalism  your  customers  and  trading  partners 
sxpect.  We're  setting  new  standards  for  building  next-generation  eBusiness  Web  sites, 
sites  with  the  most  advanced  eCRM  technologies  and  B2B  integration  capabilities,  to 
live  you  a  real  competitive  edge  -  now  and  in  the  future.  Are  you  ready  to  take  your 
(Business  to  a  whole  new  level?  www.silverstream.com 


Arc:  you  ready  to  <lo  oBusinoas? ' 


i  2000  SilverStream  Software,  Inc.  SilverStream  is  a  registered  trademark  of  SilverStream  Software.  Inc. 


pes  taking  it  global 

lieht-sneed. 


com 


With  the  Optical  Internet  Lucent 
is  creating,  a  business  knows  no 
boundaries.  We're  building  all-optical 
networks  that  are  four  times  faster 
than  today's-with  the  speed  and  capacity 
to  connect  local  markets  to  global 
markets.  So  businesses  large  and  small 
can  serve  new  customers  anywhere 
in  the  world.  Change  the  way  people 
communicate,  and  you  change  the  way 
they  do  business.  Lucent  Technologies. 
We  make  the  Internet  move  at  light-speed. 

Expect  great  things: 


tions  until  death,  when  the  automatic 
step-up  in  basis  to  market  value  elimi- 
nates this  annoyance. 

Beware  also  of  fees  that  can  be  ab- 
surdly high  for  owners  of  small  stakes. 
Some  200  DRIPs  now  charge  fees  on 
transactions.  AT&T,  for  instance,  charges 
$5  every  time  you  send  in  cash  to  buy 
more  shares,  plus  10%  of  the  reinvested 
dividend  (up  to  $1  per  transaction). 
Yahoo  charges  $5  per  transaction  and  5 
cents  per  share.  Vita  Nelson,  editor  of  the 
Moneypaper  and  Directlnvesting.com,  a 
newsletter  and  associated  Web  site,  has 
been  following  DRIPs  since  1984.  She 
frowns  on  such  fees.  "You  should  not 
have  to  pay  fees  at  all,"  Nelson  says. 

If  you're  still  convinced  that  DRIPs 
are  for  you,  here's  more: 

Most  plans  require  that  new  mem- 
bers already  own  stock  in  the  company, 
often  as  little  as  one  share.  Buy  this 
share  through  a  broker,  but  be  sure  it  is 
registered  in  your  own  name,  not  in  a 
street  name.  The  broker  will  probably 
charge  a  fee  for  the  paper  certificate. 

You  can  buy  into  a  DRIP  through  the 
company's  plan  administrator  (see  table, 
p.  308)  or  through  a  service  like  Temper 
of  the  Times  Communications,  a  Ma- 
maroneck,  N.Y  company  that  charges  a 
flat  $20  to  set  up  a  DRIP  account  with 
most  companies'  programs.  Temper  en- 
rolls you  in  the  program,  charging  a 
commission  of  between  5  cents  and  50 
cents  a  share  to  buy  stock  for  your  DRIP 
account.  Depending  on  your  circum- 
stances, such  a  plan  could  make  sense. 

Some  brokerage  houses,  among 
them  Charles  Schwab,  offer  DRIP-man- 
agement  plans  for  account  holders  who 
also  have  a  minimum  of  $5,000  with 
Schwab.  Schwab's  StockBuilder  plan, 
free  to  brokerage  or  IRA  clients,  allows 
DRIP  transactions  over  the  phone,  in 
person  or  online.  Dividends  are  rein- 
vested for  StockBuilder  clients  the  busi- 
ness day  after  they  are  paid  out.  The 
negative:  It's  a  market  order  (see  story, 
p.  262).  The  positive:  Schwab  will  keep 
track  of  your  cost  basis. 

One  final  caveat:  If  you  hold  DRIPs 
directly,  your  heirs  will  have  a  paper- 
work headache  they  wouldn't  have  had 
with  a  simple  brokerage  account.  F 
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Stock  market 
gyrations  making  you 
queasy?  Maybe  bonds 
or  Treasury  bills  don't 
look  so  bad  now. 

By  Christopher  Helman 

■  T  IS  ACCEPTED  WISDOM  THAT 
Bover  any  long  stretch  (say,  10  or  20 
I  years),  stocks  do  better  than  bonds. 
That  was  indeed  the  case  for  most  of 
the  20th  century.  Will  the  formula  keep 
working?  It  might  not.  Stocks,  at  any 
rate,  are  off  to  a  bad  start  in  this  cen- 
tury: The  S&P  500  is  down  4.9%  so  far, 


Rodriguez's  bond 
savvy  competes 
with,  and 
complements, 
Bill  Gross'. 


while  Treasu 
bonds  have  deli 
ered  a  14%  tol 
return  (accordi 
to  a  Lehman  Brothers  index).  If  y< 
have  been  in  the  habit  of  owning  not 
ing  but  stocks,  look  around.  There  i 
other  places  to  put  your  money. 

The  popular  vote  still  seems  to 
in  favor  of  stocks.  Aggressive  grow 
funds  continue  to  claim  more  th 
half  of  the  net  inflows  into  fum 
Bond  funds  are  losing  investors  ev 
though  bonds  are  the  year's  best  p< 
forming  asset  class. 

Are  bonds'  2000  performana 
temporary  blip?  William  Bernstein 
North  Bend,  Ore.-based  financial  a 
viser  and  author  of  The  Intelligent  I 
vestment  Allocator,  thinks  not.  It  v\ 
be  a  few  years  before  the  S&P  500  i 


00 


easy  to  take  the  lead  when  you  start  with  all  the  advantages. 

and  isn't  just  an  address.  It's  access.  Access  to  a  highly  trained  workforce  -  one  of  the  top  three  in  the '  4fSB&K 
ry  for  Ph.Ds,  college  graduates,  technical  and  professional  workers.  Access  to  world-renowned  research  ifK^f ■ 

ies  like  the  University  of  Maryland,  the  Johns  Hopkins  University,  and  the  National  Institutes    EjjlJlM  

ilth.  Access  to  Washington,  DC,  New  York  City,  and  the  world  via  three  major  airports  and  the  TV  /T  A  ttx/ta  XtTTi 
f  Baltimore.  That's  why  the  businesses  that  created  50,000  new  jobs  last  year  have  chosen  to  1VI A  K  Y I  ,  A  N I  J 
inchor  here.  Then  again,  maybe  they  just  came  here  to  sail  and  play  on  the  Chesapeake  Bav   Z — = — :  '~  ^ — ~T~^  

busmess@work 

3ut  more,  call  1 -888-CH00SE-MD  or  visit  us  at  wwwchoosemaryland.org  |  Parris  N.  Glendening,  Governor  |  Kathleen  Kennedy  Townsend,  Lieutenant  Governor 
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turns  double-digit  gains  again,  he  says, 
and  meanwhile  fixed-income  invest- 
ments will  do  just  fine.  Or  as  he  puts 
the  matter  more  graphically:  "An  in- 
vestor still  overweighted  to  large-cap 
growth  is  somebody  who's  always 
prone  to  buying  the  last  decade's 
hottest  asset  class.  That's  somebody 
who's  always  going  to  get  the  crap 
kicked  out  of  them." 

U.S.  Treasurys  have  done  well  in 
part  because  the  government  is  run- 
ning a  surplus  and  is  shrinking  the 
supply.  It  also  appears  that  the  markets 
anticipate  no  lasting  resurgence  in  in- 
flation, despite  what  has  happened  of 
late  to  oil  prices.  If  the  economy  slows 
and  the  Federal  Reserve  lops  short- 
term  rates  next  year,  prices  of  long- 
term  Treasurys  will  get  another  lift. 

Having  chosen  to  hold  bonds,  your 


funds  have  is  that  they  provide  terrific 
liquidity.  (In  riskier  sectors  the  diver- 
sity of  a  fund  portfolio  is  also  an  ad- 
vantage, but  risk  is  not  an  issue  with 
U.S.  Treasurys.) 

The  table  lists  six  Forbes  Best  Buys 
in  bond  funds,  chosen  primarily  for 
their  low  cost  of  ownership,  with  per- 
formance against  peers  given  a  smaller 
weight.  All  of  our  picks  have  expense 
ratios  below  1%  of  assets  annually. 

The  top  performers  on  our  list  over 
five  years  are  William  Gross'  Fremont 
Bond  Fund  (7.5%  annualized)  and 
Robert  Rodriguez's  First  Pacific  Advi- 
sors New  Income  (6.4%). 

For  two  decades  Rodriguez  and 
Gross  have  been  developing  competing 
(and  complementary)  styles  of  bond 
management.  Gross  excels  in  low-inter- 
est-rate environments  by  making  bets 


Pay  attention  to  the  money  marl 
portion  of  your  net  worth.  You  m 
have  $20,000  sitting  around  in  a  bai 
checking  account  earning  1%.  I 
something  better  with  it.  A  mon 
fund  will  earn  more  like  6%.  Tri 
funds  are  not  federally  insured.  B 
there  are  no  known  cases  of  retail  i 
vestors  losing  capital  in  a  money  fur 
(In  a  few  freak  cases  where  one  h 
stumbled,  the  sponsor  has  stepped 
to  make  up  the  loss.) 

If  you  won't  need  the  money  foi 
while,  you  could  buy  a  U.S.  Treasu 
bill.  Interest  on  a  bill  due  in  a  year 
less  is  not  taxable  until  it  matures 
feature  you  don't  get  with  a  bai 
checking  account.  Also  note  that  U 
Treasury  interest  is  exempt  from  st; 
income  tax. 

If  you  buy  a  fund,  pay  attention 


Shock  Absorbers 

Stowing  a  portion  of  your  assets  in  dependable  funds  like  these  will  soften  the  jolts  of  volatile  equity  markets. 


Performance 

5-year 

Annual 

Minimum 

UP  DOWN 

annualized 

YTD 

Assets 

expenses 

initial 

markets 

Fund 

total  return1 

return 

Oil) 

per  $100 

investment 

A  D 

Vanguard  Intermed-Term  Bond  Index 

6.2% 

8.0% 

$1,514 

$0.20 

$3,000 

B  C 

Vanguard  Total  Bond  Market  Index 

6.4 

7.7 

10,393 

0.20 

3,000 

D  A* 

Harbor  Short  Duration 

5.9 

5.9 

143 

0.28 

2,000 

B  C 

Fidelity  Spartan  Investment  Grade 

6.2 

7.1 

1,794 

0.47 

25.000 

A  C 

Fremont  Bond  Fund 

7.5 

8.5 

201 

0.60 

2.000 

D  A 

FPA  New  Income 

6.4 

7.1 

509 

0.60 

1,500 

'Through  Sept.  30.  Sources.  Forbes;  Upper;  Morningstar. 

next  decision  is  where  to  put  them.  In  a 
taxable  account,  municipals  are  a  com- 
pelling buy  (see  story,  p.  316).  In  a  tax- 
sheltered  account,  Treasurys,  Ginnie 
Maes  and  high-grade  corporates  make 
sense.  If  you  want  the  safety  of  U.S. 
Treasurys  but  are  not  at  all  confident 
that  inflation  is  under  control,  buy  in- 
flation-proof TIPS  (Treasury  Inflation 
Protected  Securities),  which  will  give 
you  a  yield  almost  4%  above  and  be- 
yond whatever  inflation  happens  to  be. 

Next  choice:  between  individual 
bonds  and  a  bond  fund.  With  individ- 
ual issues  you  save  on  management 
fees,  and  you'll  get  your  full  principal 
upon  ma,  ity;  in  (most)  long-term 
bond  funds,  the  maturity  is  always  re- 
ceding into  the  d  stance,  and  there's  no 
certainty  that  you  will  ever  recover 
your  full  principal.  The  big  advantage 


on  longer  maturity  bonds  that  do  well 
then.  Rodriguez  prefers  shorter  maturi- 
ties, which  outperform  when  rates  rise. 
He  also  likes  those  inflation-protected 
TIPS  bonds. 

Another  top  performer  over  five 
years  is  Vanguard  Total  Bond  Market 
Index.  This  one  has  the  virtue  of  the 
lowest  expenses — one-third  the  0.6% 
ratio  both  Gross  and  Rodriguez  post. 

There's  another  important  category 
within  the  fixed-income  sector:  money 
market  investments,  like  Treasury  bills 
and  money  funds.  More  so  even  than 
an  allocation  to  bonds,  putting  money 
into  short-term  paper  will  reduce  the 
volatility  in  your  portfolio.  (Bonds  are 
an  imperfect  diversifier  because  there 
are  times,  such  as  during  spurts  of  in- 
flation, when  bonds  and  stocks  both 
get  slaughtered.) 


fees.  If  you  have  at  least  $50,000  to  i 
vest,  the  best  buy  is  the  Vanguard  Adn 
ral  Money  fund,  with  an  expense  ral 
of  0.15%.  On  a  $100,000  investmei 
the  Vanguard  fund  will  cost  you  $15( 
year  in  fees.  You  might  do  better  havi 
your  bank  pick  up  a  Treasury  bill  if. 
noncompetitive  auction  (typical  ft 
$50),  but  the  bill  is  less  liquid — if  y< 
need  to  sell  it  before  maturity  you  vi 
get  nicked  a  second  time,  possibly  foi 
lot  more  than  $50. 

If  you  don't  want  to  meet  Vangua 
Admiral's  $50,000  minimum,  use  t 
Vanguard  Prime  fund  or  money  fui 
offerings  from  Scudder  or  Strong  I 
vestors.  Another  smart  option  may 
to  keep  the  money  in  a  bank-sponsor 
money  market  fund,  if  the  bank  will  i 
ward  you  with  favorable  rates  on  oth 
bank  services. 
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WILMINGTON 

TRUST 

Recognizing  worth. 


at's  Good 
fhe  Goose 
s  Good 
"he  Goose. 


London 
New  York 
Palm  Beach 
Philadelphia 
Santa  Monica 
Las  Vegas 
Wilmington 


25  Old  Broad  Street,  44.20.787  7.062  7 

520  Madison  Avenue,  212.751.9500 

2000  PGA  Boulevard,  561.630.1  477 

One  Liberty  Place,  61  0.520.1  430 

100  Wilshire  Boulevard,  31  0.899.7000 

3773  Howard  Hughes  Parkway,  702.866.2200 

1100  North  Market  Street,  877.836.9206 


Munis 

If  your  tax  bracket  is 
high  and  your  inflation 
expectations  low,  you 
absolutely  must  own 
some  of  these. 

By  Daniel  Kruger 

LONG-TERM  TAX-EXEMPT  BONDS 
currently  yield  96%  as  much  as  tax- 
able Treasury  bonds  of  the  same  ma- 
turity. For  someone  in  the  top  tax  bracket, 
that's  a  35%  yield  premium  above  Trea- 
surys,  says  Joseph  Deane,  who  runs  SSB 
Citi  Asset  Management's  Managed  Mu- 
nicipals Fund.  Hard  to  beat.  This  is  not 
to  say  that  you  are  guaranteed  to  prosper 
in  tax-exempts.  If  interest  rates  go  up, 
your  principal  value  will  go  down.  A  bum 
bond  might  go  into  default. 

But  just  at  the  moment,  Deane's  cus- 
tomers aren't  complaining.  The  fund  has 
returned  10.6%  through  October  this 
year,  a  period  when  S&P  500  index  hinds 
were  off  1.8%.  You  would  have  done  al- 
most as  well  in  other  long-term  munici- 
pal hinds  (see  table).  The  main  drawback 
to  Deane's  fund:  In  order  to  avoid  the 
sales  load,  which  runs  as  high  as  4%,  you 
have  to  put  in  $500,000. 

What  about  credit  risk?  Standard  & 
Poor's  says  the  overall  credit  quality  of 
the  state  and  local  governments  that 
issue  bonds  has  improved  for  20  con- 
secutive quarters.  Upgrades  are  outpac- 
ing downgrades  by  a  three-to-one  mar- 


gin so  far  this  year. 

One  success  story: 
New  York  City,  one  of 
the  largest  borrowers  in 
the  municipal  market. 
Five  years  ago  S&P 
downgraded  the  city's 
bonds  to  BBB+,  citing 
budget  problems.  City 
bonds  yielded  a  full  per- 
centage point  more  than 
the  highest-grade  munis 
of  similar  maturity.  But 
the  Wall  Street  boom 
has  poured  money  into 
the  tax  collector's  coffer 
and  S&P  rates  the  city  an 
A  now.  The  yield  on  city 
bonds  has  narrowed  to 
15  basis  points  (that  is, 
0. 15%)  above  the  yield  on  triple- A  bonds. 

An  improving  economic  position  of 
local  governments  does  two  things  to 
help  bondholders.  First,  it  makes  a  de- 
fault less  likely.  Then,  it  reduces  the 
amount  the  government  has  to  borrow, 
creating  a  scarcity  of  debt.  Deane  esti- 
mates that  municipal  issuers  will  float 
$160  billion  in  bonds  next  year,  down  sig- 
nificantly from  the  $300  billion  borrowed 
in  1998.  Subtract  the  quantity  of  munic- 
ipal debt  maturing  or  getting  called  in 
2001,  and  we  could  see  the  total  of  tax- 
exempt  debt  outstanding  (now  $1.4  tril- 
lion) falling  a  bit  next  year. 

By  the  same  token,  a  weak  economy 
would  hurt  muni  bonds  two  ways:  De- 
faults would  be  more  of  a  threat,  and  the 
supply  would  probably  go  up. 

Once  you  have  decided  to  jump  in, 
you  need  to  make  three  choices: 


Fixed-Income  Performance,  Minimal  Costs 

Strong  track  records  and  low  fees  make  these  municipal  bond  funds  good  investment  candidates. 


Performance 

5-year 

Assets 

Annual 

Minimum 

UP  DOWN 

annualized 

SEC 

9/30/00 

expenses 

initial 

markets 

Fund/800  number 

total  return 

yield 

(Smil) 

per  $100  investment 

B  B 

Vanguard  High  Yield  Tax-Exempt/835  1510 

5.4% 

5.5% 

$2,989 

$0.18 

$3,000 

A  D 

Vanguard  Insured  Long-Term  Tax-Ex/835-1510  5.6 

5.0 

2,268 

0.19 

3,000 

B  C 

USAATax-Exempt-Long-Term/382-8722 

5.3 

5.5 

1,950 

0.36 

3.000 

A*  D 

Dreyfus  Basic  Muni  Bond/782-6620 

5.9 

5.3 

222 

0.45 

10,000 

B  C 

T  Rowe  Price  T-F  Income/638  5660 

5.2 

4.9 

1,341 

0.55 

2,500 

A*  F 

Safeco  Municipal  Bond/624-5711 

5.5 

5.2 

475 

0.60 

2,500 

A  D 

SteinRoe  Managed  Municipals/338-2550 

5.1 

NA 

455 

0.69 

2,500 

C  C 

T  Rowe  Price  T-F  High  Yield/638-5660 

4.8 

5.5 

1,079 

0.71 

2,500 

C  C 

Strong  High  Yield  Muni  Bond-lnv  '368-3863 

4.1 

6.5 

435 

0.70 

2.500 

Performance  through  Oct.  31  Sources:  Forbes;  Upper  Inc. 


Purchase  bonds  or  a  fund?  No-lo 
funds  have  liquidity  you  can't  beat.  Ta 
that  option  unless  you  have  more  th 
$1  million  to  invest  and  a  lot  of  time 
study  offering  statements. 

Revenue  bonds  or  general  obligati< 
bonds?  The  GOs,  backed  by  the  full  fai 
and  credit  of  some  group  of  taxpaye 
are  almost  always  safer.  Revenue  bon< 
supported  by  the  revenue  from  sor 
project  (like  a  sewage  plant),  are  for  pe 
pie  who  can  spend  a  lot  of  time  r 
searching  them.  They  range  from  hi; 
quality  to  rubbish. 

Go  for  a  home-state  portfolio  01 
national  one?  This  depends  on  yo 
state  tax  bracket  and  whether  your  st£ 
exempts  from  tax  home-state  muni  i 
terest  (most  states  do).  An  all-local  poi 
folio  usually  has  a  tax  advantage,  but 
course  increases  your  risk:  You  have 
lot  of  your  wealth  tied 
the  prosperity  of  one  pi 
of  the  country. 

For  your  national  po: 
folio  Douglas  Gaylor 
Dreyfus  recommends  ge 
eral  obligations  frc 
small  states  with  hi 
income-tax  rates  li 
Delaware,  Connecticut  a 
Maryland.  These  bonds  i 
tain  their  value  becav. 
they  are  always  in  demar 
he  says. 
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ingenuity 


2 


develop  software  for  the  intelligence  create  e-marketplaces  for  the  resourceful.We  apply  our  own  ingenuity  to 
mious  companies  to  make  them  faster,  smarter  and  exponentially  more  valuable.  So  far,  we've  created  more  than 
billion  in  value  for  over  950  companies  worldwide.  Want  some?  Contact  us  at  www.i2.com  or  1-877-926-9286. 


Powering  the  Bottom  Line." 


I  South-of- 
the-Border 
Buys 

The  Mexican  economy 
is  the  heartiest  it  has 
been  in  years,  but  the 
country's  bolsa  sags. 
Time  to  invest? 

By  Kerry  A.  Dolan 

IT  HAS  BEEN  A  BANNER  YEAR  IN 
Mexico.  After  seven  decades  of  rule 
by  the  dominant  political  party,  in 
July  the  country  peacefully  elected  as 
president  opposition  candidate  Vi- 
cente Fox  (see  p.  110).  On  the  eco- 
nomic front,  weakness  from  the  fi- 
nancial crisis  following  the  late- 1994 
peso  devaluation  and  the  relative  hic- 
cup from  the  1998  Asian  crisis  are 
now  distant  memories.  Forecasts  this 
year  are  for  real  GDP  growth  of  7%, 
single-digit  inflation  and  continued 
increases  in  real  wages. 

Despite  all  the  good  news  the 
Mexican  stock  index  is  off  nearly  15% 
so  far  this  year.  Blame  the  U.S.  mar- 
ket for  some  of  the  fall.  After  rallying 
along  with  U.S.  technology  stocks  in 
the  first  quarter,  the  Mexican  index 
fell  with  the  tech  sector  in  the  U.S. 
(Why  the  sympathetic  move?  Perhaps 
because  both  markets  are  perceived  as 
speculative.)  Mexican  stocks  have  also 
been  weighed  down  by  political  un- 
certainty, if  only  because  it  has  been 
so  long  since  an  opposition  candidate 
led  the  country.  In  addition,  while 
high  oil  prices  have  fattened  the  Mex- 
ican government's  coffers,  they  also 
have  raised  the  risk  of  a  slowdown  in 
the  U.S.,  the  biggest  customer  of  Mex- 
ican exporters.  A  stronger  peso  has  al- 
ready reduced  their  margins. 

But  Jose  Luis  Ciomez  Pimienta  is 
optimistic.  The  60-year-old  manager 


Armed  with  opportunities: 
Mexico  Fund  manager  Jose 
Luis  Gomez  likes  home  turf. 


Blame  the  American  market  for  some  of  the  drop 
in  Mexican  stocks.  They  fell  with  the  tech  sector 
in  the  U.S.,  a  reflection  of  their  perceived  risk. 
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YOUR  NEST  EGG.  YOU'VE  MANAGED  IT  WELL. 


NOW  WHAT? 


FIND  OUT  WITH  THE  T.  ROWE  PRICE 
RETIREMENT  INCOME  MANAGER™. 

It's  one  thing  to  build  your  retirement  nest  egg. 
Actually  living  off  it,  though,  is  quite  a  different 
matter.  That's  why  T.  Rowe  Price  has  developed 
a  powerful  and  acclaimed  planning  service  for 
investors  nearing  or  in  retirement. 

"the  best  advice  ARouno:'-Business  Week* 

Using  advanced  computer  technology,  the 
Retirement  Income  Manager  helps  you  plan  an 
income  stream  you  can  rely  on  over  the  long  term. 
Based  on  your  goals,  we'll  prepare  a  window  into 
what  the  future  may  bring,  a  window  that  reveals 
your  specific  financial  situation  and  helps  you  see 
how  your  income  will  hold  up  against  the  rigors  of 
inflation  and  changing  markets. 

"up  to  the  complexities  of  the  task."  -Barron's 

With  this  comprehensive  service,  we'll  also 
prepare  alternate  allocation  and  withdrawal 
strategies  so  you  can  compare  their  likelihood 
for  success  in  various  market  conditions. 

"an  intriguing  service."—  Mutual  Funds  Magazine 

In  short,  we'll  give  you  an  intriguing,  personalized 
recommendation  backed  by  our  highly  trained 
retirement  planning  team— all  for  a  one-time 
fee  of  just  $500.  So  call  for  your  free  information 
kit  today,  and  learn  more  about  the  Retirement 
Income  Manager— planning  to  last  a  lifetime. 


Request  your  free 
information  kit  today. 

1-800-517-7437 

www.troweprice.com 


T.RoweRice  Vk 

ADVISORY  SERVICES 


I 


new  internet.  It's  more  than  mobile.  It's  personalize 


of  the  closed-end  Mexico  Fund  has 
witnessed  some  extreme  ups  and 
downs  in  the  20  years  he  has  run  the 
fund,  which  now  tops  $1  billion  in  as- 
sets. The  portfolio's  net  asset  value  has 
declined  1 7%  this  year,  while  Gomez's 
market  discount  to  NAV  has  slightly 
narrowed  to  a  recent  25%.  Like  many 
country  funds,  this  one  has  been  on  a 
roller-coaster  ride  since  its  inception 
in  1981,  but  over  the  long  haul  it  has 
rewarded  its  believers.  For  the  ten 
years  to  Sept.  30  its  portfolio  has  av- 
eraged a  10.4%  annual  return.  That's 
after  expenses,  currently  1%  of  assets 
annually. 


come  (earnings  before  depreciation,  in- 
terest and  taxes).  The  comparable  en- 
terprise ratio  for  AT&T  is  13.7.  Telmex's 
planned  late-November  spinoff  of  its 
wireless  and  international  unit,  America 
Movil,  should  unlock  more  value  in  the 
stock,  says  Alberto  Osorio,  an  assistant 
portfolio  manager  at  the  Mexico  Fund. 
America  Movil  has  about  70%  of  the 
cellular  market  in  Mexico,  and  its  inter- 
national operations  in  Central  and 
South  America  have  lots  of  growth  po- 
tential. Meantime,  Telmex's  data  trans- 
mission business,  which  will  remain 
with  the  parent  company,  is  expanding 
49%  a  year. 


With  an  eye  on  still  respectable  growth  next 
year,  Gomez  focuses  on  stocks  benefiting  from 
domestic  consumption  and  new  technology. 


With  an  eye  on  weaker  though 
still  respectable  estimated  Mexican 
growth  of  4.5%  next  year,  Gomez  is 
focusing  on  stocks  that  are  benefiting 
from  the  strength  in  domestic  con- 
sumption, as  well  as  the  adoption  of 
new  technology. 

His  largest  holding  is  the  country's 
dominant  phone  company,  Telefonos 
de  Mexico,  known  as  Telmex.  The  stock 
has  fallen  30%  since  March  and  cur- 
rently trades  on  the  New  York  Stock  Ex- 
change at  $51.  That  gives  it  an  enter- 
prise value  ( market  value  of  equity,  plus 
debt,  minus  cash)  of  $34.3  billion, 
which  is  7  times  trailing  operating  in- 


Another  Mexico  Fund  favorite  is 
Wal-Mart  de  Mexico,  the  country's 
largest  retailer.  Its  double-digit  growth 
in  sales  and  operating  income,  says 
Osorio,  makes  it  worth  a  steep  price. 
Its  enterprise  ratio  is  19,  just  below  the 
number  for  the  U.S.  Wal-Mart  Stores. 
Formerly  known  as  Cifra,  Walmex  has 
been  controlled  by  Wal-Mart  since 
September  1997.  It  has  $800  million 
in  cash  with  no  debt  and  is  beginning 
to  profit  from  a  big  expansion  begun 
eight  years  ago.  It  should  continue  to 
benefit  from  the  increase  in  private 
consumption. 


Mexican  brewer  Grupo  Model 
whose  domestic  market  share 
growing.  Its  Corona  beer  is  the  nun 
ber  one  imported  beer  in  the  U. 
Modelo's  exports  continue  to  gro 
about  20%  annually. 

If  you're  concerned  about  Mex 
can  currency  risk,  one  stock  th 
could  mitigate  it  is  Cemex.  Tl 
world's  third-largest  and  most  pre 
itable  cement  producer  gets  51% 
its  revenue  outside  Mexico,  throuj 
its  operations  on  five  continents, 
has  just  completed  a  S2.8  billion  te; 
der  offer  for  Southdown,  the  secon* 
largest  cement  firm  in  the  U.S.  Th 
reduces  Cemex's  dependence  on  o 
erations  in  developing  countries.  \ 
the  company  is  truly  inexpensive.  1 
NYSE-listed  American  Deposita 
Receipts  trade  at  6.6  times  trailii 
earnings. 

If  you  own  Mexican  stock 
should  you  hedge  your  peso  exp> 
sure?  The  Mexico  Fund  doesn't.  "Tl 
instruments  that  allow  you  to  cov 
your  exposure  in  pesos  are  so  expe 
sive  that,  at  the  end  of  the  day,  th 
may  neutralize  your  capital  gain 
says  Gomez. 

If  the  new  president,  Vicente  Fc 
can  improve  the  environment  f 
business  in  Mexico,  reduce  corru 
tion  and  inflation  while  getting  t. 
economy  to  achieve  a  7%  grow 
rate,  Mexican  stocks  that  are  boug 
now  will  look  cheap  in  hindsight. 

That,  in  turn,  will  make  Gomi 
and  crew  look  smart.  The  table  li: 
some  of  their  fund's  holdings. 


Also  helped  by  consumption  is 

Betting  on  Bits  and  Mexican  Consumers 

Gomez  figures  these  U.S. -traded  stocks  held  by  the  Mexico  Fund  should  do  well  so  long  as  Mexico's  economy  remains  healthy 
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PRICE 

E 

PS 

Market 

52-week 

YTD 

2000 

P/E 

value 

Company/business 

Recent 

high 

low 

return 

1999 

estimate 

2000 

(M 

MM  Bancemer/financial  services 

$12.12 

$13.50 

$5.75 

45.1% 

$1.17 

$0.73 

16.6 

$3,535 

Cars*  Glahal  Tetecaa/telecommunications 

4.49 

7.60 

3.63 

-4.3 

0.23 

0.70 

6.4 

8,533 

Cemex/cement  &  aggregates 

20.25 

28.75 

19.50 

-27.4 

3.53 

3.89 

5.2 

5,528 

Fa  neat*  Ecdaaarica  Mexicaaa/beverage  distribution 

36.63 

54.63 

31.00 

-17.7 

2.89 

2.36 

15.5 

24,609 

Grape  Televisa/media  &  publishing 

50.19 

87.00 

42.31 

-26.5 

0.25 

1.04 

48.3 

23,479 

sGrttriy-Ctark  de  Mencc/paper  products 

12.38 

20.05 

10.97 

-36.6 

1.15 

1.19 

10.4 

1,546 

:  ffanes  de  Mexice/telecom  services 

50.63 

78.00 

41.69 

-9.6 

3.55 

3.61 

14.0 

38,681 

■  -*deMe-.ico  'retail 

22.50 

28.13 

16.88 

12.3 

0.80 

0.76 

29.6 

9,524 

Hairica  Faad/closed-end  mutual  fund 

15.06 

19.25 

12.38 

-13.3 

Note:  AH  information  is  for  the  company's  ADR  and  in  U.S.  dollars.    Sources:  Market  Guide  and  IBES  International  via  FactSet  Research  Systems;  company  reports. 
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Make  sure  to  ask  for 
Priority  Mail®  whenever 
you  shop  online.  Because 
you  have  better  things  to 
do  with  your  money  than 
overpay  for  shipping. 


1  UNITED STATES 
POSTAL  SERVICE® 


An  equal  opportunity  employer 
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The  Sudden-Wealth  Effect 


Does  household  net  worth  grow  to  the  sky?  Probably  not. 

By  Peter  Brimelow 

ECONOMISTS  DIFFER  ON  WHETHER,  AND  HOW' MUCH,  AN  INCREASE  IN  ASSET  VALUES 
can  spill  over  to  fuel  economic  growth — or  a  decline  stall  the  economy.  Our  chart 
below  makes  four  points: 

►  The  1994  to  1999  run-up  in  household  asset  values  (inflation-adjusted)  was  the  most 
extraordinary  in  the  nearly  five  decades  for  which  data  exist — averaging  8.5%  annu- 
ally, versus  3.2%  annually  between  1954  and  1994. 

►  The  run-up  is  (temporarily?)  over.  Real  household  assets  will  be  down  perhaps 
1%  at  the  end  of  2000.  This  will  be  one  of  the  very  few  years  (only  five  since  1954) 
in  which  household  assets  have  declined.  And  it's  an  abrupt  change  from  the  pre- 
vious five-year  frenzy. 

►  Financial  instruments — stocks,  bonds,  etc. — have  expanded  from  30%  of 
total  household  assets  in  1954  to  54%  in  1999.  The  largest  increase  is  in  pen- 
sion-fund reserves,  a  category  that  includes  classic  pension  plans  as  well  as  the 
recent  40l(k)-type  deferred-tax  schemes.  Financial  instruments  can  be 
volatile — asset  value  declines  of  20%  to  30%  have  occurred  in  several  indi- 
vidual years.  It  just  hasn't  happened  recently. 

►  Household  leverage  has  increased.  The  ratio  of  debt  to  assets  was 
8.2%  in  1954  and  reached  14.4%  in  mid-2000.  The  sheer  pace 
of  capital  gains  has  probably  helped  hold  down  the  debt 
proportion.  But  leverage  is  heavily  concentrated:  Real  es- 
tate leverage  has  risen  from  18.3%  in  1954  to  40.4% 
in  mid-2000. 

The  wealth  effect  may  have  fueled  the 
boom.  And  it  could  be  vulnerable.  F 


Household  assets 

(trillions  of  constant  2000$) 


Research:  EDWIN  S.  RUBENSTEIN,  research  director,  Hudson 
Institute,  Indianapolis,  edwinr@hudson.org. 
Graphics:  DAVID  LADA 

Note:  Financial  assets  (liquid)  include  stocks,  mutual 
funds.  U.S.  government  securities  and  other  credit 
market  instruments.  Financial  assets  (illiquid) 
include  assets  held  in  40l(k)  plans,  life 
insurance  policies  and  personal  trusts.  Cash 
deposits  include  checking  accounts, 
savings  accounts  and  money  market 
funds.  Estimate  for  2000  assumes  no 
change  from  2Q  level.  Source:  Federal 
Reserve.  Flow  of  Funds  Accounts. 
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Beautiful,  huh?  That's  seamless  integration. 
(And  the  butterflies  are  pretty,  too.) 


What's  really  pretty,  though,  is  what  we've  done  globally  for  1350  customers, 
including  Nike,  Barnes&Noble.com  and  PETsMART.  Our  products  let  them 
handle  a  record-setting  10  billion  transactions  in  one  day  and  integrate  thousands  of  disparate 
platforms.  We've  won  Product  of  the  Year  from  eAI  Journal  and  partnered  with  the  top  three 
independent  systems  integrators.  Want  to  give  your  business  wings?  Call  SeeBeyond 
at  1-877-676-2877,  or  go  to  seebeyond.com.  NASDAQ:  SBYN 


SeeBeyond 


NEW  YORK  TOKYO  FRANKFURT  LONDON  SINGAPORE 


The  $1,000  Hot  Dog 


Christopher  Davis 
learned  value  investing 
from  an  expert— a 
penny-pincher. 

By  Mary  Beth  Grover 

CHRISTOPHER  DAVIS'  GRANDFAther 
Shelby  Cullom  Davis  had  $850 
million  in  his  pockets  when  he 
died,  but  the  younger  Davis  couldn't 
even  squeeze  a  dollar  out  of  him. 

Christopher  recalls  working  sum- 
mers as  a  teenager  at  the  elder  Davis' 
insurance  brokerage  firm.  The  pair 
were  coming  back  from  a  meeting  of 
the  New  York  Society  of  Insurance  An- 
alysts, and  it  was  lunchtime.  He  had 
forgotten  his  wallet  and  asked  his 
grandfather  for  a  dollar  to  buy  a  hot 
dog  from  a  street  vendor.  The  elder 
Davis  replied,  "Do  you  realize  that  if 
you  took  that  dollar  and  invested  it  at 


15%,  when  you're  my  age  that  dollar 
would  be  worth  $1,000?" 

"I  learned  three  lessons  from  that," 
says  Christopher  Davis.  "The  power  of 
compound  interest,  the  importance  of 
not  overpaying  and  not  to  forget  my 
wallet." 

These  days  Christopher  and  his 
family  manage  $36  billion.  Close  to 
$2  billion  of  that  is  their  own.  Christo- 
pher, 35,  runs  the  family's  two  flagship 
funds — the  $20  billion  Davis  New  York 
Venture  fund  and  the  $5  billion  Se- 
lected American  Shares  fund.  The 
funds  are  run  nearly  identically,  but  Se- 
lected American  Shares,  because  it  is 
the  no-load  fund  of  the  two,  is  a  Forbes 
Best  Buy. 

Christopher  has  big  shoes  to  fill. 
In  addition  to  his  grandfather,  there's 
his  famous  father,  Shelby  M.C.  Davis. 
Shelby,  now  63,  founded  the  firm  in 
1969  and  is  one  of  the  few  fund  man- 
agers to  beat  the  market  over  long  pe- 


riods of  time.  F 
turned  the  manage 
ment  of  the  fun< 
over  to  Chris  thr< 
years  ago,  but  1 
still  remains  on  ; 
an  adviser. 

So  far  Chris 
holding  his  ow: 
Aided  by  comanag 
Kenneth  C.  Feii 
berg,  he  has  steen 
Selected  America 
Shares  to  an  averaj 
annual  return  < 
16.6%  over  the  pa 
three  years.  That 
three  percentaj 
points  above  tl 
fund's  competito 
and  just  one  poii 
behind  the  marke 
That's  certainly  n 
small  feat  for  a  pi 
riod  when  the  largi 
cap  value  stocks  th 
Chris  favors  ha> 
been  out  of  vogue. 

Chris,  like  his  father  and  grandf 
ther  before  him,  is  an  old-fashione 
buy-and-hold  investor.  Turnover  rui 
just  20%.  Companies  like  American  h 
ternational  Group,  American  Expre 
and  Citigroup  have  been  in  the  fun 
for  years. 

Davis  loves  to  grab  growth  con 
panies  after  they  get  derailed  and  1 
can  pick  them  up  cheaply.  "We're  i 
the  business  of  headline  risk,"  he  say 
He  began  buying  Tyco  Internationa 
for  example,  last  November  after  i 
accounting  came  under  attack.  F 
bought  American  Home  Produc 
after  the  fen-phen  diet  pill  disaste 
He  has  ridden  Tyco  from  $34  t 
$54.25  and  American  Home  from  $4 
to  $59. 

Davis  may  not  be  as  cheap  as  h 
granddad,  but  he  will  wait  years  if  t 
has  to  in  order  to  get  the  price  that  r 
wants.  He  watched  warehouse-retaik 
Costco  for  three  years  before  it  final 
came  down  to  $29  last  May.  Overnigt 
the  stock  fell  36%  after  the  compan 
announced  it  was  opening  more  ne 
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The  average  investor  loses  2  72  percentage  points  of  return  each  year 
That's  a  lot  of  water  over  the  bow. 


erformance  is  not  just  about  what  you  make.  It's  about  what  you  keep.  To  increase  after- 
•eturns,  Vanguard  pioneered  the  first  series  of  Tax-Managed  Funds  in  1994,  and  today 
,ffer  five — three  U.S.  stock  market  funds,  one  balanced,  and  one  international.  All  use 
iciplined  investment  strategy  to  minimize  the  impact  of  taxes.  Shouldn't  you  get  on  THEVan<ZUardGROUP 
d?  Call  1-800-523-0649. 

www.vanguard.com 

the  past  ten  years,  taxes  on  income  dividends  and  capital  gains  distributions  reduced  the  pretax  total  return  of  the  average  U  S  stock  fund  bv 
2  5  percent.  For  more  complete  information  about  Vanguard  funds  including  risks,  charges,  and  expenses,  call  for  a  prospectus  Read  it  care- 
efore  you  invest  or  send  money.  ©  2000  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation  Distributor 
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stores  than  planned  and  was  feeling  the 
impact  of  its  switch  in  credit  card  ven- 
dors from  Discover  to  the  more  expen- 
sive American  Express. 

Davis,  unlike  Wall  Street,  saw 
growth  in  the  announcement.  "Ameri- 
can Express  cardholders  spend  twice  as 
much  as  Discover  cardholders."  He 
snagged  15  million  shares  at  18  times 
his  estimate  of  next  year's  earnings. 

Davis  recently  took  advantage  of 
another  Wall  Street  jitter  to  add  to  his 
position  in  Providian  Financial,  a  con- 
troversial issuer  of  credit  cards  (FORBES, 
July  5,  1999).  In  late  October  Providian 
dropped  10%  after  an  analyst  issued  a 
report  noting  that  U.S.  bankruptcy  fil- 
ings went  up  3%  in  September.  Davis 
checked  the  analyst's  math.  It  turned 
out  that  bankruptcy  filings  had  de- 
creased in  September. 

"We're  in  the 
business  of 
headline  risk." 

Davis  recently  added  to  his  posi- 
tion in  Philip  Morris.  Davis  likes  the 
company's  plan  to  sell  off  part  of  Kraft 
in  the  first  quarter  of  next  year.  Factor 
in  the  value  of  the  company's  Kraft 
holding,  Davis  says,  and  you're  getting 
the  tobacco  business,  a  business  that 
grows  at  10%  a  year  globally,  for  just 
three  times  earnings.  An  eventual 
spinoff  of  Kraft  would  (probably)  pro- 
tect the  food  profits  from  the  tobacco 
plaintiffs. 

Another  stock  Davis  has  been  buy- 
ing is  Sealed  Air,  a  purveyor  of  bub- 
ble wrap.  He  likes  the  fact  that  the 
company's  maintenance-capital  ex- 
penditures, at  11%  of  operating  in- 
come, run  less  than  a  third  that  of 
similar  companies.  He  expects  gross 
margins  to  improve  two  percentage 
points  as  a  result  of  the  company's  re- 
cent acquisition  of  Cryovac,  a  food 
packaging  company. 

As  the  markel  continues  to  cool  off, 
value  investors  like  Davis  should  con- 
tinue to  prosper.  F 


Trust  Me 

It  would  be  great 
to  consolidate  all  your 
finances  electroni- 
cally—if you  didn't 
have  to  worry  about 
hackers. 

By  Peter  Kafka 

FOR  THOSE  OF  YOU  YET  TO  BE  SE- 
duced  by  the  charms  of  Quicken 
and  Microsoft  Money,  the  per- 
sonal finance  programs  are  offering 
yet  another  feature  to  win  you  over: 
online  access  to  your  data. 

Using  Quicken.com  or  MSN  Mon- 
eycentral,  trusting  customers  can  up- 
load nearly  every  element  of  their  fi- 
nances, including  bank  and  credit 
card  account  data 
and  bill  payment 
schedules,  to  the 
Web.  Other  Web 
sites  also  offer  "ac- 
count  aggrega- 
tion" services,  but 
without  the  detail 
and  flexibility  of 
these  two  software 
packages,  like  the 
ability  to  break 
down  stock  and 
mutual  fund  hold- 
ings into  individ- 
ual lots. 

Once  there,  the 
data  will  be  auto- 
matically updated; 

when  you  log  back  on  from  your 
computer,  the  revised  numbers  can 
be  synchronized  to  your  hard  drive. 
It's  a  powerful  tool  for  frequent  trav- 
elers or  for  investors  with  lots  of 
holdings  to  track. 

But  loading  your  financial  life 
online  requires  a  leap  of  faith.  Can 
Intuit  and  Microsoft  keep  the  infor- 
mation safe?  And  while  both  com- 
panies say  that  customer  data  has 


never  been  breached,  Microsoft  hi 
a  hard  time  keeping  its  own  secrei 
from  hackers.  And  the  more  infoi 
mation  you  store  at  one  site,  th 
more  risk  you're  creating. 

"When  you're  aggregating  yoi 
personal  information,  you're  ir 
creasing  the  chance  that  a  single  a 
tack  can  compromise  all  that  infoi 
mation,"  points  out  Mark  D.  Rascl 
a  vice  president  at  security  consu 
tant  Global  Integrity. 

There  are  other  privacy  issue 
Unlike  some  other  online  financ 
sites,  both  Intuit  and  Microso 
promise  not  to  pitch  financial  proc 
ucts  based  on  customers'  data,  not  1 
provide  online  advertisers  with  cu 
tomers'  personal  information  and  n< 
to  rent  or  sell  their  user  lists  to  othe: 
(though  Intuit  did  rent  its  Quicke 
user  lists  until  this  summer). 

But  even  well-intentioned  We 
site  operators  can  slip  up.  La: 
spring  a  computer  security  gadfl 


uncovered  a  quirk  on  the  Quicke 
site  that  inadvertently  sent  data  er 
tered  into  pop-up  mortgage  calci 
lators  to  the  DoubleClick  adverti; 
ing  outfit.  Several  other  sites  als 
had  the  same  leak,  and  Intu 
quickly  patched  it.  The  Internet 
still  a  work  in  progress;  yo 
might  want  to  wait  for  the  dust  t 
settle  before  handing  over  your  f 
nancial  life.  I 
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Adapt  with  more 
intelligence. 


TMicroelectronics  is  the  world  leader  in  secure  Smartcard  technology, 
martcards,,,  they're  so  adaptable  they  could  put  a  chameleon  to  shame, 

'  ingle-function  Smartcards  are  already  replacing  traditional  bankcards  and 
transportation  passes.  And  new  Smartcard  technology  would  let  a  single  multi-function 
,  card  replace  all  your  credit  cards,  phone  cards,  ID  cards,  etc.  Even  start  your  car. 
And  the  card  would  be  continually  updated,  wirelessly  and  securely. 

S7~now  makes  the  chips  for  about  half  the  world's  Smartcards.  And  we've  committed  the 
resources  to  maintain  this  leadership. 


57 

We  put  more  intelligence  into  everything, 

STMicroelectronics  (formerly  SGS -THOMSON)  •  www.st.com  •  A  world  leader  in  semiconductors  for  consumer  products, 
emotive,  telecommunications,  computer  peripherals,  industrial  automation  and  control  systems  •  For  opportunities:  http://jobs.st.com 

STMicroelectronics 


fjj>  Limited  Intelligence 

S    These  are  the  four  smart  credit  cards  available  to  consumers.  For  now  they  are  useful  only  for  online  transactions. 


American  Express  Blue  card 

none 

10.99%' 

$100,000 

free2 

Cardholder  earns  "BlueLoot"  points 

none 

www.americanexpress.com/blue 

for  every  dollar  charged,  which  can  be  redeemed 
for  merchandise. 

First  USA  Smart  Visa 

none 

15.43 

100.000 

free' 

Cash  rebate  of  5%  from  select  online  merchants, 

none 

www.firstusa.com 

including  Amazon,  Dean-Deluca  and  Etoys. 

Fleet  Fusion  Visa 

none 

11.991 

50.000 

free5 

Preloaded  with  the  capability  to  download 

none 

www.fusioncard.com 

online  coupons  and  electronic  tickets. 

Providian  Smart  Visa 

none 

12.996 

25,000 

free7 

A  clear  plastic  card,  tinted  with  a  patent-pending 

none 

www.mysmartvisa.com 


green,  translucent  ink  (the  same  reflective  material 
used  in  the  military's  Stealth  program). 


'0%  introductory  APR  for  first  six  months.  Additional  readers  cost  $25.  Cardholder  may  qualify  for  1.9%  APR  for  six  months  if  a  balance  is  transferred;  afler  that,  rate  is  prime  plu 
5.9%.  'Additional  readers  cost  $23.95,  including  shipping.  5For  first  100.000  who  sign  up  60%  APR  until  March  2001  'For  first  50.000  who  sign  up.  thereafter  costs  $19.99. 

Waiting  for  the  Cards  to  Fall 

Smart  cards  are  finally 
here.  There's  only  one 
problem:  They  don't  do 
much  of  anything  yet. 


By  Carrie  Coolidge 

TALKED  ABOUT  FOR  YEARS,  AND 
prevalent  in  Europe,  the  "smart" 
credit  card  finally  made  it  to  the 
United  States  last  year.  American  Ex- 
press issued  the  first  one,  called  the  Blue 
card,  followed  this  fall  by  three  other 
institutions. 

But  for  the  next  few  years  these 
cards  are  mainly  for  people  who  like  to 
brag  about  being  first.  You'll  have  to 
settle  for  just  a  few  functions,  and  only 
for  transactions  done  through  the 
Internet. 

Smart  credit  cards  contain  pro- 
grammable computer  chips  that  are 
capable  of  storing  up  to  32  kilobytes 
of  information — 100  times  as  much 
as  is  contained  in  a  magnetic  strip.  As 
envisioned,  they  could  replace  every 
other  piece  of  plastic  in  your  wallet — 
holding  such  information  as  your  fi- 
nancial accounts,  club  memberships, 
frequent-flier  numbers  and  health 
records,  even  X  rays.  It  is  believed  that 
hackers  cannot  crack  them  open  to 
get  the  data. 

In  Europe,  consumers  are  able  to 
use  a  smart  debit  card  at  parking  me- 


ters and  pay  telephones  and  to  pay  for  a 
soda  at  a  soft-drink  machine.  Germans 
have  a  smart  card  containing  their 
health  insurance  information. 

But  America  is  a  land  of  credit 
cards  with  magnetic  strips,  and  it's  not 
easy  convincing  merchants  to  make  a 
switch  to  chips.  Nor  is  it  easy  to  con- 
vince Americans  to  switch  to  a  card  few 
merchants  can  accept.  So  card  compa- 
nies have  decided  for  now 
to  focus  their  smart  cards 
on  online  transactions. 

When  you  sign  up  for 
a  smart  card,  you'll  get  a 
card  reader — a  compact 
device  that  connects  to 
your  personal  computer 
through  a  port.  If  you 
want  to  do  a  transaction, 
you  insert  your  card  into 
the  reader — just  as  a  store 
clerk  would — then  type  in 
a  password. 

That  would  trigger  the 
release  of  your  shipping 
and  mailing  addresses, 
log-in  and  passwords  for 
favorite  Web  sites.  That 
saves  you  the  effort  of  typ- 
ing in  the  data  each  time 
you  make  a  transaction. 

You  can  charge  other 
credit  cards  for  your  on- 
line purchases.  (For  the 
time  being,  when  used  off- 
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line,  smart  cards  are  no  more  powerf 
than  conventional  credit  cards.)  Eve 
tually,  smart  cards  will  give  holders 
variety  of  payment  options — cred 
checking  or  savings  account  funds, 
even  electronic  cash  that  can  be  dow 
loaded  to  the  chip. 

One  reason  to  get  a  smart  car 
They  do  a  good  job  of  tightening  s 
curity  for  online  transactions.  A 
count  information 
transmitted  via  a  trip 
data  encryption  sta 
dard  to  an  online  me 
chant,  either  direcl 
from  the  chip  itself 
through  the  card  issu 
That  should  assure  be 
the  buyer  and  the  sel 
that  the  transaction 
valid,  which  will  he 
reduce  costs  to  the  o 
line  merchant. 

Still,  David  Robe 
son,  president  of  the  h 
son  Report,  a  paymei 
card  industry  newslett 
predicts  it  may  take 
long  as  seven  to  ten  ye 
before  the  majority 
merchants  install  cl 
card  readers  at  offl: 
stores.  For  now,  he  S£ 
"these  cards  offer  lit 
more  than  a  high-u 
design." 
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HOW  DO  WE  KNOW  OUR 
DISABILITY  MANAGEMENT  PLAN 
WILL  WORK  FOR  YOUR  COMPANY? 
BECAUSE  IT'S  WORKING  FOR  OURS. 


Unum. 

Protecting  everything 
you  work  for" 


We  wouldn't  recommend  a  Return-to-Work  program  ro  our  clients  unless  we'd  seen 
it  work  for  our  own  employees.  And  we  have.  When  we  implemented  our  Return-to- 
Work  initiatives  right  here  at  Unum  we  saved  $8.89  for  every  dollar  invested,  for 
annualized  savings  of  over  $1.7  million  in  direct  and  indirect  costs.  Our  clients  have 
also  reaped  rewards,  reducing  lost  workdays  by  as  much  as  25%  and  new  long-term 
disability  claims  by  30%.(1) 

Regardless  of  your  company's  size,  we  can  create  an  effective  income  protection  insurance 
program  with  features  tailored  specifically  to  your  needs — a  program  designed  to  help 
your  employees  return  to  work  in  a  timely  and  cost-effective  manner. 
It's  just  another  part  of  a  comprehensive  income  protection  program  from  Unum. 
Protecting  everything  employers — and  employees — work  for.  For  more  information, 
please  visit  us  at  www.unum.com. 


0]999,  Unum  internal  data.  Insurance  products  are  underwritten  by  Unum  Life  Insurance  Company  of  America,  Provident  Lite  and  Accident  Insurance 
Company,  The  Paul  Revere  Life  Insurance  Company,  First  Unum  Life  Insurance  Company  (NY  only)  and  Provident  Lile  and  Casualty  Insurance  Company 
(NY  only).  Unum  is  the  marketing  brand  of  UnumProvident  Corporation,  <92000  UnumProvident  Corporation.  Unum®  the  lighthouse  logo,  and  "Protecting 
everything  you  work  for®"  are  registered  trademarks  of  UnumProvident  Corporation.  All  rights  reserved. 
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Help  Wanted! 


Even  for  the  rich,a  tight  labor 
market  offers  no  escape  from 
the  mindless  and  unmindful. 

by  Leigh  Gallagher 

WEARY  AND  JETLAGGED  FROM  A  BUSINESS 
trip  to  Europe,  Donald  Horn  walked  into 
an  upscale  Long  Island  surf-and-turf 
restaurant  at  4  p.m.  for  an  early  dinner.  Out  of 
the  routine,  the  marketing  consultant  knew,  but 
he  was  willing  to  pay  handsomely  for  the  meal. 
He  waited  and  waited  for  one  of  the  empty  tables, 
and  then  for  someone  to  take  his  order.  The 
wood-grilled  halibut  appeared:  as  baked  scrod. 
Horn  forced  it  down  and  paid  with  a  $50  bill. 


alo 


The  server  brought  change  for  the  $50 
with  the  $50  bill. 

These  days,  you  can't  buy  love  or  even  dec< 
TLC  simply  by  paying  a  premium.  Horn  was 
minded  of  that  again  when  he  recently  had 
phone  calls  accidentally  routed  to  a  fax  line  an 
room  service  tray  was  left  in  the  living  room  of 
suite  for  three  days  at  Starwood's  $400-a-night 
hotel  in  Los  Angeles. 

Used  to  be,  even  when  service  got  generz 
lousy,  the  rich  could  buy  some  relief.  At  toda 
3.9%  unemployment  rate,  no  one  escapes  the 
souciant  and  incompetent.  According  to  1 
American  Management  Association,  38%  of  j 
applicants  last  year  lacked  sufficient  skills  for  1 
positions  they  sought,  up  from  23%  in  1997;  I 
number  of  employers  requiring  p 
employment  drug,  medical  and  p 
chological  screening  is  declinii 
Says  Barbara  Kahn,  marketing  p: 
fessor  at  Penn's  Wharton  Scho 
"The  employer  has  less  power  no^ 
The  consumer,  even  less. 

The  easiest  remedy  is  to  ( 
the  human  out  of  the  equatk 
Most  everyone  knows  it's  simp 
to  buy  a  new  appliance  than  to 
to  have  one  repaired.  On  a  bigg 
ticket  item  like  an  automobile, 
some  other  necessities,  you 
probably  stuck. 

Mechanics:  A  luxury-car  dea 
ought  to  have  your  convenience 
heart;  to  make  sure,  ask  about  s 
vice  arrangements  before  you  bu) 
you've  got  a  vintage  model  or  h; 
moved  and  need  independent 
pair,  call  the  shop  and  ask  h 
much  continuing  education 
technicians  receive.  Most  shot 
take  two  to  three  new  classes  a  ye 
says  Mark  Eskeldson,  author 
What  Auto  Mechanics  Don't  Wt 
You  to  Know.  The  National  Instit 
for  Automotive  Service  Excellei 
certifies  for  particular  job  sk 
(brakes,  transmission,  etc.).  If  > 
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Leads 

Mailing 
Lists 


Business  Lists: 

Over  11  Million  Businesses 

Select  by  Type  of  Business,  Employee 
Size  &  Sales  Volume  for  any  ZIP  Code, 
County.  City  or  State. 

Consumer  Lists: 

Over  195  Million  Consumers 

Select  by  Age,  Income,  Household  Value 
&  More. 

Business  Credit  Reports 

only  S5M  each! 
Also  Available, 

Monthly  Updates! 


Over  2  Million  Customers 
Can  't  Be  Wrong! 


For  FREE  Catalog  & 
Personalized  Service  Call 

(800)  555-5335 

or  Fax  Us  at:  (402)  331-1505 


Plus,  FREE  Directory  Assistance 
&  National  Yellow  Pages  on 
Our  Web  Site 

www.iiifoUSA.com 
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want  to  get  to  the  head  of  the  bay,  pa- 
tronize the  shop  for  everything,  even  oil 
changes;  and  refer  as  many  friends  and 
neighbors  as  you  can. 

Homebuilding:  Construction  workers 
and  contractors  are  in  particularly  tight 
supply,  especially  in  areas  where  build- 
ing rates  are  high — like  Arizona, 
Florida,  and  Las  Vegas.  Materials,  too. 
It's  no  wonder  the  average  time  to  build 
a  new  home  has  climbed  to  150  days 
from  135  days  a  year  ago.  "It's  similar  to 
the  situation  that  can  arise  after  a  nat- 


other  friend — who  cautioned  she  wou 
clean  her  apartment  spotless,  but  has 
tendency  to  break  things.  Four  visits  i 
the  new  hire  broke  a  vase.  Her  note 
apology  specified  the  exact  top-of-th 
line  Hoover  vacuum  cleaner  si 
wanted.  But  she  does  clean.'Tm  keepii 
her,  and  I'm  going  to  buy  her  the  va 
uum  cleaner,"  sighs  Cornelis. 

Child  care:  Demand  is  high  here,  e 
pecially  in  the  infant  and  toddlers  cat 
gories.  If  you're  lucky  enough  to  fir 
one  you  like,  invest  in  retention — tl 


"I'm  keeping  her  despite  the  broken  vase,  and  I'm 
going  to  buy  her  the  top-of-the-line  vacuum 
cleaner  she  wants."  After  all,  she  does  clean. 


ural  disaster,"  says  William  Young  of 
the  National  Association  of  Home 
Builders.  "Everyone  wants  to  have  the 
job  done  at  once." 

Money  buys  only  so  much;  builders 
have  simply  too  many  jobs  ahead  of 
yours.  Instead,  consider  a  slightly  differ- 
ent house.  Instead  of  a  traditional  stick- 
built  home,  try  one  with  panels  deliv- 
ered in  pre-framed,  pre-insulated, 
ready-to-assemble  sections.  It's  slighdy 
more  expensive,  but  conserves  on-site 
labor.  Or  weigh  building  a  home  with  a 
roof  truss  structure.  You  won't  have  an 
attic,  but  it  takes  a  carpenter  half  the 
time  as  a  standard  framed  roof.  Better 
yet,  buy  an  existing  home — even  if  it's 
not  your  dream — instead  of  building  a 
new  one.  Then  wait  on  the  remodeling. 
The  pace  of  housing  starts  is  starting  to 
slow  down,  and  prices  for  raw  materi- 
als are  falling — both  indicating  demand 
is  starting  to  ease. 

Housekeeping:  Be  flexible,  pay  well 
and  don't  fire  someone  who  does  a 
good  job  for  being  five  minutes  late — or 
even  breaking  your  belongings.  Clau- 
dine  Cornelis,  a  New  York  public  rela- 
tions executive,  dismissed  her  house- 
keeper after  a  few  visits  when  the  friend 
who'd  recommended  her  squealed  that 
the  woman  hadn't  requested  new  clean- 
ing products  in  more  than  a  year.  Cor- 
nelis hired  another — a  referral  from  an- 
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average  live-in  wage  hovers  arour 
$15,000,  but  you'd  be  wise  paying 
good  deal  more.  Also,  pile  on  the  ben 
fits:  offer  a  savings  plan  (and  mat< 
your  employee's  contribution),  heal 
care  benefits  and  three  or  more  weel 
vacation.  Most  brokerages  offer  pric 
help  but  consider  an  aggregator  th 
specializes  in  benefits  packages  to  hori 
help  (Breedlove  and  Associates 
Austin  is  one  serving  a  national  clie: 
tele,  or  ask  your  nanny  placeme 
agency).  Give  up  your  lair  if  you  ha 
to — in  some  cases  parents  are  turnii 
over  their  master  bedroom  for  use 
the  nanny  suite.  If  you  don't  want  to  < 
that,  consider  building  a  separate  apai 
ment  (see  homebuilding);  or,  if  all  el 
fails  and  you  haven't  had  children  b 
plan  to,  consider  the  obvious:  wait. 

Restaurants:  Dining  upscale  is  tl 
best  way  to  ensure  good  service,  sa 
Michael  Lynn,  professor  at  Corn< 
University's  School  of  Hotel  Admii 
istration.  Higher  prices  mean  bigg 
bills  and  bigger  tips — and  that  can  a 
tract  and  retain  a  higher  quality 
server.  Become  a  regular:  If  they  kno 
you're  coming  back  you'll  get  bett 
service.  If  the  place  is  family-owne 
the  memory  is  likely  to  be  stronger. 

Air  travel:  Going  first  class  doesr 
help;  the  problem  is  the  congestion  c 
the  tarmac.  For  $550,000  you  can  buy 


i 
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H  THINGS 

YOU  DON'T  EVEN 
KNOW  YOU  NEED 


Blaupunkt'sTravelPilot®  DX-N  Car  Navigation  System 


Blaupunkt's  new  Travel  Pilot  DX-N  car  navigation  and 
route  guidance  system  uses  a  clear,  pleasant-sounding 
voice  to  provide  precise  turn-by-turn  directions  to 
street  addresses,  intersections,  town  centers,  or  various 
of  points  of  interest,  such  as  gas  stations,  restaurants, 
airports,  hospitals,  parks,  theaters,  shopping  centers, 
etc.  A  video  display  supplements  the  voice  guidance 
system  with  directional  arrows,  a  moving-map  display, 
distance  to  next  turn,  and  estimated  time  of  arrival. 


The  display  can  also  be  used  for  in-car  video.  An  option- 
al steering  wheel  mounted  remote  control  is  available  to 
operate  both  the  navigation  system  and  a  Blaupunkt  car 
audio  system.  Blaupunkt'sTravelPilot  technology  has 
already  been  proven  in  over  300,000  car  navigation 
systems  sold  worldwide  by  Blaupunkt  and  under  license 
by  several  of  the  world's  most  respected  auto-makers, 
including  Audi  and  Mercedes  Benz.  Call  800-950-BLAU 
or  visit  www.blaupunkt.com  today. 


Elan's  VIA!  In-Wall  Touchpanel 


Elan  Home  Systems' VIA!  touchpanel  provides  one 
interface  for  controlling  a  large  number  of  systems 
through  a  flush-mount  6.4-inch  color  touchscreen 
LCD.  The  panel  offers  user-friendly  graphics  to  con- 
trol a  wide  array  of  sources  including  tuners,  CD 
players,  digital  music,  DVD,  satellite  receivers,  VCR's, 
video  cameras,  lighting  and  personal  computers. 

The  high-resolution,  high-contrast  display  delivers 
quality  viewing  of  any  NTSC  full  motion  video  signal, 
making  it  possible  to  view  TV,  video,  home  surveil- 
lance and  child  monitoring,  and  PC  applications  on 


the  touchscreen.  The  VIA!  allows  customized  large 
buttons  and  fewer  epagesi  since  more  display  space 
is  available. 

Each  VIA!  panel  is  capable  of  transmitting 
learned  IR  and  serial  command  strings  and  is  prepro- 
grammed to  control  the  Elan  HD  or  Z-630  zone 
controllers  as  well  as  music  selections  from  Escient® 
CD  Management  systems. 

The  suggested  retail  price  is  $1,600.00 


Say  Goodbye  To  The  "Are  We  There  Yet?"  Blues! 


The  Audiovox  Mobile  Video  Pod  literally  takes  the     player  (VCP)  it  can  show  standard  movies,  or 


rear  seat  entertainment  system  from  a  concept  to 
a  reality. 

It  fits  easily  in  the  area  of  the  vehicle's  dome 
light  and  when  connected  to  a  videocassette 


play  video  games.  Features  include  a  flip-down 
6.4"  screen  that  delivers  a  high-quality  color  LCD 
picture,  a  stereo  amplifier  and  remote  control  for 
the  VCP.  For  more  information,  call  (800)  645- 
7750,  or  visit  our  web  site  at  www.audiovox.com. 


Brother's  CopyPoint  2000 

Brother's  CopyPoint  2000  is  a  write  on/wipe  off  elec- 
tronic whiteboard  with  a  built-in  printer.  Its  PC  Link 
option  allows  you  to  export  information  written  on  the 
surfaces  to  your  computer.  The  rotating  one-touch  panel 
provides  a  generous  writing  surface  and  is  conveniently 
housed  in  a  compact  frame.  With  CopyPoint  2000 


graphs,  charts  and  text  are  quickly  printed,  taking  it  eas- 
ier for  listeners  to  participate  in  meetings  without  the 
distraction  of  note  taking.  It  can  be  wall-mounted,  parti- 
tion-mounted or  easel-mounted  and  sells  for  an  estimat- 
ed street  price  of  $699.95.  For  more  information  con- 
tact Brother  at  www.brother.com  or  800-276-7746. 


SUBSCRIBE  to  E-Gear  online  at  www.e-gear.com  ^* 


Sticker  shock:  Prices  for 
French  wines  have  spiked. 
Are  they  poised  for  a  fall? 


one-sixteenth  share  of  a  Cessna  Cita- 
tion V,  good  for  50  hours  of  flight  time 
per  year — on  a  moment's  notice. 

Hotels:  Opt  for  boutique  hotels 
over  corporate  chains,  unless  you've 
got  a  sweet  frequent-guest  deal.  "The 
small  hotels  tend  to  be  more  dedicated 
to  service,"  says  Eva  Leonard,  editor 
of  Business  Traveler  International. 
Book  extra  services  ahead  of  time,  ad- 
vises Chekitan  Dev,  professor  at  Cor- 
nell's hotel  school.  Early  booking  not 
only  helps  ensure  the  best  available 
golf  coach  or  massage  therapist;  it 
sends  a  signal  that  you're  going  to 
spend  more  money  than  the  average 
guest.  Also  consider  tipping  in  ad- 
vance: Tip  the  housekeeping  service 
the  full  amount  on  your  first  night;  tip 
the  desk  and  concierge  on  your  way 
in,  not  out.  "In  an  overstressed  envi- 
ronment tipping  ahead  lets  people 
know  you're  good  for  your  money," 
says  Dev. 

Financial  services:  If  somehow  you 
don't  already  have  enough  assets  at 
your  bank  or  broker  to  get  your  calls 
answered  fast,  consolidate  accounts. 

Retail:  If  the  sales  clerks  at  even  the 
toniest  stores  are  insufferable,  there  is 
the  personal  shopper — upscale 
retailers  are  committing  ever  more 
resources  toward  serving  their  top-tier 
clientele.  These  living,  breathing  "bots" 
typically  are  free — the  retailer  pays — 
and  work  one  on  one  with  shoppers  to 
hunt  down  everything  from  the  perfect 
cocktail  dress  to  entire  holiday  gift  lists. 
Develop  a  relationship  with  one  (i.e., 
spend  a  lot  of  money)  and  you  don't 
even  have  to  go  to  the  store — you  can 
call  in  specifications  over  the  phone, 
sometimes  from  anywhere. 

Or,  of  course,  you  could  just  hit  the 
Internet.  "I  buy  everything  on  the 
Internet:  toothpaste,  plane  tickets, 
everything,"  swears  consultant  Don 
Horn.  "The  current  climate  of 
customer  service  is  forcing  me  away 
from  the  retail  sector  totally." 

It  doesn't  have  to  be  that  bad.  Try 
patience  or  be  willing  to  do  more 
things  yourselt.  If  that  fails,  consider 
doing  what  big  employers  do:  Relocate 
to  where  the  labor  pool  is  better.  F 


Drink  It  Up 

Bordeaux  is  great  for 
your  wine  cellar.  It  is 
not  particularly  good 
for  your  portfolio. 

By  Brendan  Coffey 

EVERYBODY  KNOWS  THAT  THE 
bluest  chips  in  red  wine  come 
from  the  venerable  Bordeaux  re- 
gion in  France.  Prized  for  their  ro- 
bustness, and  the  fact  that  the  stuff 
usually  gets  better  with  age,  Bor- 
deaux vintages  have  seen  stunning 
increases  in  prices  over  the  past 
decade.  A  bottle  of  1990  Chateau 
Lafite  Rothschild,  which  retailed  for 
$56  when  it  was  first  available  two 
years  after  the  grapes  were  picked, 


now  goes  for  $450.  The 
tail  price  of  a  1995  Chate 
Margaux  has  climbed  frc 
$79  a  bottle  when  first  < 
fered  to  a  recent  $267. 
Great  investment,  right? 
Probably  not.  First  there  is  t 
transaction  cost.  If  you  succeed  in  g 
ting  a  dealer  to  take  your  fine  wii 
off  your  hands,  you  will  realize  at  b 
75%  of  these  retail  prices.  If  you  hi 
a  fair  amount  of  the  vintage  and 
special   enough,  an  auction 
Sotheby's  or  Christie's  is  a  possib 
ity — but  the  buyer's  and  seller's  co: 
mission  is  a  hefty  15%.  Whatever  y 
do  to  unload  the  wine,  you  can't ; 
directly  to  a  private  individual  unl 
you  are  a  licensed  liquor  dealer;  a 
whoever  buys  from  you  will  w; 
convincing  evidence  that  the  wine  1 
been  properly  stored  all  these  yean 
Next  there  is  the  matter  of  ti 
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are  you  seeing 


innovator 


-"^niiz  kid 


do  you  have  an 


racle 


Your  Northwestern  Mutual  Financial  Network 
Representative  offers  all  these  qualities.  So 
does  a  season  of  viewing  NOVA's  programming 
on  PBS,  which  is  why  the  Northwestern  Mutual 
Foundation  is  a  proud  sponsor  again  this  year. 

<%p  Northwestern  Mutual 

FINANCIAL  NETWORK™ 

Q  NOVA 


)00  The  Northwestern  Mutuai  Life  Foundation,  (he  charitable  foundation  ot  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl 


Are  you  there  yet 


www.northwesternmutual.com 


SvERY 

New  Year  Brings 
Renewed  Purpose 


reat 
uccess 
tories 

Twelve  Talcs 
of  Victory 
Wrested 
; !  from  Defeat 


Alan  Far'n'liain 


This  is  a  tirrte  for  redefining 


goals  and  giving  new  life  to  your 
dreams.  Start  fresh  with  inspira- 
tion from  Larry  Ellison,  Ron 
Popeil,  Emma  Chapell,  and  other 
extraordinary  people  who  soared  to 
the  top  and  fell  hard — yet  found 
the  strength  to  rise  again. 

"What  makes  these  tales  so 

collectively  intriguing  is 
that  they're  about  flesh-and- 
blood  people  grappling  with 
real-life  crises." 
— from  the  Introduction 
by  Steve  Forbes 

Available  wherever  books  are  sold 


©WILEY 

Trade  Pi  'rushing 


ing.  "The  high  price  of  wine  is  a  direct 
reflection  of  the  stock  market,"  con- 
tends David  Parker,  president  of 
Brentwood  Wine,  a  $3  million  (sales), 
West  Linn,  Ore. -based  online  auc- 
tioneer of  fine  and  rare  wines.  And 
when  the  markets  go  sideways  or 
down?  "The  same  forces  that  enabled 
the  run-up  in  wine  will  lead  to  its  col- 
lapse," says  Parker. 

It  is  quite  possible  that  prices  have 
gotten  ahead  of  themselves.  French 
vintners  have  increased  wholesale 
prices  for  new  wine  50%  and  more 
over  the  past  three  years.  U.S.  distribu- 
tors went  along:  If  they  refused  to  buy 
in  any  given  year,  they  risked  being 
shut  out  for  good.  "Once  again,  the 
chateau  owners  see  nothing  but  dollar 
signs  in  their  eyes,"  says  Michael 


likes  of  Sanford  Weill  and  Ron; 
Perelman — and  one  of  the  judges  i 
night  of  the  taste  test. 

The  Aussies  are  making  gr< 
strides,  too.  A  decade  ago  just  one  A 
tralian  wine  made  it  into  the  top  100 
bels  ranked  by  Wine  Spectator.  Toe 
there  are  nine,  including  the  secor 
highest-rated  wine,  E&E  Black  Pep] 
Barossa  Valley  Estate  Shiraz.  Price:  $6 
bottle.  An  equally  rated  Bordeaux 
the  list,  Chateau  Latour  Pauillac,  fetci 
$232.  California  vintners,  meanwh 
have  fermented  wines  that  grabbed 
highest  rating  from  the  publication 
times  in  the  past  ten  years,  while  B 
deaux  vintners  earned  just  three. 

The  un-French  vendors  know  h 
to  create  scarcity  value.  Just  4,000  ca 
of  the  highly  rated  E&E  were  ma 


So  what  about  that  1982  Cheval  Blanc  sitting  in 
your  basement?  Put  it  up  for  auction.  Or  maybe 
you  should  just  drink  it  and  forget  the  "investment 


Aaron,  chairman  of  the  Manhattan- 
based  Sherry-Lehmann,  which  claims 
to  be  the  world's  largest  retailer  of 
high-end  Bordeaux. 

For  the  older  vintages,  prices  have 
evidently  already  peaked.  The  afore- 
mentioned Chateau  Margaux,  for  ex- 
ample, is  down  from  $350  a  few  years 
ago.  Aaron,  whose  firm  offers  futures 
on  90  red  Bordeaux  (pay  now  for  deliv- 
ery of  1999  vintages  in  spring  2002), 
says  that  some  labels  are  stuck  at  the 
same  prices  they  were  at  a  year  ago.  A 
1999  Chateau  Ausone  is  $2,300  for  a 
case  of  12  bottles. 

Another  force  undercutting  French 
producers:  competition  from  Ameri- 
can and  Australian  vineyards.  In  a 
blind  tasting,  half  a  dozen  wine  dis- 
tributors, writers  and  restaurant  own- 
ers rated  a  $25-a-bottle  cabernet  sauvi- 
gnon  from  Peconic,  N.Y.-based  Lenz 
Winery  over  a  $400  bottle  of  1993 
Chateau  Petrus.  "This  is  not  a  one- 
shot  thing.  It's  been  going  on  for  a  few 
years,"  says  William  Sokolin,  a  wine  re- 
tailer, author  and  consultant  to  the 
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compared  with  20,000  cases  of  the 
tour.  So-called  cult  cabernets  from  C 
ifornia,  such  as  Screaming  Eagle  a 
Colgin,  may  be  no  tastier  than  a  Pet 
or  a  Pauillac,  but  they  command  < 
scene  prices  by  dint  of  tiny  product 
runs  of  just  a  few  hundred  cases. 

And  here's  another  dirty  little  sec 
the  French  would  prefer  to  keep  un 
wraps:  According  to  the  most  educa 
palates,  the  best  Bordeaux  ever  was  p 
duced  in  1982  and  1990.  Since  th 
they  say,  the  wine  has  been  good — 
far  from  great. 

Wine  critic  William  Munnell) 
starting  to  see  Bordeaux  prices  in  the  5 
ondary  market  sink  by  as  much  as  K 
''People  are  left  sitting  on  wine,  and  ev 
tually  they're  going  to  have  to  unload 
he  says.  "I  can't  see  prices  going  up." 

So,  what  about  that  1982  Che 
Blanc — one  of  the  greatest  wines  e 
to  come  out  of  Bordeaux — sitting 
your  basement?  Put  it  up  for  aucti 
and  you  might  realize  $800  a  bottle, 
maybe  you  should  just  drink  it  and  f 
get  the  idea  of  "investing"  in  wine. 


i 


How  does  Digital  Island 
guarantee  e-Business 


It's  Keynoted. 


Z4  KEYNOTE 

^L.  i  The  Internet  Performance  Authority 


While  nobody  can  predict  the  limits  of  e-business,  we 
can  tell  you  what  slows  it  down.  Poor  speed  and 
reliability.    As    The  Internet 
Performance  Authority,  we  provide 
Digital  Island  with  a  full  range  of 
^,,0— *    services.  Helping  them  help  their 
^SP***^    customers.  We  measure  everything 
from  the  rime  it  takes  to  process  a 
transaction  to  how  well  a  site 
performs  against  the  competition. 
Today,  over  1000  leading  e- 


The  symbol 
of  quality 
e-commerce 


commerce  companies  count  on  us,  because  nobody 
else  supplies  the  kind  of  measurement,  diagnostic  and 
consulting  services  we  do.  To  find  out  what  we  can  do 
for  you,  call  us  at  1-800-KEYNOTE.  Or  visit  us  at 
keynote.com.  And  see  what  it's  like  to  do  e-Business 
the  way  Digital  Island  does. 

Download  a  FRE  whitepaper, 

"Understanding  Web  site  Speed  and  Reliability " 
www.keynote.com/speed.html 

www.keynote.com 


©2000  Keynote  Systems  All  rights  reserved  See  nasdaq:keyn  All  names  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  ol  their  respective  owners. 


From  Career  to  Car  Pool 


Sharing  one  salary  after 
years  pooling  two 
incomes  can  take  a  toll. 
Unless,  of  course, 
you've  got  stock  options. 

By  Joanne  Gordon 

WHEN  FORMER  MONSTER.COM 
chief  executive  V.  Miller  New- 
ton moved  from  Milwaukee  to 
Manhattan  in  1996,  his  wife  Cheri  gave 
up  her  job  as  an  account  manager  for 
Reynolds  Metals  to  care  for  their  new- 
born adopted  daughter.  Cheri,  40,  lost 
a  $50,000  salary  and  a  company  car,  as 
well  as  the  pride,  camaraderie  and  in- 
tellectual stimulation  she  got  from  her 
career.  She  even  longed  for  small  plea- 


sures like  buying  her  husband  a  gift 
without  his  seeing  the  cost  on  their 
credit  card  statement. 

"Four  years  later,  I  still  struggle  with 
it,"  says  Cheri — though  not  financially. 
TMP  Worldwide,  Monster.com's  parent 
company,  went  public,  and  the  Newtons 
struck  stock  option  gold.  In  1998  Miller, 
41,  cashed  out  about  $2  million  worth 
of  options,  a  cushion  that  allowed  him 
to  take  a  risky  job  as  chief  of  LavaStorm, 
a  new  technology  services  company  in 
Boston.  He  now  makes  roughly 
$250,000  and  holds  a  substantial 
amount  of  equity  in  the  private  firm. 

If  Cheri  goes  back  into  the  work 
force,  it  probably  won't  be  because  she 
has  to.  She  is  another  beneficiary  of  a 
strong  economy  that  has  given  married 
couples  with  children  more  choice 


about  whether  to  ha 
both  spouses  work, 
one  parent  has  a  big  ii 
come  and  the  other 
small  one,  a  further  consideratic 
comes  into  play:  The  second  care 
may  add  next  to  nothing  to  the  farm 
income — what  with  high  margin 
taxes,  the  cost  of  child  care  and  the  cc 
of  commuting. 

Of  course,  deciding  whether  to  fc 
sake  one  salary  and  career  remains  ; 
agonizing  decision  for  married  coupli 
Many  people  on  smaller  incomes  doi 
have  the  luxury  of  choice.  Whether  o 
of  need  or  personal  satisfaction,  tl 
number  of  dual-earning  couples  wi 
children  continues  to  rise,  to  51%  of 
marriages  in  1998,  the  Census  Bureai 
most  recent  year  for  such  data. 

But  for  those  who  do  have  tl 
choice,  navigating  the  change  from  rv 
incomes  to  one  can  be  tricky. 

A  spouse  who  quits  says  bye-bye 
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Providing  just  what  you're  looking  for 
in  optical  solutions.  Everything. 


Experience  what's  next  in  optical  networking.  Alcatel,  the  world  leader  in  optical  networking 
and  cross  connect  systems,  has  created  the  Cross  Light  photonic  cross  connect,  cornerstone  of 
the  Optinex"  family  of  end-to-end  optical  networking  solutions.  Cross  Light's  capacity  increases 
as  the  need  for  bandwidth  grows,  enabling  service  providers  to  build  highly  intelligent, 
all-optical  networks  at  reduced  cost.  For  anyone  looking  to  evolve  their  network,  attract  and 
retain  customers,  Alcatel's  Optinex"  solutions  will  make  you  feel  like  a  kid  in  a  candy  store. 
Alcatel,  world  leader  in  optical  networking. 


ARCHITECTS  OF  AN  INTERNET  WORLD 
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The  Brownells  at 
hor.se  with  their  son. 


When  Kim  Brownell  quit,  her  husband  Lonnie's 
paycheck  couldn't  cover  the  mounting  bills. 
Solution?  They  sold  $100,000  worth  of  stock. 


health  insurance,  retirement  benefits 
and  perks  like  business  travel  that  may 
have  been  the  source  of  vacations,  or  at 
least  airline  miles.  New  insurance  poli- 
cies must  be  considered  to  protect  the 
income  stream  of  the  sole  breadwinner 
as  well  as  the  duties  of  the  stay-at-home 
spouse — mom  may  not  get  paid,  but 
replacing  her  with  a  live-in  nanny 
would  be  costly  (see  box,  p.  345). 

The  emotional  and  intellectual  tugs 
of  a  former  career  also  remain  power- 
ful. It's  not  easy  to  go  domestic  after 
years  of  corporate  life.  Here's  how  three 
more  couples  pull  it  off. 

KIMBERLY  BROWNELL,  34,  AND 
husband  Lonnie,  45,  of  San  Diego, 
Calif,  spent  their  first  years  of  mar- 
riage throwing  themselves  into  die  com- 
pany they  worked  for,  InterVu,  which 
builds  systems  allowing  Internet  audio 


and  video  delivery.  Kim  was  not  quite 
ready  to  become  a  full-time  mom  when, 
in  June  1999,  doctors  said  her  nine- 
month-old  son,  Evan,  would  need  neck 
surgery  by  age  one  unless  he  had  daily 
physical  therapy.  She  took  an  eight-week 
leave  of  absence  and  got  accustomed  to 
spending  time  at  home.  As  it  turned  out, 
Evan  did  not  need  surgery,  and  Kim  did 
not  want  to  go  back  to  work.  Lonnie  was 
just  as  happy  to  have  someone  care  for 
the  house  full  time. 

Kim's  $54,000  salary  was  now  gone. 
Lonnie's  $85,000  annual  paycheck 
could  not  cover  the  mounting  bills.  The 
Brownells  had  taken  out  a  second 
mortgage  to  pay  for  Lonnie's  new  Sub- 
aru; there  was  also  a  $20,000  loan  on 
Kim's  used  1995  Mazda. 

But  as  early  InterVu  employees 
they  had  amassed  a  package  of  stock 
and  stock  options  worth  $1.7  million 


when  Kim  stopped  wor 
ing.  They  sold  $100,0( 
worth  of  stock,  enough 
pay  off  her  car  loan,  tl 
second  mortgage  ai 
$30,000  in  long-term  ca 
ital  gains  taxes.  The  r 
maining  $24,000  was  d 
posited  into  a  mon 
market  account,  fro 
which  Kim  pulled 
monthly  $  1 ,000  househ( 
allowance. 

Things  were  worki: 
fine  until  they  got  a  bi 
case  of  house  envy.  In  Fe 
ruary  they  fell  in  love  wi 
a  $1.3  million  ocean-vi« 
house  and  bought  it,  be 
rowing  half  the  purcha 
price.  To  pay  down  t 
mortgage,  the  Browne 
decided  to  set  up  a  lifetir 
charitable  remainder  tru 
This  tactic  would  let  the 
realize  income  from  appi 
ciated  stock,  avoid  the  30%  capital  gai 
taxes,  get  a  tax  deduction — and  give 
charity.  How?  They  took  $1.7  milli- 
worth  of  stock  out  of  their  nest  egg 
then  valued  at  $7  million — and  trar 
ferred  it  into  the  charitable  trust.  At  t 
end  of  each  year  they  will  get  a  percei 
age  (in  this  case  5.4%,  but  usua 
higher  for  older  individuals)  of  wh; 
ever  the  trust's  value  was  on  Jan.  1 
that  year,  or,  for  the  first  year,  the  val 
at  the  time  they  established  the  trust. 

The  balance  stays  in  the  trust  ur 
the  couple  dies,  when  it  will  be  donal 
to  organizations  they  have  chosen.  T 
plan  also  provides  a  one-time  tax  c 
duction  that  could  be  carried  over 
years.  The  deduction  is  based  on 
IRS-calculated  percent  of  the  amou 
that  eventually  passes  to  charity,  or  t 
''remainder,"  after  the  Brownells  die. 

It  was  a  good  idea  back  in  Mar 
2000,  when  dieir  grants,  options  and  stc 
were  flying  high.  But  just  as  the  Brownt 
plopped  $1.7  million  worth  into  the  tri 
the  stock's  price  began  to  slide.  Today  1 
trust's  value  is  a  paltry  $300,000.  Ou< 
InterVu  stock  had  hit  a  high  of  $167 
Mar.  10,  one  month  after  announcing 
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SOME  OF  THE  MOST  NOTABLE 
RETURNS  IN  INVESTMENT 
HISTORY  ARE  NOT  LISTED 
IN  ANY  STOCK  TABLES. 


Bessemer  Client  Private  Investments  vs.  Public  Market  Indices 
(Annualized  Returns  10/1/87-12/31/99) 


37.93% 

5.27"''' 

i  Hi 

|  7.76°°^ 

j  16.270a| 

T-BUIl  Lehman  EAFE  S&P  500       Bessemer  Client 

Gov't/Corp  Index  Index  Private 

Index  Investments 


'The  average  net  annualized  returns  achieved  by  private  investments  in  which  Bessemer  Trust 
Company  clients  have  invested  Past  performance  is  not  indicative  of  future  results 


Bessemer  Trust 

ENHANCING  PRIVATE  WEALTH  FOR  GENERATIONS 

New  York  (212)  708-9141  •  Washington,  DC  (202)  659-3330  •  Chicago  (312)  220-9898 

Palm  Beach  (561  >  655-  M30  •  Miami  (305)  372-5005  •  Naples  (941)  435-0034 
Atlanta  (404)  965-9300  •  Los  Angeles  (213)  892-0900  •  San  Francisco  (-115)  291-1810 

630  Fifth  Avenue,  New  York,  New  York  10111 
www.bessemer.com  •  wealth@bessemer.com 


PRIVATE  INVESTING 
PRODUCES  SUPERIOR 
LONG-TERM 
PERFORMANCE. 

Wealthy  investors  enjoy  a  unique 
position,  in  that  they  need  not 
focus  all  their  efforts  on  Wall 
Street  alone.  These  individuals 
can  and  should  consider  private 
investments  as  part  of  their  total 
investment  program.  Many 
substantial  investors  fail  to  take 
advantage  of  their  asset  mass  and 
leverage  to  participate  in  venture 
capital  and  buyout  opportunities. 

Our  93  years  of  experience 
have  taught  us  that  a  substantial 
commitment  to  these  investments 
is  one  of  the  key  contributors 
to  superior  results  over  the  long- 
term,  helping  to  ensure  that 
a  family's  wealth  spans  genera- 
tions. Bessemer  clients  are  offered 
unique  access  to  a  variety  of  pri- 
vate investment  alternatives. 

if  you  have  substantial  assets 
to  invest  and  would  like  to  receive 
our  booklet.  "Private  Investing 
for  Substantial  Investors," 
please  write  or  call. 


Who's  the  boss?  "I  don't  get  a  raise  for  doing 
laundry.  Instead  I  get,  'Mommy,  I  didn't  want  a 
peanut-butter-and-jelly  sandwich  today.' 


would  be  acquired  by  Akamai.  By  mid- 
April  it  joined  other  deflating  Internet 
stocks  and  sank  as  low  as  $37. 

The  Brownells  will  get  $91,800  from 
the  trust  this  year,  based  on  the  original 
stock  value,  but  far  less  in  years  ahead,  if 
the  stock  stays  depressed.  So  they  decided 
to  cut  their  monthly  expenses.  They  paid 
off  the  entire  $650,000  mortgage  by  sell- 
ing stock  not  in  the  trust.  Lonnie  does 
not  regret  the  trust  tactic,  although  in  ret- 
rospect he  wishes  they  had  sold  the  In- 
terVu  stock  in  the  trust  and  diversified. 

MONEY  WAS  LESS  OF  A  CONCERN 
for  Stephen  and  Shari-Ann  Blaz 
of  San  Jose,  Calif.  The  ambitious 
Shari,  37,  shot  up  the  ladder  quickly  in 
her  ten  years  in  KLA-Tencor,  a  semicon- 


ductor equipment  company.  "My  career 
consumed  me,"  says  Shari,  a  human  re- 
sources manager.  Meanwhile,  in  1993, 
Stephen,  42,  took  a  job  at  Cisco,  then  just 
three  years  into  its  life  as  a  public  com- 
pany. Both  spouses  worked  full-time 
until  their  daughter  was  born  in  1995, 
when  Shari  reluctantly  scaled  back  to 
four  days  a  week.  She  eventually  quit  for 
more  flexibility  and  became  a  $70-an- 
hour  contractor  working  from  home.  In 
1998,  after  their  son  was  born,  Shari  quit 
for  good.  She  kissed  her  $80,000  annual 
income  good-bye. 

Luckily,  Steve's  career  had  soared, 
and  today  his  total  compensation  as 
Cisco's  director  of  global  service  opera- 
tions has  more  than  made  up  for  Shari's 
income.  Thanks  to  his  $400,000  com- 


pensation (including  a  substanti; 
bonus)  and  about  $5  million  worth  ( 
Cisco  stock,  they  can  afford  a  four-bec 
room  house,  three  vacations  a  year,  pr 
vate  school  and  a  second  home  on  tr 
beach.  Because  she  worked  freelanc 
Shari  was  already  covered  by  Steve's  ir 
surance  plan.  She  had  a  401  (k)  valued  i 
$98,000  that  they  recently  rolled  ov< 
into  an  IRA. 

But  for  Shari  Blaz  the  lifestyle  chan^ 
was  more  of  a  personal  challenge  than 
financial  one.  Without  a  paycheck  si 
struggled  to  redefine  her  value.  "I  don 
get  a  raise  for  doing  laundry.  Instead  I  g 
'Mommy,  I  didn't  want  a  peanut-butte 
and-jelly  sandwich  today,'"  she  says. 

She  filled  the  void  by  applying  h< 
professional  discipline  to  domestic  lif 
Today  she  tracks  chores,  like  dry  cleanir 
pickup  and  doctor  appointments,  on  a 
Excel  spreadsheet.  She  denotes  days  < 
the  week  for  tasks  such  as  laundry  ar 
grocery  shopping;  the  latter  she  does  oi 
line.  As  for  caretaking,  she's  glad  to  I 
home.  "I  had  kids  so  I  could  participa 


From  privately  held... 
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their  lives.  It's  not  appealing  to  me  to 
/e  someone  else  do  it,"  says  Shari. 
Also  important:  Leaving  work  did 
t  mean  she  gave  up  her  financial  iden- 
f.  Both  spouses  maintain  separate 
ik  accounts  and  each  gets  $500  from 
ve's  monthly  income.  The  remaining 
000  (after  taxes  and  savings  and  not 
inting  his  bonus)  is  deposited  into  a 
nt  account  to  pay  for  the  mortgage, 
)d  and  other  household  expenses, 
iri  also  has  her  own  credit  cards.  "In 
ie  something  happened  to  me,  we 
nted  Shari  to  have  a  credit  history," 
s  Steve,  who  was  also  happy  to  have 
wife  and  not  a  stranger  raise  the  kids. 
They  remain  prudent  spenders.  They 
[y  charge  what  they  can  afford  to  pay 
that  month,  and  ante  up  cash  for  big- 
cet  items  like  cars  and  appliances. 

rhese  days  more  women  than  ever 
are  outearning  their  husbands.  So 
role  reversal  will  become  more 
nmon.  Gary  M.  Yale,  47,  has  been  a 
y-at-home  dad  since  1996.  He  fell 


Don't  Quit,  Yet 


There's  a  lot  to  consider  when  one  spouse  stops  bringing  home  some  of  the  bacon. 

1.  INSURANCE:  What  if  the  working  spouse  dies  or  gets  injured?  It's  unlikely  the 
nonworking  parent  can  jump  into  the  work  force  and  command  a  salary  high 
enough  to  replace  the  lost  one.  Before  you  boost  the  life  insurance  policy  for  the 
working  spouse,  do  the  math.  Figure  out  what  the  expenses  for  children  and  the 
surviving  spouse  would  be.  Then  look  at  existing  insurance  and  assets.  If  there  is 
a  shortfall  boost  the  insurance  to  cover  it.  Make  sure  you  have  disability  insur- 
ance that  covers  approximately  60%  of  income.  Also,  insure  the  stay-at-home 
parent;  his  or  her  services  will  be  costly  to  replace. 

2.  LIQUIDITY:  With  less  money  coming  in  each  month  there's  greater  need  for 
liquidity  to  meet  emergency  cash  needs.  Keep  some  money  in  Treasury  bills  or  a 
money  fund.  And  establish  a  credit  line  before  your  spouse  quits.  It  will  be  easier 
to  get,  and  you  can  get  more  if  it's  arranged  before  you  become  a  single-income 
household,  says  Don  R.  Weigandt  of  J.R  Morgan. 

3.  INVESTMENTS:  If  your  portfolio  is  equity-heavy,  get  some  bonds  (see  story, 
page  312). 

4.  SAVINGS:  Big-ticket  items  like  college  and  retirement  still  loom.  Get  disci- 
plined. Check  out  tax-friendly  savings  vehicles  like  qualified  tuition  savings 
plans,  and  consider  allocating  more  to  ycur  retirement  account.  If  a  big  chunk  of 
your  compensation  is  doled  out  as  a  bonus,  your  company  may  be  willing  to  hold 
some  of  it  back  as  tax-deferred  compensation.  Assuming  the  employer  doesn't 
go  bust,  you'll  get  an  investment  return  on  pretax  dollars.  —J.G. 


to  publicly  embraced. 

CNBC  and  CNBC.com  are  there  at  the  first  inkling  of  an  IPO  with  fast,  accurate  reporting 
and  expert  analysis  of  an  offering's  potential  impact  on  your  investments. 


Watch  CNBC  all  Business  Day  Weekdays  5:OOAM-8:OOPM  ET. 
Log  on  to  CNBC.com  24/7  for  in-depth  analysis  and  investing  tools. 


cnbc.com 


FITfromIT.   PROFIT^ rom IT.   PROFITfromIT.  PROFITf rom IT.  PROFITfrc 


Now  in  bookstores  and  online:  , 
CNBC  24/7  Trading  Around  The  Clock  Around 
The  World,  the  first  in  a  book  series  about  personal 
investing  from  CNBC  and  John  Wiley  &  Sons. 


Lawyer  Leah  Bishop  cringed  at  the  thought  of 
car  pools.  Husband  Gary  Yale  embraced  that 
stuff  after  being  laid  off  his  $150,000  job. 


into  the  gig  after  15  years  in  sales  and 
marketing,  mostly  for  Seiko  Corp. 
While  he  peddled  timepieces,  his  wife, 
Leah  M.  Bishop,  46,  pursued  a  law  ca- 
reer. She  joined  the  Los  Angeles  office 
of  O'Melveny  &  Myers  LLP  in  1980, 
made  partner  in  1987  and  now  pulls  in 
$800,000  a  year  as  a  tax  and  estate 
planning  attorney.  "I  work  ridiculous 
hours,  but  I  love  it,"  says  Bishop.  She 
cringes  at  the  idea  of  car  pools  and 
chaperoning  field  trips. 

Her  husband,  however,  embraced 
those  activities  after  being  laid  off  his 
$150,000-a-year  job  at  Seiko  in  a  re- 
structuring. Yale  took  his  severance 
pay  and  went  on  a  sabbatical  that 
turned  into  a  Mr.  Mom  lifestyle.  The 
toughest  part  of  the  decision  was  not 
financial;  Bishop  made  about  $500,000 
back  then,  enough  to  afford  their  three 
cars  and  a  home  in  the  posh  Cheviot 
Hills  area  of  Los  Angeles.  The  hard 
part  was  reassuring  their  girls,  now  12 
and  14,  that,  "Daddy  did  not  do  any- 
thing wrong,"  as  Yale  puts  it.  He  also 
had  to  get  in  good  with  the  neighbor- 
hood mommies.  "Becoming  one  of 
the  girls  was  an  adjustment,"  he  says. 
As  for  his  male  friends,  they  were  ei- 
ther puzzled  or  envious. 

Eventually  Yale  stopped  reading  the 
Wall  Street  Journal  and  took  up  moun- 
tain biking.  He  made  up  for  the  lack  of 
adult  contact  by  volunteering  at  his 
temple  and  joining  the  board  of  his 
kids'  private  school. 

Administratively,  several  things  also 
changed.  The  couple  switched  to  the 
law  firm's  health  insurance.  They  kept 
some  household  help,  and  stopped 
paying  the  premiums  on  Yale's  life  in- 
surance policy.  They  doubled  Leah's 
life  insurance  to  $2  million,  and  later 
changed  a  part  of  it  from  a  five-year 
level  term  to  15  years  when  it  became 
clear  Yale  wasn't  returning  to  work. 
Initially  they  also  bought  disability  in- 
surance to  replace  Bishop's  income  if 
she  could  not  work  but  eventually 
dropped  it  in  favor  of  the  law  firm's 
policy,  which  did  not  provide  as  much 
coverage  but  was  cheaper.  They  are 
willing  to  take  the  risk. 

A  saver,  Bishop  insists  that  they 


squirrel  away  about  9%  of  her  pretax 
income,  which  includes  contributions 
to  her  401  (k)  and  Keogh  plan.  Yale  of- 
fered to  take  over  bill  paying,  but  his 
wife  insisted  on  doing  it  so  she  would 
feel  a  sense  of  control  over  the  house- 
hold. Indeed,  she  is  hardly  out  of  touch. 
Her  office  is  close  enough  for  her  to 
pop  home  and  braid  someone's  hair  or 
look  at  a  new  outfit. 

Because  of  Bishop's  high  income 
their  investment  strategy  is  still  heav- 
ily oriented  toward  growth,  with  an 


eye  on  retirement,  which  Bishop  plai 
to  start  by  the  time  she  is  60. 

Bishop's  only  regret  is  that  she  ai 
Yale  did  not  allocate  chores  to  avo 
last-minute  quibbling  over  who  shou 
shop  for  food  or  make  a  doctor's  a] 
pointment.  "There  was  still  the  expe 
tation  that  I  was  the  primary  nurture! 
says  Bishop.  As  for  Yale,  he's  closer 
his  kids.  "Some  of  our  best  convers 
tions  are  when  I'm  driving  car  pool 
he  says.  "I  find  myself  slowing  down 
we  can  finish  talking." 
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Revenge  of  the  Bears 


The  short-sellers  in  our 
If  You  Could  Love  Only 
One  stock  picking  con- 
test thrived  in  a  side- 
ways market.  Our  bulls 
merely  went  sideways. 

By  Andrew  Gillies  and  Tricia  McGinnis 

EACH  YEAR  WE  ASK  A  DOZEN  WALL 
Street  pros  to  pick  one  stock  for 
year-ahead  performance.  We  also 
ask  five  bears  to  each  pick  one  stock  for 
a  short  sale. 

Results:  The  picks  of  our  five  bears 
declined  an  average  of  23%,  handily 
beating  the  S&P  500,  which  was  down 
only  5%  over  the  span  of  our  contest 
(Dec.  3, 1999  to  Nov.  13,  2000).  Our  12 
bullish  contestants  had  a  3%  loss, 
scarcely  beating  the  market. 

The  star  bear:  Joseph  L.  Toms,  pres- 
ident of  Hilspen  Capital.  His  short  call 
last  year,  Internet  Capital  Group,  an  in- 
cubator of  Internet  companies,  is  off 
88%.  So  much  for  the  B2B  bonanza. 

Runner-up  bear  is  Lou  A.  Cardi- 
nali  of  Fiero  Brothers,  who  predicted 
that  4Kids  Entertainment 
would  fall  once  the  Poke- 
mon  craze  subsided.  Good 
call.  The  stock  is  off  74%. 
Now  Cardinali  perceives 
Krispy  Kreme,  a  recently 
public  company  trading  at 
129  times  trailing  earn- 
ings, as  another  fad:  "It  is 
just  an  overvalued  dough- 
nut shop." 

The  winning  bull  is 
Mark  Jordan,  vice  president 
at  A.G.  Edwards.  His  previ- 
ous pick,  Jack  Henry  8c  As- 
sociates, posted  four  con- 
secutive positive  earnings 
surprises  during  the  year. 
The  stock  gained  151%  as  a 
result.  Jordan  thinks  that 
his  new  pick,  Comdisco,  a 
Rosemont,  111.  computer 

348     FORBES"  December  11,  2000 


services  and  leasing  company,  will  ben- 
efit from  its  recent  decision  to  cut  its 
losses  ar  its  ailing  DSL  subsidiary,  Prism 
Communication  Services. 

Our  only  other  returning  bull  is 
Legg  Mason's  Richard  Cripps,  whose 
pick  from  last  year,  Marsh  &  McLen- 
nan Cos.,  rose  51%.  This  year  he  thinks 
AT&T's  shareholders  will  come  out 
ahead  in  the  proposed  breakup. 

We  replaced  contestants  who  had 
weak  picks  or  who  couldn't  be  located 
in  time  for  our  deadline.  Our  first  new 
challenger  is  Byron  R.  Wien,  chief  U.S. 
investment  strategist  for  Morgan  Stan- 
ley Dean  Witter.  He's  buying  retailer 
Target  Corp.  "Target's  current  price 
more  than  compensates  for  any  short- 
term  risk  of  an  economic  slowdown," 
says  Wien. 

Ron  H.  Muhlenkamp,  manager  of 
the  $239  million  Muhlenkamp  Fund, 


likes  Salton,  a  maker  of  quirky  kitch 
appliances  such  as  George  Foremai 
Grilling  Machine.  Muhlenkamp  e 
pects  $6.60  in  earnings  per  share  tl 
year  from  Salton.  You  can  get  the  sto 
at  three  times  that  figure. 

David  Elias  of  Elias  Asset  Manaj 
ment  in  Williamsville,  N.Y.  choo< 
Home  Depot,  which  is  47%  off  its  hi\ 
Store  openings  and  benign  compe 
tion  will  lead  the  home  improvemc- 
retailer  to  25%  earnings  growth 
200 1 ,  he  says. 

Martin  Whitman,  who  runs  t 
$1.74  billion  Third  Avenue  Value  Fur 
is  betting  on  AVX,  which  makes  c 
phone  components  and  will  cost  y 
only  30  times  trailing  earnings.  Jon 
Hickman,  senior  portfolio  manager 
Jurika  8c  Voyles  in  Oakland,  Calif,  pic 
Duraswitch  Industries,  an  Arizo 
company  that  invented  a  new  on/< 
switch  for  automotive  and  electroi 
applications  and  is  licensing  it  to  coi 
panies  like  Delphi  Automotive. 

Michelle  R.  Clayman,  chief  execut 


The  picks  of  our  five  bears  declined  an  average 
of  23%,  beating  the  S&P  500,  which  was  down 
5%.  Our  12  bullish  contestants  had  a  3%  loss. 


itter  where  you're  going,  it's  closer  than  you  think.  Via  the  3.2-liter,  260-horsepower  Acura  CL  Type  S.  And  if  you'd  prefer 
htly  more  leisurely  pace,  take  the  225-hp  CL.  Either  way,  you'll  thank  us  for  flying  with  you.  For  more  information, 
-800-TO-ACURA  or  go  to  acura.com.    The    260-hp    CL    Type    S.     (A)  ACURA 


I-  and  Type  S  are  trademarks  of  Honda  Motor  Co.,  Ltd.  Make  an  intelligent  decision.  Fasten  your  seat  belt.  ©2000  Acura  Division  of  American  Honda  Motor  Co.,  Inc. 
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Bulls  and  Bears  of  2001 

The  Love  Just  One  contestants:  14  new  players,  and  two  winning  bulls  and  one  winning  bear  from  the  previous  round. 


1  Name/affiliation 

Stock 

Ticker 

Price 

Reasaa 

Mir.Siells  H  dayman  New  Amsterdam  Partners 

Black  Box 

BBOX 

$60.56 

demand  for  comprehensive  networking  solutions 

Richard  Cripps  Legg  Mason 

AT&T 

T 

21.00 

parts  will  be  worth  more  after  breakup 

Gail  Dndaek/independent  strategist 

Cepheid 

CPHD 

8.44 

diagnostic  products  for  medical  research 

David  Eliat  Elias  Asset  Management 

Home  Depot 

HD 

37.38 

trouncing  competitors 

Jean-Marie  Eveillard/ First  Eagle  SoGen  Funds 

Rayonier 

RYN 

35.44 

timber  is  historically  a  good  value  play 

Jon  R  Hickman  Jurika  &  Voyles  Investment  Management 

Duraswitch  Industries 

DSWT 

12.06 

new  high-performance  switches 

Mark  C  Jordaa/AG  Edwards 

Comdisco 

CDO 

13.69 

underlying  value  remains  after  sale  of  DSL  business 

Grace  Keeney  Fey  Frontier  Capital  Management 

Thermo  Electron 

TMO 

28.00 

new  management  refocusing  on  core  business 

Ron  H  Muhlenkamp/Muhlenkamp  Funds 

Salton 

SFP 

21.94 

affordable,  fun  kitchen  appliances 

Martia  WMtaaa/Third  Avenue  Value  Fund 

AVX 

AVX 

25.50 

company  investing  in  R&D:  long-term  growth  potential 

Byron  R  Wiea/Morgan  Stanley  Dean  Witter 

Target 

TGT 

26.19 

stock  price  overcompensates  for  possible  economic  slowdo 

Thyra  Zerhusen  Alleghany  Funds 

American  Power  Conversion  APCC 

12.31 

stock  is  a  bargain  at  10  times  2001  EPS  estimate 

Lou  A  Cardinali  Fiero  Brothers 

Krispy  Kreme 

KREM 

87.38 

overvalued  doughnut  company 

Mark  Coffert/First  Austin  Capital  Management 

Juniper  Networks 

JNPR 

164.55 

nice  business,  but  valuations  are  way  off 

William  Seale,  ProFund  Advisors 

Transmeta 

TMTA 

35.63 

competing  against  Intel  and  AMD 

Martia  Weiner  Comstock  Funds 

Charles  Schwab 

SCH 

30.94 

online  brokerage  susceptible  to  market  downturn 

Stephen  Worthington  Barbary  Coast  Capital  Management 

Metricom 

MCOM 

15.75 

rapidly  burning  cash:  huge  debt  load 

Prices  as  of  close  Nov.  13.  Source:  Market  Guide  via  FactSet  Information  Services. 


The  Final  Tally 


Last  year's  bulls  merely  tied  the  market,  but  the  bears  succeeded  in  fingering 
stocks  that  went  down  a  lot  more  than  the  market. 


Name/affiliation 

Ticker 

Stack 

change1  | 

Mark  C  Jordan  AG  Edwards 

JKHY 

Jack  Henry  &  Associates 

151% 

Richard  E  Cripps  Legg  Mason 

MMC 

Marsh  &  McLennan  Co's 

51 

Sylvester  Marquardt  John  Hancock  Funds 

POS 

Catalina  Marketing 

6 

Alan  Cnlhertson,  AN  Culbertson  &  Co 

KEY 

KeyCorp 

-7 

Alexander  Paris,  Sr/Barrington  Research  Assoc 

FO 

Fortune  Brands 

-11 

Carlos  MAsilis/JP  Morgan 

CSTB4 

Siderugica  de  Tubarao2 

-22 

Todd  D  Bakar  Hambrecht  &  Quist 

SLR 

Solectron 

-22 

Jeffrey  Feiner  Lehman  Brothers 

WMT 

Wal-Mart  Stores 

-23 

Charles  B  Carlson  DRIP  Investment  Newsletter 

GV 

General  Motors 

-25 

John  A  Carey/Pioneer  Fund 

NSC 

Norfolk  Southern 

-30 

Mark  Headley/Matthews  International 

KEP 

Korea  Electric  Power 

-32 

W  Heary  Fard  ll/Pitbull  Investor  Newsletter 

WCOM 

WorldCom 

-70 

Joseph  L  Toms- Hilspen  Capital 

ICGE 

Internet  Capital  Group 

-88 

Lob  A  Cardiaali/Fiero  Brothers 

KDE 

4Kids  Entertainment 

-74 

Or  Paal  L  McEntire  BearGuard  Fund 

EXDS 

Exodus  Communications 

-4 

David  Tice,  Prudent  Bear  Fund 

PVN 

Providian  Financial  Corp 

16 

Matthew  C  Hershberg,  Standard  &  Poor's 

HB 

Hillenbrand  Industries 

37 

'From  Dec.  3. 1999  to  Nov  13  2000.  ^Company  trades  a 
Source:  Market  Guide  via  FactSet  Information  Services. 

i  an  American  Depositary  Receipt. 

officer  of  New  Amsterdam  Partners  in 
New  York,  is  impressed  with  Black  Box,  a 
company  that  started  out  as  an  online 
catalog  for  computer  equipment  and  has 
expanded  into  networking  services.  Jean- 


Marie  Eveillard,  fund  manager  at  First 
Eagle  SoGen  Funds,  favors  Rayonier,  a  SI. I 
billion  (revenues)  timber  company.  "To  a 
value  investor,  it's  Like  paying  60  cents  for 
what's  worth  a  dollar,"  argues  Eveillard. 


Despite  posting  disappointing  qu 
terly  results,  American  Power  Conversi 
a  manufacturer  of  backup  electric  syste 
for  computers  and  networks,  is  the  chc 
of  Thyra  Zerhusen,  a  portfolio  mana 
for  Alleghany  Funds.  Grace  Keeney  1 
portfolio  manager  at  Frontier  Cap 
Management  in  Boston,  picks  Ther 
Electron.  This  scientific  catchall  has  b 
in  even-thing  from  artificial  hearts  to 
generation  equipment.  It  is  refocusing 
precision  instruments. 

On  the  short  side,  newcomer  Step! 
\\brthington,  portfolio  manager  of  E 
bary  Coast  Capital  Management  in 
Francisco,  targets  Metricom,  a  provi 
and  operator  of  digital  networks  and 
vices  for  mobile  users.  He  says  it  will 
out  of  cash  in  two  quarters  at  its  curt 
pace.  (The  company  begs  to  differ.) 

William  Seale,  stock  picker  at  the  I 
Fund  family  of  no-load  mutual  fui 
casts  down  on  Transmeta,  a  develops 
low-power  microprocessors.  Despite 
ing  part  of  an  IBM  contract,  Transn 
trades  71%  above  its  recent  offering  p: 
Seale  is  skeptical  about  the  firm's  lc 
term  ability  to  compete  with  Intel 
Advanced  Micro  Devices. 

For  more  information  on  these  p 
go  to  forbes.com/extra/lovejustone. 
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Opportunities  in  infrastructure  abound.  If  you  know  where  to  look. 


Part  of  being  a  successful  investor 
involves  recognizing  trends.  If  you 
believe  an  industry  provides  an  oppor- 
tunity, look  to  Fidelity  Select  Portfolio^ 
to  help  you  take  advantage  of  it. 

Our  new  Select  Networking  and 
Infrastructure  Portfolio  and  Select 
Wireless  Portfolio,  for  example,  will 
attempt  to  capitalize  on  what  analysts 
see  as  the  increasing  importance  of 
networking  equipment  in  the  new 


economy  and  the  expanding  role  of 
wireless  technology. 

Of  course,  narrowly  focused  funds 
like  these  have  the  potential  for 
volatility.  But  as  the  Internet  and 
its  related  industries  are  here  to 
stay,  they  could  well  be  worth  your 
consideration. 

Put  the  expertise  and  service  of 
Fidelity  to  work  on  your  portfolio  to 
help  you  see  yourself  succeeding. 


Introducing 
Two  New  Fidelity 
Select  Portfolios 

You  pick  the  industry,  we  pick  the  stocks. 

Fidelity  Select  Networking  and  Infrastructure  Portfolio 
Fidelity  Select  Wireless  Portfolio 


Fidelity 


Investments* 


1-800-FIDELITY  Fidelity.com 


ore  complete  information  on  any  Fidelity  fund,  including  charges  and  expenses,  call  for  a  free  prospectus  or  download  one  at 

y.com.  Please  read  carefully  before  you  invest  or  send  money. 

ERVICE:  1-800-544-0118  for  the  deaf  and  hearing  impaired  9am-9pm  ET. 

/  Distributors  Corporation  118968 


3TREETWA 

Mall  Magic 

IN  THE  MIDST  OF  A  LACKLUSTER  FALL, 
many  big  retailers  are  fearing  the  Grinch 
this  holiday  season.  Blue  chips  like  Wal- 
Mart,  the  Gap  and  others  are  30%  to  50% 
off  their  52-week  highs. 

Marcia  L.  Aaron,  analyst  with  Deutsche 
Banc  Alex.  Brown,  says  investors  should 
consider  one  chain  that  is  bucking  the 
trend,  Limited  Inc.  (NYSE:  LTD).  The  apparel 
retailer  had  $9.5  billion  in  sales  last  year 
from  its  growing  stable  of  mall  shops,  in- 
cluding its  flagship  as  well  as  specialty  shops 
Victoria's  Secret  and  Bath  &  Body  Works, 
which  are  owned  through  its  84%  stake  in 
Intimate  Brands. 

While  other  concerns  struggle  with 
poor  sales  and  lower  operating  margins, 
Limited's  strong  brands  have  been  pulling  in  mall  traffic. 
Shareholders  have  also  benefited  from  its  spinoffs  of 
smaller  divisions,  like  Limited  Too  and  Abercrombie 
&  Fitch. 

In  the  third  quarter  Limited's  earnings  climbed  22%  to 
$49  million,  against  an  1 1%  drop  for  the  specialty  apparel  in- 


dustry, Aaron  says.  She  expects  healthy  growth  for  the  resl 
the  year  even  if  customers  don't  flock  to  the  malls  this  he 
day  season.  Some  customers  would  rather  shop  online  or  t 
a  Victoria's  Secret  teddy  by  mail. 

At  $25  the  stock  sells  for  24  times  trailing  earnings,  higl 
than  the  Gap's  ratio,  but  worth  the  premium.     — Ian  Z 


Is  the  Dimon  premium  in  for  a  rough  cut? 


Dimon  in  the 


Rough 


JAMES  DIMON,  THE  FORMER  SANFORD 
Weill  protege  at  Citigroup,  took  over 
Bank  One  in  March.  Since  then  the 
Chicago-based  bank  has  enioyed  a  Wall 
Street  resurgence,  with  shares  up  25% 
to  $35.  But  that  puts  the  price/earnings 
ratio  on  this  stock  (NYSE:  ONE)  at  16, 
well  ahead  of  the  average  P/E  of  12  for 
other  large  regional  banks,  says  Merrill 


Lynch  analyst  Sandra  J.  Flannigan.  Loan 
problems  persist  in  areas  like  credit 
cards,  and  the  net  interest  margin  is 
dropping.  Flannigan  expects  operating 
income  (before  nonrecurring  gains  and 
losses)  to  slide  38%  to  $2.15  a  share  this 
year.  Short  the  stock  and  cover  at  $28. 

— Mark  Tatge 

Buy  Now,  Pay 
Later 

LOWER-INCOME  CUSTOMERS  SOME- 
times  have  eyes  bigger  than  their  bank 
accounts,  and  the  rent-to-own  industry 
has  exploited  the  fact.  The  chains  sell 
furniture  and  appliances  via  monthly 
payments.  If  the  customer  misses  a  pay- 
ment, a  repo  man  comes  to  take  the 
purchase  back.  If  all  payments  are 
made,  the  buyer  has  in  effect  borrowed 
money  at  a  usurious  rate. 

If  you  can  stomach  the  business 
model,  you  might  find  Rent-A-Center 
(Nasdaq:  RCIl)  an  intriguing  buy  at  a  re- 


cent $26,  or  seven  times  earnings. 

Dennis  Van  Zelfden,  analyst  w 
Robinson-Humphrey,  says  this  $1.6 1 
lion  (sales),  2,400-store  chain  is  qu 
capable  of  dealing  with  defaulters 
32-inch  television  set,  for  example,  \ 
be  rented  on  average  by  four  custom 
over  24  months  before  someone  finj 
pays  it  off.  Van  Zelfden  expects  earni] 
to  grow  15%  in  2001.  A  recession  cot 
paradoxically,  help  its  business. 

One  reason  Rent-A-Center  sha 
are  so  cheap:  an  accounting  and  m; 
agement  mess  at  competitor  Rent-V 
has  taken  that  company's  stock  do 
85%  since  Jan.  1 .        — Daniel  Kru 

Cheaper  Oil 

ONCE  COMPLETED,  CHEVRON'S  $35  I 
lion  merger  with  Texaco  will  create 
fourth-biggest  oil  company.  Though 
deal  still  has  to  pass  regulatory  mus 
John  Carey,  manager  of  the  Pion 
Fund,  suggests  buying  Texaco  (NYSE: " 
now  to  benefit  from  cost  savings  to  coi 
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First,  the  companies  plan  a  7%  work 
rce  cut  that  should  save  $300  million  a 
ar.  Then  there's  consolidation  of  ex- 
Dration  activities.  And  to  please  regu- 
ors,  the  duo  may  have  to  sell  some  gas 
itions  and  refining  capacity.  But  that's 
>lessing,  as  Texaco  has  some  low-re- 
rning  operations  it  will  be  happy  to 
t  rid  of.  All  told,  Carey  expects  savings 
$1.2  billion  a  year  at  a  company  with 
o  forma  net  income  of  $6.8  billion. 

If  the  merger  is  consummated,  each 
xaco  share,  now  trading  at  $60,  will 

converted  into  0.77  shares  of 
levron.  The  combined  company 
ould  be  able  to  earn  $6.35  a  share 
xt  year.  That  means  today's  Texaco 
yer  is  getting  in  at  12.5  times  forward 
rnings.  ExxonMobil  goes  for  20 
les.  — Christopher  Helman 

lappy-Meal 
"ime 

VESTORS  AREN'T  USED  TO  SEEING 
wer  sales  and  earnings  growth  from 
:Donald's.  That's  a  simple  explanation 
■  the  45%  slump  the  burger  giant's 
ires  suffered  this  year.  From  its  Sep- 
nber  low  of  $27,  the  stock  has  been 
:hing  back  up.  Anthony  Maramarco, 
inager  of  the  Babson  Value  Fund, 
nks  now  is  the  time  to  get  in.  He 
ints  out  that  much  of  the  short-term 
akness  in  McDonald's  (NYSE:  MCD)  is 
ributable  to  the  euro.  With  25%  of 
es  and  36%  of  profits  coming  from 
rope,  any  recovery  in  that  currency — 
dch  could  come  if  the  U.S.  economy 
akens  or  our  interest  rates  fall — will 
ost  McDonald's  net. 
The  company  has  begun  building 
ler  promising  concepts  like  Chipotle 
;xican  Grill  and  Donatos  Pizza.  Next 
ir  it  will  continue  expansion  of  these 
ains.  Maramarco  sees  8%  earnings 
)wth  this  year  and  10%  in  2001.  At 
3,  the  shares  look  cheap  at  a  below- 
irket  trailing  P/E  of  23.  — C.H. 


a 


To  check  on  Streetwalker's 
performance  visit  our  Web  site  at 
www.forbes.com/streetwalker. 


GALLERY 

AND  ART  ADVISORY  SERVICES 


Located  at  Worth  Avenue  and  Hibiscus,  in  the  heart  of  Palm  Beach  "s 
prestigious  shopping  district.  Gasiunasen  Gallery  features  works  of  art 
by  Modem  and  Contemporary  Masters.  For  26  years,  art  dealer  Ari 
Gasiunasen  has  been  satisfying  art  enthusiasts'  particular  needs,  finding  the 
perfect  match,  thus  creating  the  ultimate  union  in  taste,  appreciation  and 
format. 

Outside  of  the  gallery  venue.  Ari  Gasiunasen  has  a  strong  art  advisory  divi- 
sion educating  new  art  collectors  in  the  value  of  buying  art  -  whether  it  at 
auction  in  Geneva  or  from  a  private  estate  in  Philadelphia.  For  the  astute 
connoisseur,  services  range  from  upgrading  collections  to  researching  and 
authenticating  works  of  art.  All  services  have  competitive  rates,  allowing 
buyers  to  acquire  what  they  love  at  the  correct  price. 

The  Gasiunasen  Gallery  itself  boasts  a  wide  range  of  international  artists, 
such  as  Picasso.  Magritte.  Chagall.  Giacometti.  Flanagan.  Dubuffet. 
Moore.  Matisse,  and  Van  Dongen.  as  well  as  American  Masters  such  as 
Hopper.  Glackens.  Avery.  Louis.  Hofmann.  Frankenthaler.  Calder.  Warhol, 
and  Marsh.  Having  hosted  one-man  shows  of  works  by  Jim  Dine.  George 
Segal.  Louise  Nevelson.  Karel  Appel.  Fernando  Botero  and  Robert 
Mapplethorpe.  Gasiunasen  Gallery  has  become  a  showcase  of  the  best  and 
brightest  artists,  and  has  taken  its  place  as  a  premier  focus  for  outstanding 
art  forms,  such  as  paintings,  works  on  paper,  sculpture  and  statuary. 

415  Hibiscus  Avenue,  at  Worth  Avenue 
Palm  Beach.  Florida  33480 
Tel:  561.820.8920  Fax:  561.820.8918 
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Where-  innovation,  lives. 


Ideas  only  go  as  far  as  you're  willing  to  look  for  them. 

Accelerate  the  expansion  of  your  ideas  and  technology,  with  our 
revolutionary  worldwide  network.  It's  our  unique  way  of  developing  business, 
and  it's  like  no  other  innovation  support  on  earth. 


www.redleaf.com 


IARKETS  and  FORECASTS 

"HE  OVERALL  MARKET  

2-week  performance 
is  of  11/17/00 


Edited  by  Shlomo  Z.  Reifman 


Barra  All-US  Index1 

-5.9% 

S&P  Barra  Growth  Index2 

-5.8 

S&P  Barra  Value  Index3 

-2.5 

Dow  Jones  industrials 

-1.7 

S&P  500 

-4.1 

EAFE4 

-3.6 

Forbes  Internet  Index 

20.5 

Forbes  40  Index  (total  return) 

0.6 

-Barra  All-US  Index  of  10,000  stocks 
—200-day  moving  average 

Market  value:  $16.2  trillion 


Sources:  Barra  Inc.;  Bloomberg  Financial  Markets. 
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istimates  on  this  and  the  next  page  are  from  a  biweekly  survey  of  economists  by 
fridge  Information  Systems  and  Forbes  magazine.  Data  for  period  ending  Nov.  17. 


1999 

Latest 

Mean 

4-wk  chg 

0-year  Treasury  yield  (%) 

6.48 

5.78 

5.88 

0.9 

-month  Treasury  yield  (%) 

5.33 

6.35 

6.34 

2.8 

.ast  action:  May  16,  2000,  +50  basis  points.  Current  rate:  6.5%. 
Jext  Federal  Reserve  meeting:  Dec.  19,  2000. 

Alfred  Goldman,  chief  market  strategist 


PECIAL  STOCK  FOCUS 


According  to  IBES  International,  stocks 
vith  sharp  upward  revisions  in  their 
larnings  estimates  tend  to  outperform 
he  market.  Over  the  past  four  weeks  the 
ear  2001  consensus  earnings  forecasts 
or  the  seven  companies  below  have  in- 
ireased  46%  on  average.  The  year  2001 
orecast  for  Emulex,  for  example,  went 
rom  56  cents  to  72  cents  a  share. 


at  A.G.  Edwards  &  Sons,  sees  the  Dow 
rallying  to  11,400  and  the  S&P  500  to 
1,500  by  year's  end.  "The  Fed  has 
achieved  its  soft  landing,"  he  says,  "and 
there's  lots  of  money  on  the  sidelines." 


FORECASTING  GLOBAL  MARKETS 


EPS  change 
Estimated  versus 
Year        P/E      3  months  ago 

Expected 
year-to-year 
EPS  growth 

S&P  500 

2000  24 

-3.9% 

18% 

2001  22 

-2.9 

10 

MSCI  World-ex  US4 

2000  25 

0.6 

30 

2001  22 

-0.3 

15 

JBES  estimate  increases/decreases 

2000 

2001 

S&P  500 

0.69 

0.51 

MSCI  World-ex  US4 

1.06 

0.92 

Rising  estimates 

Falling  estimates 

Brazil 

Austria 

Canada 

Philippines 

Mexico 

Romania 

Russia 

Slovakia 

Singapore 

Venezuela 

Source:  IBES  International  Inc. 

FORBES  INTERNET  UNIVERSE5 

Index 

Recent 

4  wks  ago 

Value 

68.9 

83.6 

Companies 

338 

334 

Valuations 

Stock  price/sales 

3 

4 

Market  value  ($bil) 

$473 

$566 

Sales/employees  (Sfhou)  $179 

$191 

12-month  sales  growth  196% 

200% 

2000  estimates 

Sales  total  (Sbil) 

$57.6 

$57.0 

Stock  price/sales 

3 

3 

P/E 

83 

81 

Sources:  Forbes;  Market  Guide  and  IBES  International 
via  FactSet  Research  Systems. 


iompany  price 

Est6  Chg7 

ivanex  $75.19 

$0.25  36% 

mulex  74.50 

0.72  28 

luminet  Holdings  27.38 

1.06  29 

latrixOne  15.25 

0.15  91 

Inyx  Software  14.19 

0.12  53 

'eriSign  113.75 

0.55  27 

VJ  Communications  17.38 

0.19  56 

Buying 

Selling 

Price 

EPS8 

Price 

EPS8 

Charter  Communications 

$21.38 

$-3.76 

Citadel  Communications 

$12.25 

$-1.61 

Cnet  Networks 

20.13 

0.57 

Duane  Reade 

25.38 

1.60 

HNC  Software 

25.00 

0.63 

Georgia-Pacific  Group 

23.56 

3.92 

PeopleSoft 

39.69 

0.55 

Imation 

17.75 

1.17 

Sipex 

36.81 

1.09 

Mead 

26.94 

2.19 

"Year  2O0I  estimate.  Source:  ldayo.com. 

ear  2001  estimate.  'Estimate  change  over  last  four  weeks. 
wrces:  IBES  International  and  Interactive  Data  Corp  via 
ictSel  Research  Systems;  IBES  Express. 


The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available 
and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  2Total 
return  of  more  than  150  large-capitalization  stocks  that  have  predicted  above-average  earnings  growth.  'Total  return  of 
more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings 
ratios.  "A  dollar-denominated,  capitalization-weighted  index  of  foreign  stocks.  Source:  Morgan  Stanley  Capital  International. 
5Capitalization-weighted  index  of  all  U.S.-based,  publicly  traded  Internet  commerce  sites,  portals,  service  providers  and 
software  companies.  Base  value  12/31/98  =  100.  Index  ratios  and  growth  rates  are  medians. 


www.forbes.com  for  updates  on  many  of  these  items,  quotes  on  over  9,000  securities  and  stock  and  mutual  fund 
irts.  Or  use  your  -.CueCat  device  on  the  cue  code  ( right)  to  take  you  there  instantly. 
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Trie  U.S.  Economy 


ACTUAL 


1999 


Latest 


2000  ESTIMATE 
Mean      4-wk  chg 


Automobile  sales1  (mil) 

17.4           18.11  oct 

170             n  oo/ 

Capacity  utilization  (%) 

81.1            til.l  OCt 

oo  n  no 
bV.U  11.3 

New  Housing  starts  itnouj 

1  RRQ              1  Rflt;  •    n  net 
1,000            l.DUu     p  OCI 

1  fifl/i            -P.  9 

Retail  sales3  ($bil) 

2,246        2,405  *  p  oct 

2,437  -2.0 

nauc  Udiantc  \yuii/ 

-?RR           -TTt;  *  n  nan 
cuo               joj     u  oug 

-39(1            fi  R 

llnpmiilfivmpnt  rafp^  I  ,  ) 
wiiciiipiuy mem  laic  V  / 

41           3  9  oct 

4.0  -0.7 

Gross  domestic  product  (%  chg) 

4.2          2.76  p3Q 

5.3  0.4 

Inf  iatinn 

i»ri  services  vunaujusieu  m  " 

L.I                   O.J  UUI 

t  r        n  n 

u.u  u.u 

PPI  tntal  fnnaHiiKtpri  \(%  rht?^ 

vrl  lUlal  ^UllaUJUdlCU  j\-o  **"o/ 

2  fi            3  4*  oct 

L  U                        J  H  ULi 

3.4  00 

Prices 

LnD  Dff lUgc  SpUI  UlUcXco 

9979c;       9?q  qq 

CCI.Co  LCO.OJ 

LLO  JU  X.I 

Rnlrl  npr  trnv  ntitirp  f*s ) 

uuiu  pci  IIUJ  UUIIUC  V.V/ 

288  50       265  70 

281  50        -1  3 

Oil/hhl  W  Texas  Intermediate  ($) 

wii/ uui  n  icAao  unci  iiicuiaic  \v/ 

25  60         35  48 

29  89          4  9 

Currency 

German  marks  per  dollar 

1.94  2.30 

2.28  5.1 

Yen  per  dollar 

102  109 

108  -0.8 

Dollars  per  euro 

1.01  0.85 

0.85  -5.6 

"The  absence  of  continued  wealth  gains 
beginning  to  clip  Americans'  willingness 
spend  money  on  a  new  car,"  says  Ve 
Bussmann,  DaimlerChrysler  corpora 
economist.  Bussmann  thinks  that  17  millic 
cars  and  trucks  will  be  sold  in  the  U.S.  ne 
year,  a  6%  decline  from  the  record  18  m 
lion  expected  for  2000,  though  well  abo^ 
the  annual  average  of  15.5  million  unit 
Reason?  Bussmann  thinks  the  slowdown 
the  overall  economy  is  having  a  ripple  e 
feet  on  auto  sales. 

Closeup:  Domestic  vehicle  sales 

Millions  of  units 

\  17 
16 

15 

14 

'Estimate  13 
'92    93    '94    95    96    '97  '98   '99    OCT  '01' 
Forbes  Index:  Current:  322.2  2-wk  chg:  -0.53 


Source:  Bureau  of  Economic 
Analysis. 


StarMine— which  tabulates  SmartEstimates,  its  own  consensus 
earnings  estimates  based  on  the  past  performance  of  each  secu- 
rity analyst  and  the  timeliness  of  each  estimate— expects  several 
negative  surprises  for  the  fourth  quarter  from  the  chemical  and 
steel  industries.  For  example,  StarMine's  estimate  for  E.I.  du  Pont 
de  Nemours  is  $0.52  a  share,  or  4%  below  the  consensus  esti- 
mate. Similarly,  Steel  Dynamics'  SmartEstimate  is  $0.17  a  share 
compared  with  the  consensus  estimate  of  $0.19. 

Company 

Price 

IBES 

consensus 
estimate7 

StarMine  Expected 
Smart-  report 
Estimate 7  date 

Positive  Exoected  Surprises  or  Revisions 

Exxon  Mobil 

$90.31 

$1.20 

$1.25 

1/23/01 

Old  Republic  Intl 

26.19 

0.57 

0.62 

1/29/01 

Qwest  Communications  Intl 

41.88 

0.12 

0.15 

2/1/01 

Semco  Energy 

16.19 

0.75 

0.79 

1/22/01 

Ultramar  Diamond  Shamrock 

27.75 

0.93 

1.14 

2/1/01 

Valero  Energy 

35.75 

1.21 

1.35 

1/25/01 

Negative  Exoected  Surprises  or  Revisions 

E.I.  du  Pont  de  Nemours 

42.56 

0.54 

0.52 

1/26/01 

General  Motors 

55.88 

1.83 

1.76 

1/18/01 

Lehman  Brothers  Hldgs 

53.00 

1.39 

1.28 

1/8/01 

MarchFirst 

3.88 

0.07 

0.01 

1/24/01 

Micron  Technology 

33.75 

0.868 

0.768 

12/22/00 

Steel  Gynamics 

11.00 

0.19 

0.17 

2/1/01 

Data  as  of  Nov.  17. 

'Fourth  quarter.  8Fiscal  first  quarter.  Sources:  StarMine  Corp  :  IBES  International  and 
Interactive  Data  Corp  via  FactSet  Research  Systems 

The  S&P  health  care  index  has  a  total  return  of  28%  so  far  this  yeai 
compared  with  a  decline  of  6%  for  the  S&P  500.  The  five  no-load 
health  funds  below  averaged  a  year-to-date  total  return  of  53%. 

JMAL  RETURN9 

Asset 

Fund 

lyear 

YTD 

3  months 

($mii; 

Dresdner  RCM  Global  Hlth  Care 

102.7% 

68.1% 

6.6% 

$200 

Kinetics  Medical 

84.7 

52.1 

4.7 

61 

Scudder  Health  Care 

70.7 

59.8 

8.0 

238 

T  Rowe  Price  Health  Science 

54.2 

46.3 

5.7 

919 

Warburg  Pincus  Global  Health 

49.7 

39.2 

6.5 

101 

'Through  Nov.  16. 

Sources:  Upper  Inc.:  Morningstar. 

NOTEWORTHY  NEW  ISSUES  IN  REGISTRATION 


Over  the  past  two  weeks  the  pipeline  for  initial  public  offerings  ha: 
stagnated,  with  240  companies  in  registration.  Renaissance  Capi- 
tal's Randall  Roth  doesn't  expect  much  activity  for  the  rest  of  200 


Company/business 

Share  Size 
price  ($)  ($mil) 

Sales1 
($mil 

Cellomics  genetic  research  equip 

$11-13  $72 

$9 

Peet's  Coffee  &  Tea/roasts  &  mkts  coffee 

10-14  40 

76 

Specialty  Laboratories/clinical  research  labs 

14-16  75 

147 

Telect/telecomm  equipment  &  services 

9-11  120 

251 

Verisity/electronics  testing  equip  &  software 

8-10  30 

18 

"Latest  12  months.  Source:  Renaissance  Capital. 

•12  months,  p:  preliminary,  r:  revised.  Autos,  light  and  heavy  trucks,  includes  imports.  Sour 
Ward's  Automotive  Yearbook.  Total  single  and  multiple  family,  seasonally  unadiusted.  3Exclud: 
auto  sales,  seasonally  adjusted.  'Total  goods  and  services,  seasonally  adjusted.  'Percent  of  cr 
ian  labor  force.  Quarterly  change,  annualized.  Source:  Bndge  Information  Systems 
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Special  B2B  E-Commerce  Advertising  Section 


-commerce 


LARSTAN 

P  H  !  N  '■■ 

inside » 

2  Streamlining  enterprise  software 
selection  process 

4  Asian  Internet  domain  names 
skyrocket  in  popularity 

6  Guide  to  leading  e-commerce  players 

7  Fulfillment  critical  to  B2C  success 


www.larstan.net  »  Nov./Dec.  2000 


i  Power  of  Information 

aBloxs  analytical  platform  helps 
panies  thrive  in  dynamic  markets 

ce  Wiebner 

mation  overbad     ^  L       R  \_)  § 
io  longer  be  an      >\     .  .    .  . 
ble  side  effect  of    ^  AlphaBlOX. 
commerce,  thanks  to  the  pairing  of  Clarus 
commerce  solutions  with  AlphaBloxs  anaryti- 
tform.  Together  they're  delivering  proven 
cal  infrastructure  and  services  to  companies 
aded  with  critical  and  often  confusing  data, 
stomers  include  buyers,  sellers  and  mar- 
ce  hosts  eager  to  get  electronic  procure- 
and  digital  market  performance  data  over 
;b.  "By  clarifying  vast  amounts  of  e-com- 
and  external  data,  we  enable  our  cus- 
5  to  interpret  and  react  to  dynamic  markets 
>mpetitive  factors,"  says  Polly  Sumner, 
ent  and  COO  of  AlphaBlox. 
;  AlphaBlox  Web-based  platform  is  easily 
/able  with  greater  integration,  flexibility  and 
ibility  than  proprietary  query  tools.  "Our 
lar,  open  architecture  enables  organizations 
ign,  embed  and  deliver  analytical  services 
ihout  their  infrastructure,"  adds  Sumner.  « 
ore  info,  visit  www.alphablox.com. 


coverstory  i 


Personalization  Keys 
E-Commerce  Success 

Oracle's  technology  personalizes  sites  mmm 
for  increased  customer  satisfaction 

By  Steve  Williams 


A 


s  the  digital  economy  matures,  e-businesses  are  finding 
hat  it  pays  to  get  personal.  Oracle,  the  largest  software 


provider  in  the  B2B  e-commerce  arena,  has  introduced  the 
Oracle9i  Database  to  provide  personalized  information  in  real- 
time for  e-businesses  Web  sites,  e-stores,  call  centers  or  other 
customer  interaction  centers. 

"Oracle  Personalization  will  help  companies  reduce  cus- 
tomer chum  and  streamline  the  purchase  process  with  per- 
sonalized recommendations,  ratings  of  the  likelihood  that 
the  customer  will  'like  the  recommendations,  and  improved 
site  navigation  based  on  visitor  interests  and  profiles,"  says 
Michael  Howard,  Oracle  vice  president  of  B2B  Integration  and  Data  Warehouse  division. 

Oracles  integrated  approach  allows  companies  to  provide  visitors  with  individualized 
recommendations  based  on  where  they've  been  and  what  they've  done  online. 
Recommendations  can  be  made  simultaneously  to  thousands  of  users  —  with  no 
impact  on  performance.  They  can  analyze  large  volumes  of  customer  data  by  using  both 
explicit  information,  such  as  purchases,  ratings  and  demographic  information,  and  implic- 
it information,  including  mouse  clicks  and  pages  visited,  to  build  recommendations.  << 


Oracle  CEO  Larry  Ellison. 


proving  E-mail  Management 

:us  software  helps  e-businesses  manage  rising  tide  of  customer  e-mail 
Appleby 


ften  been  said  that  a  rising  tide  lifts  all 
ts.  Contrary  to  this  popular  saying, 
/er,  a  rising  tide  of  customer  e-mails  is 
3  many  e-businesses  as  they  struggle 
✓ide  fast,  effective  responses  to  a  con- 
growing  workload  of  customer  e- 
Dmmunications.  (See  Gartner  Group 
to  the  right.) 

>rse  yet,  e-businesses  that  have  hired 


more  and  more  customer  service  reps  still 
haven't  overcome  this  daunting  challenge. 

Other  companies,  however,  have  found 
relief  with  Quintus  Corporation's  e-mail  man- 
agement software  and  a  feature  set  that 
includes  automatic  e-mail  acknowledgment, 
suggestion  and  response  capabilities.  This 
scalable  system  also  offers  intelligent  mes- 
sage queuing  and  routing  to  ensure  that  e- 
mails  are  delivered  to  the  most  appropriate 
resource  within  an  enterprise.  « 


Survey  of  Top  50  E-tail  Sites 

Gartner  study  reveals  widespread 
I  e-mail  management  deficiencies 
6%  Allow  customer  to  request 

call-back 

10%  Enable  customers  to  track 

inquiries  to  resolution 
24%    Offer  instant  messaging 
28%  Acknowledge  receipt  of 
customer  e-mail  inquiry 

Source:  Gartner  Group,  Inc..  August  2000  Survey 


For  more  information  on  the  company's 
e-mail  solutions,  visit  www.quintus.com 
or  call  1 800.337.8941. 


)0  Larstan  Publishing,  Inc.  All  rights  reserved. 
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Masg.com  brings  the  online  revolution  to  selecting  enter 
prise  and  manufacturing 
software  solutions. 


Streamlining  the  Enterprise 
Software  Selection  Process 

Masg.com  helps  make  better  decisions  faster 

By  Richard  Engling 


The  process  of  selecting  software 
to  automate  the  functions  of  a 
company's  enterprise  is  a  significant 
challenge  to  any  organization.  After 
all,  how  can  an  enterprise  make  an 
"apples-to-apples"  comparison  of 
the  many  functionalities  in  the  multi- 
tudes of  packages  and  systems 
available? 

Some  companies  choose  to 
employ  the  services  of  consultants. 
However,  many  companies  —  and 
consultants  —  are  now  discovering 
the  tools  available  at  masg.com.  As 
the  world's  largest  on-line  resource 
of  its  kind,  masg.com  offers  them 
unique  advantages.  It  allows  users  to 
search,  evaluate  and  select  enterprise  appli- 
cations and  manufacturing  point  solutions 
and  services  using  a  variety  of  methods. 

Time  Saved 

Masg.com  enables  users  to  spend  less  time 
gathering  information  and  more  time  ana- 
lyzing the  best  fit  for  their  businesses.  Users 
can  trim  as  much  as  a  third  of  their  research 
time,  eliminate  off-target  bids  from  consider- 
ation and  anticipate  the  internal  financial 
impact  of  new  software  solutions. 

A  typical  selection  process  for  a  busi- 
ness-critical application  involves  months  of 
research  and  weeks  of  management  evalua- 
tion. Then,  after  comparing  hundreds  of  fea- 
tures and  functions  against  company 
requirements,  specifications  become  obso- 
lete as  new  versions  and  upgrades  replace 
existing  products  faster  than  evaluators  can 
keep  pace.  Masg.com  alleviates  this  risk  by 
continually  updating  information  online. 

The  masg.com  database  is  also  compre- 
hensive. It  contains  more  than  90  applica- 
tion categories  with  950  detailed  vendor 
profiles.  Users  may  review  and  compare 
15,000  software  functions  and  features,  all 
defined. 

Bias-Free  Evaluation 

Masg.com  eliminates  bias  by  providing  tools 


masg.com 


Search,  Evoluot 


Evaluators  can  then  create  their  ow 
tomized  specifications  and  generate  a 
by-side  product  comparison  table  bas< 
the  thousands  of  features  and  function 
ered  in  the  masg.com  database. 
Applications  can  be  ranked  according 
buyer's  own  criteria.  When  comi 
this  chart  can  be  printed  and  sa\ 
the  user's  hard  drive  and/or  the 
masg.com  server. 

Auto  RFP 

After  identifying  products  that  cl 
match  specs,  users  can  translate 
insight  and  information  into  RFR 
RFQ  documents,  which  can  ther 
submitted  online  directly  to  vent 

The  Latest  News 

In  addition  to  search,  evaluation 
selection  features,  the  masg.cor 
enables  users  to  scan  the  latest 
uct  news  from  trad' 
cles  and  press  relet- 
read  expert  comm< 
taries  on  trends,  sai 
a  glossary  of  tech  ti 
nology  and  peruse 
endar  of  events  to  plan  conference  atti 
dance. 


ond  Select 


Licensing 

Masg.com  will  also  license  its  content, 
allowing  both  large  and  mid-sized  con 
nies  to  leverage  their  purchasing  powe 
With  several  software  licensing  model; 
available,  masg.com  can  expertly  guic 
organizations  to  find  the  best  program 
their  specifications.  « 


to  evaluate  soft- 
ware solutions 
according  to 

objective  criteria.  Users  can  create  custom 
specifications,  identify  qualified  vendors, 
and  match  and  compare  products  by  speci- 
fications and  functionalities. 

Flexible  Research  Options 

Users  can  begin  searching  for  applications 
quickly  based  on  platform,  industry  type, 
manufacturing  process  and  other  parame- 
ters. The  site  then  returns  an  unbiased  list  of 
qualifying  products  with  links  to  vendor  pro- 
files. 

Impco  Updates  ERP 

Forbes  magazine  named  Impco  Technologies  Inc.  of  Cerritos,  CA.  one  of  the  "200  Be 
Small  Companies  in  America"  in  1998.  In  1999.  with  revenues  of  nearly  S87  million.  Ih 
maker  of  alternative  fuel  devices  discovered  its  outdated  ERP  system  lacked  the  functi 
it  needed. 

Rick  Range.  Impco's  Director  of  MIS,  used  masg.com  to  help  pick  six  ERP  suppliers 
could  bring  his  organization  into  the  Internet  age  from  a  list  of  more  than  129  initial  vei 

"Once  we  found  those  six,  we  were  able  to  use  other  resources,  too."  says  Range 
staff  built  on  the  foundation  masg.com  provided  with  Dun  5  Bradstreet  reports,  articlt 
trade  publications,  vendor  web  site  reviews  and  in-house  expertise. 

"We  might  have  hired  consultants,"  explains  Range.  "But  MASG  was  much  less  exi 
sive.  Besides,  we  felt  we  had  enough  expertise  in-house  that  we  wouldn't  need  const 
Not  only  that,  but  any  of  our  users  could  access  the  software  from  any  location:  horn' 
office,  it  (masg.com)  really  was  the  major  tool  we  used  in  our  evaluation." 
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Looking  to  transform  your 

business  into  the  e-business  of 

your  dreams? 


There  are  plenty  of  ways  to  integrate  your  business  plans  with  your 
e-Commerce  strategy.  But  choose  the  wrong  one,  and  you've  jeopardized 
the  customer  relationships  you're  trying  so  hard  to  preserve. 

Which  is  why  you  should  consider  e-Commerce  application  solutions  from 
HAHT  Commerce. 

As  a  leading  provider  of  B2B  e-Commerce  applications,  HAHT's  experience 
and  expertise  lets  you  develop  tightly-knit  supply  chains  with  key  clients. 
Address  today's  developing  demand  chain.  Expand  your  systems  when  the 
need  arises.  Equip  your  salespeople  with  today's  technology.  And  leverage 
your  existing  back-office  systems.  All  with  out-of-the-box  connectivity.  And 
with  real  business  benefits  like  lower  cost  of  sales  and  improved  service. 

Let  us  help  make  your  dreams  come  true. 


haht 

COMMERCE 
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outside  the  US 
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Companies... Start  Your  (Global)  Engines 

Network  Solutions  helps  companies  win  worldwide  race  to  register  domain  names 
in  Chinese,  Japanese  and  Korean;  up  next,  Arabic,  Spanish  and  Portuguese  domains 


By  Mike  Wiebner 

Opportunity,  as  the  old  saying  goes, 
rarely  knocks  twice.  However,  a 
recent  development  in  Web  addressing  is 
creating  a  second  round  of  opportunity  for 
everyone  who  wishes  theyd  registered 
business.com,  shopping.com  or  news.com 
a  few  years  ago. 

For  the  first  time,  Internet  domain  names 
will  be  available  in  the  Chinese,  Japanese 
and  Korean  languages.  Internet  companies 
and  their  customers  can  navigate  the  Web 
using  domain  names  in  these  languages 
with  the  .com,  .net  and  .org  extensions. 
Roman  character  domain  names  are  no 
longer  the  only  option  as  they  have  been 
since  the  Internet's  beginnings. 

New  language  options  are  expected  to 
spark  a  registration  rush  by  Asian  companies 
and  large  multinational  firms  looking  to  do 
business  in  China,  Japan  and  Korea.  Many 
companies  are  already  working  with 
Network  Solutions,  Inc.  to  develop  strategies 
for  protecting  their  brand  names  and  prod- 
ucts in  these  new  domain  names.  Network 
Solutions  is  the  world's  leading  provider  of 
domain  names,  having  registered  12  of  the 
19  million  .com,  .net  and  .org  domain  names 
as  of  June  30,  2000. 


High  Stakes 

Currently,  there  are  47  million 
Internet  users  who  speak 
Chinese,  Japanese  and  Korean. 
Often  these  Internet  users  are 
surfing  for  content  in  their  own 
language  with  Chinese,  Japanese 
and  Korean  pages  accounting  for 
16  percent  of  all  Web  pages.  With 
this  much  content  and  so  many 


Asian-speaking  Internet  users,  it's  likely  that 
Asian  companies  will  be  among  the  first  to 
register  domain  names  in  their  own  lan- 
guages. 

And  with  the  Asian  e-commerce  market- 
place expected  to  grow  into  the  world's 
largest  in  the  next  few  years,  more  Asian 
companies  are  likely  to  come  online  for  the 
first  time  as  well.  Until  now,  there  had  been 
little  incentive  to  push  their  non-English- 
speaking  customers  to  type  in  English 
domain  names  for  access  to  their  Web  sites. 

The  next  wave  of  adopters  will  be  multina- 
tional companies  that  find  that  having  a  "local" 
presence  with  a  Web  address  in  Chinese  or 
Japanese  or  Korean  will  be  essential  to  their 
marketing  efforts.  "The  adage,  Think  globally 
and  act  locally'  has  never  been  more  true  for 
e-commerce,"  says  Stratton  Sclavos,  President 
and  CEO  of  VeriSign,  Inc.,  the  parent  company 
of  Network  Solutions  and  the  world's  leading 
provider  of  Internet  trust  services  with  part- 
ners in  28  countries  and  international  rev- 
enues of  40  percent.  "This  is  great  not  only  for 
companies  that  are  primarily  local,  but  also 
companies  with  operations  around  the 
globe." 

Protection 

This  rapid  expansion  in 
domain  names  means 
companies  must 
proactively  work  to 
protect  their  names, 
brands  and  trade- 
marks across  the 
world. 

"There  remain  dif- 
ferent regional  and 
localized  standards 
and  approaches  to  inter- 


New  non-English  domain  name 
registrations  are  expected  to  sur- 
pass English  registrations  as  early 
as  the  first  quarter  of  2001. 


B2B  E-Commerce 


nationalized  domain  names,"  notes  Joe 
Sweeney,  Asia  Pacific  research  director  for 
the  Gartner  Group.  "However,  the  low  cos 
of  investment  and  the  potential  high  return 

—  and  high  risk  for  not  securing  your  brar 

—  should  motivate  organizations  to  secun 
international  domain  names  now." 

Access  to  these  new  markets  is  provir 
a  powerful  beacon  call  as  many  custome 
turn  to  Network  Solutions  for  help  in  this 
transition.  "Customers  want  to  work  with 
the  most  trusted  supplier,  one  that  can 
handle  this  increased  level  of  complexity 
says  Sclavos.  "We  have  a  multilingual  sta 
a  proven  system  and  the  technical 
resources  to  make  sure  that  all  translatior 
are  accurate  and  that  Internet  pages  all 
resolve  correctly." 

Scalability 

As  the  pioneer  in  domain  name  registratio 
Network  Solutions  has  proven  its  capacity 
to  scale  with  the  increase  in  business.  Fron 
its  location  in  Hong  Kong,  the  company  ha 
formed  strategic  partnerships  with  Asia 
Pacific  ISPs  and  ASPs  that  can  provide 
domain  name  registration  in  their  local  cur 
rencies,  with  local  customer  service  and 
now  in  their  local  languages. 

Network  Solutions  is  already  communi 
eating  with  existing  customers  and  partner 
worldwide  on  this  issue.  "We  have  been  ir 
close  contact  with  all  of  our  partners  arour 
the  world,  such  as  ISPs  and  Web  hosting 
companies,"  says  Doug  Wolford,  Group 
General  Manager  of  Network  Solutions' 
Web  Presence  Services.  "They  will  continu 
to  get  a  tremendous  number  of  calls,  and 
we  are  providing  both  training  and  suppor 
in  handling  this  influx  of  demand." 

Approximately  20  percent  of  Internet 
users  read  languages  based  on  non-Roma 
characters.  In  three  years  this  will  increase 
27  percent,  according  to  Global  Reach.  Ne 
non-English  domain  name  registrations  are 
expected  to  surpass  English  registrations  a 
early  as  the  first  quarter  of  2001.  "This  is  ju: 
the  tip  of  the  iceberg."  adds  Wolford.  "Soc 
we  plan  to  add  Arabic,  Spanish  and 
Portuguese."  « 
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Some  of  the  world's  most  forward-thinking  companies  have  transformed  their  Web  sites  into  live  meeting 
<$>     rooms.  They  have  discovered  the  speed,  reliability  and  scalability  of  the  WebEx  Interactive  Network.  Their 


Web  sites  now  hum  with  people  conducting  business  right  in  their  browsers,  without  any  hardware  or  software 
changes.  Now  you  can  give  presentations.  Share  software  and  desktops.  Tour  the  Web.  Voice  and  video  conference, 
in  real-time.  All  on  the  Web.  Talk  about  ROI.  Isn't  it  time  your  company  got  on  the  ball?  Visit  webex.com  or  call  1-877-525-8609 


ee  how  great  minds  meet  online. 

reat  minds  meet  online  at  webex.com 


ix  and  the  WebEx  logo  are  trademarks  of  WebEx  Communications,  Inc.  ©2000  WebEx  Communications,  Inc.  All  rights 
ved.  All  other  names  and  logos  are  registered  trademarks  of  their  respective  owners. 


webex 


Dept.  ««011 


manivL  uaiiu  run  luho  ijj  „  

FORBES/BRIDGE  CONSENSUS  ECONOMIC  FORECAST 


Special  B2B  E-Commerce  Advertising  Section 


B2B  E- 


ce  Buyers  G 


3dvillage.com,  www.3dvillage.com 
infb@3dvillage.com,  919.467.9700 

3dvillage.com  is  a  rich 
media  Internet  content  mar-    .1  f|f_n_ 
keting  company  that  brings 
city  guides,  travel  destinations,  tourist  attrac- 
tions and  real  estate  properties  worldwide 
to  the  desktop  in  interactive,  real-time  3D! 


It 


Cardonet,  www.cardonet.com 
infb@cardonet.com,  408.653.1270 

Cardonet  helps  companies 
connect  to  suppliers,  auto-  cardOflGt 
mate  content  departments, 
transact  e-business  and  turn  profits  with  its 
back-end  e-catalog  solutions. 

Dash  Power  Shopping,  www.dash.com 
jbrooks@dash.com,  212.255.1008 

Dash  drives  heavy  purchas-  (fgsfj 
ing  traffic  to  its  merchant 
partners  and  allows  them  to  bring  real-time 
messages  to  online  consumers.  Innovative 
and  cost-effective.  Dash  helps  convert 
online  shoppers  into  loyal  customers. 


Envive  Corp.,  www.envive.com 
infb@envive.com,  650.934.4176 

Envive  provides  website  load 
testing  and  monitoring  as  a 


envi 


24x7.  self-serve,  hosted  service.  Easy-to-use 
service  gives  customers  full  control  over  site 
performance. 

EqualFooting.com,  www.egualfooting.com 
infb@equalfboting.com,  703.796.4000 

EqualFooting.com 
has  found  informa- 
tion and  established  partnerships  that  help 
small  businesses  to  buy,  sell,  ship,  lease, 
borrow  or  lend.  Their  marketplace  saves 
time  and  money  for  small  business. 


EQwuFoamniG 


iLogistix,  www.ilogistix.com 
info@iLogistix.com,  800.999.9989 

iLogistix  enables  companies  to  effectively 
integrate  and  manage  internal  chain  of  cus- 
tomers, suppliers  and  distribution  partners. 
This  lowers  their  costs,  shortens  delivery 
cycles  and  increases  customer  satisfaction. 

iManage  Inc.,  www.imanage.com 
cgrossmann@imanage.com,  650.356.1166 

iManage  is  a  leading 

provider  of  e-business  con-  Manage 
tent  and  collaboration  soft- 
ware platforms  and  applications  for  enter- 
prises engaged  in  information  commerce  as 
part  of  their  e-business  strategy. 

Logistics.com,  www.logistics.com 
infb@logistics.com,  781.229.1565 

Logistics.com 
combines  leading 
transportation  and 
technology  experts  to  create  the  only  com- 
plete solution  for  both  shippers  and  carriers. 

Netegrity,  www.netegrity.com 
dgaller@netegrity.com,  781.890.1700 

Netegrity  is  a  global  e- 
commerce  infrastructure 
company  that  provides 
solutions  for  securely  managing  and  person- 
alizing business-to-business,  business-to- 
consumer  and  intranet  portals. 

Sitveriine  Technologies 
info@silverline.com,  732.457.0200 
Silverline's  IT  con-  BfllHflWBnffiffllfflffWI 

Suiting  Services  soumom  wthchji  *ounoa»cs 

include  architecting  and  implementing  open 
client  server  systems,  performing  offshore 
development,  maintenance  and  support,  and 
reengineering  and  maintaining  legacy  systems. 


logistics.com; 
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SubmKOrder.com  Inc., 
www.submitorder.com 
todd.cameron@submitorder.com, 
877.719.6010 

SubmitOrder.com 
provides  the  e-ful-  (SllbmitE 
fillment  services 
businesses  needs  to      '  ""»»«•"•'  /«fl***" 
get  an  e-tail  site  up  and  running  quickly,  wr 
keeping  customers  happy  and  sales  growi 
steadily. 

Unicast  Communications  Corp., 
www.unicast.com 

marketing@unicast.com,  917.206.3000 

Helps  advertis- 
ers and  agen- 
cies maximize  ROI  with  measurable,  high- 
impact  solutions.  Helps  websites  increase 
revenue  without  compromising  content. 
Easily  deployable.  excellent  client  service. 

Vastera,  www.vastera.com 
infb@vastera.com,  703.661.9006 

Vastera  provides  fully- 
integrated  solutions  for  y  Ab  I  t  K/ 
global  trade  manage- 
ment. Vastera  focuses  on  country-specific 
trade  regulations  and  compliance,  as  well 
implementation  of  complete,  technologic; 
ly  advanced  solutions. 

Zacks  Investment  Research, 
www.  zacks.  com 
info@zacks.com,  312.630.9880 

Zacks  Investment 

Research  provides  the    ^TaCKS .COi 

investment  community  ^.^^te*^, 
with  the  best  estimate 
and  fundamental  data  available,  deliv- 
ered and  organized  in  the  most  useful 
format. 
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Calling  all  B2B  E-Commerce  Companies... 

Larstan  Publishing  is  now  assembling  a  listing  of  the  nation's  leading  B2B  e-commerce  companies  for  the  B2B  E- 
Commerce  Special  Report  you're  now  reading.  The  "Resource  Guide"  you  see  above  is  just  a  small  sampling  of 
what's  to  come.  Starting  in  January  2001,  these  listings  plus  an  additional  categorical  section  will  be  included  bi- 
monthly in  the  B2B  E-Commerce  Special  Report,  an  exclusive  supplement  that  goes  to  approximately  8  million 
business  executives  in  the  best  business  magazines  in  the  country.  For  discount  pricing  and  to  register,  go  to 
www.larstan.net  and  click  on  the  B2B  E-Commerce  Special  Report. 


Contact  Info:  For  more  information, 

please  call  301.424.8874  or  email:  info@larstan.net. 
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The  industry's 
best  private 
label  services 

800.894.4646 
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>?  the  B2B  print  and  web 
y  design  specialist 

Arw. 5050design.com 

filing  Orders  8  Expectations 

jrcing  helps  companies  manage  holiday  season  fulfillment  challenges 

rt  L.  Smith,  Jr.  when  promised  —  and  the  best  shopping 

experience  possible.  According  to 
Shop.org/Boston  Consulting  Group 
research,  about  84  percent  of  online  retail- 
ers have  brought  their  customer  service 
operations  in-house.  Nevertheless,  there 
are  a  growing  number  of  companies  that 
are  successfully  outsourcing  their  fulfillment 
—  or  partnering  with  other  businesses  — 
to  more  efficiently  deliver  merchandise, 
which  costs  the  average  online  retailer 
$11.80  per  order. 

For  more  information  on  Shop.org,  or  a 
list  of  companies  providing  fulfillment  solu- 
tions for  retailers,  visit  www.shop.org,  hit  the 
search  Shop.org  button  and  then  key  in  the 
word  "fulfillment."  « 


s  consumers  than  ever  are  expect- 
to  turn  to  the  Internet  to  do  their 
shopping  this  year.  Research  by  the 
Consulting  Group  and  Shop.org.  the 
iociation  for  online  retailers,  shows 
lers  saw  a  300  percent  increase  in 
iliday  sales  last  year  and  a  270  per- 
ease  in  the  number  of  orders 
y  consumers. 

urprisingry,  such  growth  was  not  with- 
r  share  of  snafus.  There  were  a  num- 
jll-publicized  cases  in  which  retail 
2S  failed  to  deliver  goods  to  con- 
in  time.  E-retailers  learned  the  hard 
not  delivering  as  promised  translates 
jenalties  and  fines  by  the  FTC  —  and 
f  angry  and  lost  customers, 
gnizing  last  year's  challenges,  retail- 
been  upgrading  their  systems  to 
lat  they  deliver  customers'  goods 


Shop.org  members  include  such  leading  com- 
panies as  l-800-FLOWERS.COM,  America 
Online,  Barnes  8  Noble.com,  Bloomingdales, 
CBS  SportsLine,  Eddie  Bauer,  egghead.com, 
eToys,  Godiva,  lucy.com  and  Visa  U.S.A. 


rket  Intelligence  at  Web  Speed 

Research  slashes  product  development  cycles 

Smith 

panies  are  now  racing  faster  to  determine  exactly  what  their  customers  want  —  and 
i  good  reason.  The  Internet  has  accelerated  everything.  The  Web  is  making  markets 
mpetitive.  At  the  same  time  product  life  cycles  are  shrinking.  How  do  you  keep  up? 
sanies  such  as  Sony  and  Kodak  are  using  state-of-the-art  technology  from  Active 
to  effectively  track  their  markets  and  design  new  products  specifically  tailored  to  cus- 
imands.  At  ActiveResearch.  com,  clients  can  select  from  the  150  market  categories  that 
;ly  tracked  and  instantly  view  real-time  reports  on  what  consumers  want.  "A  manufac- 
input  a  new  laptop  concept  and  immediately  forecast  its  future  share,"  says  Active 
CEO  Jeff  Dunn.  "This  can  reduce  a  company's  time-to-market  by  four  months." 
dmjmm^^^^^^^K        Active  Research  already  powers  most  of  the  Web's  top  e- 
commerce  sites  and  licenses  its  product  recommendation  tech- 
nology to  more  than  60  leading  portals,  including  CBS's 
lwon.com,  Disney's  Go  Network,  Yahoo!,  Lycos  and  Inktomi.  « 
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Active  Research  enables 
clients  to  track  their  mar- 
kets online. 


To  learn  more,  visit 
www.ActiveResearch.com  or  call 
650.342.0500. 


relax. 

It  s  time  for  a  breakthrough, 
not  a  breakdown! 

beenz  offers  an  array  of  results-driven  and 
cost-effective  marketing  solutions  that  will  fit 
your  needs  -  simply  and  intelligently. 

Searching  for  a  way  to  increase  membership 
at  your  site?  beenz  is  the  tool  to  acquire  new 
customers.  Need  to  learn  more  about  your 
target  audience?  beenz  is  the  tool  to  help 
gather  more  reliable,  valuable  data.  Want  to 
increase  interaction  at  your  site?  beenz  is  the 
tool  to  help  you  build  and  manage  traffic. 

Hey,  take  the  edge  off  and  visit  us  at 
www.beenz.com  to  learn  more  about  our 
advanced  marketing  solutions  and  other 
exciting  beenz  products. 


www.beenz.com 
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FQRBES/BRIPGE  CONSENSUS  ECONOMIC  FORECAST 


What  if 
app  1  i  c  a 
give  everyone 


What  if  you  could  put  live  corporate,  analytical  and  external  information  into  the  hands  of  every  employe 
supplier,  partner  and  customer  in  any  format  they  needed?  What  if  they  could  massage  it,  embed  it  with 
their  workflow,  stay  connected  to  live  data,  and  write  back  to  numerous  data  sources?  Then,  what  if  you  didr 
need  to  install  a  single  bit  of  software  on  their  desktops?  That's  why  AlphaBlox  invented  the  only  Web-base 
business  intelligence  platform  that  can  be  centrally  deployed  across  the  entire  infrastructure.  Why  do  yc 
think  leaders  like  Agilent,  ChannelPoint,  Clarus,  Deutsche  Bank,  Equifax,  OppenheimerFunds,  Pfizer,  Sony,  ar 
Xerox  chose  AlphaBlox?  Find  out. 


|  AlphaBlox 


The  Contrarian  By  David  Dreman 

Winners  and  Losers  Revisited 


rECH  AFICIONADOS  HAD  IT  ALL  FIGURED  OUT  IN 
January.  "There  is  simply  outperformance  and  un- 
derperformance,"  they  crowed.  Winners  bought 
the  rapidly  growing  tech  stocks,  regardless  of  price. 
Losers  looked  at  fundamentals.  "The  world  has 
inged,"  they  stated,  "and  the  only  ones  in  denial  are  the 
es  underperforming,  and  who  will  continue  to  underper- 
m."  Value,  according  to  these  folks,  was  dead.  Its  fans 
re  dinosaurs. 

But  something  strange  is 
ppening  in  the  dinosaur 
neyard.  For  as  the  tech- 
en  Nasdaq  gasps  for  breath, 
:  dinosaur  stocks  are  not 
[y  alive,  but  stomping  out 
ijor  appreciation.  Is  this 
lply  a  momentary  phe- 
menon?  Or  is  the  change 
»re  profound? 
Let's  first  look  at  the  Nas- 
|  This  index's  gain  between  January  1996  and  February 
)0  was  the  steepest  climb  enjoyed  by  any  large  index  in 
history  of  bull  markets.  The  rise  was  powered  by  legions 
experts  who  preached  that  here  was  one  of  the  greatest 
hnological  revolutions  this  planet,  at  least,  had  ever 
jwn.  Why  shouldn't  a  Priceline.com  go  from  16  to  162  at 
high  or  an  Amazon  from  18  to  355?  Forget  cash  flow,  for- 
earnings,  forget  the  fact  that  prices  were  running  at  20 
more  times  revenues.  These  were  all  irrelevant  when  the 
v  technologies  would  earn  trillions. 
Helping  fuel  the  excitement  were  "new  metrics"  that 
uld  more  accurately  measure  the  boundless  profits  the 
h  tyros  would  reap.  After  all,  the  old  fundamentals,  used 
investors  for  generations,  were  clearly  obsolete.  So  battal- 
s  of  analysts  gleefully  explained  how  they  had  discovered 
ew  formula.  Unfortunately,  most  broke  down  within 
;ks  of  launch. 

In  the  past  months  we've  seen  Internet  stocks  crumble, 
owed  more  recently  by  technology  blue  chips  such  as  JDS 
iphase,  Dell,  Lucent  and  Nortel.  The  Nasdaq  is  now  40% 
lind  its  high  of  last  spring.  It  hit  a  new  yearly  low  in  No- 
nber.  The  average  tech  stock  is  down  50%  from  its  2000 
h — more  than  the  drop  in  any  major  average  since  the 
>0s — with  many  stocks  down  80%  or  90%. 
So  where  is  the  Nasdaq  heading  from  here?  I  wouldn't 


Value  stocks, 
derided  not  long 
ago,  are  now  the 
market's  winners 
as  tech  suffers. 


be  optimistic.  Defenders  of  tech  stocks  say  that,  after  a  cor- 
rection to  bring  the  group  down  to  more  realistic  levels,  the 
index  should  bounce  sharply.  Oh,  really?  If  a  Juniper  Sys- 
tems was  overvalued  at  843  times  trailing  earnings,  it's  hard 
to  argue  that  the  stock  is  fairly  valued  at  a  P/E  of  589.  Seems 
there  may  be  a  trifle  more  overvaluation  to  be  squeezed  out. 

Add  the  increasingly  widespread  realization  that  these 
new  stocks  do  not  have  magic  amulets  to  protect  them  from 
the  slowdown  in  the  business  cycle.  They  remain  very  vul- 
nerable to  more  bad  news. 
Look  at  the  earnings  torpe- 
does that  have  lopped  valua- 
tions of  giants  like  Lucent, 
Intel  and  Apple  in  half. 

I  was  early  in  my  call  in 
January  2000  that  the  Nasdaq 
bubble  was  nearing  its  end. 
I'm  not  too  early  now.  No 
question  we  will  see  sharp  ral- 
lies in  the  weeks  or  months 
ahead,  but  I  see  Nasdaq  touching  2500  to  2000  before  the 
end  of  next  year. 

Fortunately  for  folks  who  have  not  put  all  their  chips 
into  technology,  Nasdaq's  problems  have  helped  the  rest  of 
the  market,  particularly  value  stocks.  Fannie  Mae,  Freddie 
Mac,  Nabisco  and  Washington  Mutual,  which  I  recom- 
mended early  in  the  year  while  techies  gleefully  skewered 
them,  are  up  67%,  68%,  257%  and  1 14%,  respectively,  from 
their  early-year  lows. 

The  comeback  in  value  has  taken  place  across  the 
board — from  oil  to  banks,  from  financial  services  to  health 
care,  from  tobacco  to  utilities.  A  lesson  to  be  learned  is  to 
stick  with  your  convictions.  Many  value  managers  (includ- 
ing me)  held  fast  as  their  portfolios  took  a  shellacking,  along 
with  verbal  abuse  from  a  number  of  outspoken  market  sa- 
vants. Value  portfolios  are  now  up  substantially  for  the  two- 
year  period. 

The  shift  in  direction  is  not  over.  The  reevaluation  of 
value  stocks  is  likely  to  continue  for  at  least  the  next  several 
years,  because  they  are  still  very  cheap  relative  to  the  mar- 
ket, even  after  their  run-up.  Here  are  several  to  consider: 
airline  AMR  (34),  with  a  P/E  of  5;  Cooper  Tire  &  Rubber 
(CTB,  9),  P/E  6,  yield  4.5%;  missilemaker  Raytheon 
(RTN.B,  33),  P/E  30,  yield  2.4%;  and  the  Northeast's  Sovereign 
Bankcorp  (SVRN,  7),  P/E  9,  yield  1.4%.  F 


'id  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J.  His  latest  book  is 
ltrarian  Investment  Strategies:  The  Next  Generation.  Find  past  columns  at 

vv.forbes.com/dreman  or  use  your  :CueCat  device  on  the  cue  code  (right)  to  take  you  there  instantly. 
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Financial  Strategy  By  A.Gary  Shilling 


Deadlock 


JEFFERSON  SAID:  "GOVERNMENT  THAT  GOVERNS 
least  governs  best."  Emerson  echoed:  "The  less 
government  we  have,  the  better."  Many  investors 
and  businesspeople  agree.  They  favor  divided  gov- 
ernment, with  Republicans  controlling  Congress 
and  Democrats  the  White  House,  or  vice  versa.  Their  belief 
is  that  almost  everything  Washington  does  is  disruptive  to 
the  economy  and  to  financial  markets. 

But  divided  government  isn't  good  when  it's  nonfunc- 
tioning government. 

Unlike  the  federal  govern- 
ment of  Thomas  Jefferson's  or 
Ralph  Waldo  Emerson's  day, 
Washington  today  is  deeply 
involved  in  all  spheres  that  af- 
fect investment  and  business. 
Like  it  or  not,  what  Washing- 
ton does,  and  doesn't  do,  is 
very  important.  This  isn't  the 
1930s,  when  government  ac- 
tions were  largely  new  incursions  on  the  established  eco- 
nomic and  social  order. 

Regardless  of  who  becomes  the  next  President — and  the 
question  is  unsettled  as  I  write — the  other  side  will  believe 
that  the  election  was  stolen.  The  man  in  the  White  House 
will,  just  like  John  Quincy  Adams  and  Rutherford  Birchard 
Hayes,  lack  a  mandate.  With  Congress  also  split  almost 
evenly,  getting  anything  done  will  be  next  to  impossible. 
Furthermore,  in  order  to  ameliorate  bad  feelings,  the  new 
President  may  well  put  members  of  the  opposition  in  key 
Cabinet  and  regulatory  posts.  The  roster  could  look  like  an 
Italian  coalition  government. 

Gridlock  is  not  our  friend.  Vital  tasks  will  remain  un- 
done. A  broad- ranging  tax  cut?  Forget  it.  An  end  to  estate 
taxes?  Not  with  poison  running  up  and  down  Pennsylvania 
Avenue. 

George  Bush  and  Al  Gore  stumbled  all  over  each  other  in 
the  campaign  to  consume  the  leaping  surplus  by  tax  cuts  or 
increased  government  spending.  They  based  their  plans  on  a 
forecast  that  assumes  we'll  have  no  recession  for  the  next  ten 
years.  There  has  been  a  competition  to  predict  the  largest 
surplus  number  for  the  next  decade.  The  Congressional 
Budget  Office  just  added  another  SI  trillion  by  adopting  an 
even  rosier  forecast.  But  what  if  a  recession  hits,  along  with  a 
bear  market,  as  I've  been  predicting?  With  shrinking  tax  rev- 


Forget  a  broad- 
ranging  tax  cut,  an 
end  to  the  estate 

tax  and  other 
needed  changes. 


enues  and  increased  outlays  for  unemployment  compens 
tion  and  the  like,  the  surplus  will  evaporate  for  the  duratk 
of  the  recession. 

We  might  get  a  tax  cut  all  right,  to  counteract  the  eo 
nomic  slump.  Yet  with  looming  deficits  and  no  voter  mai 
date,  fiscal  stimulus  will  probably  be  small  and  so  delayed  I 
bickering  over  the  details  that  it  only  becomes  effective  aft 
the  recovery  is  well  advanced.  The  result:  a  longer-than-ne 
essary  recession  and  bear  market. 

The  Bush  campaign  pn 
posal  would  return  to  lowe 
income  taxpayers  more  thi 
their  share  but  would  st 
make  meaningful  cuts  for  tl 
top  1%,  who  pay  35%  of  fe< 
eral  personal  income  taxe 
That  won't  fly  in  a  recessio 
With  a  divided  governmer 
any  recession-fighter  will  ei 
up  overwhelmingly  favorii 
those  on  the  bottom. 

A  government  without  a  clear  voter  mandate  will  al: 
have  difficulty  responding  to  international  crises.  Dor 
think  mischief  makers  like  Saddam  Hussein  aren't  aware 
this.  The  detrimental  potential  for  U.S.  corporate  interes 
financial  markets  and  the  dollar  is  obvious  and  eerie. 

Uncertainty  will  also  reign  in  the  regulatory  arena.  Wi 
an  enfeebled  Administration  and  Congress  unable  to  gi 
clear  directions,  key  decisions  affecting  global  warmii 
fears,  pollution  and  medical  care  will  probably  not  be  mac 
Needless  to  say,  no  resolution  of  the  eventual  Social  Securi 
problem  will  occur  until  after  the  next  election,  at  the  ear. 
est.  Tort  reform  won't  make  it  through,  either.  Furth( 
many  more  regulatory  issues  will  end  up  in  the  court 
adding  yet  another  element  to  the  uncertainty  swirlir 
around  our  nation's  policymakers. 

The  Supreme  Court  will  itself  become  less  predictable. 
President  of  either  party  will  be  forced  to  nominate  blar 
middle-of-the-roaders,  leading  to  split  votes  that  go  first  th 
way  and  then  that  on  crucial  matters  like  punitive  damag 
and  takings  of  private  property. 

U.S.  businesspeople  and  investors  can  adapt  to  almo 
any  government  policy  that  is  well-defined  and  consistent 
pursued.  We  face  a  sizable  danger  in  an  era  where  that's  in 
possible.  No  cause  for  celebration  here. 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants,  investment  advisers  and 
publishers  o/Insight.  Find  past  columns  at  www.forbes.com/shilling  or  use  your  -.CueCat  device  on  the 
cue  code  (right)  to  take  you  there  instantly. 
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INTRODUCING  FOLIO  INVESTING™ 

FROM  A  DIFFERENT  KIND  OF  ONLINE  BROKER 
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STEVE  WALLMAN 
Founder  &  CEO,  FOLIOfn 


ying  to  pick  the  'right'  stocks  can  be  difficult  and  dangerous.  Diversification  is  a 
indamental  investing  principle  and  now  you  can  achieve  it  instantly  at  FOLIOfn." 

FINALLY,  ONLINE  INVESTING 

FOR  THOSE 
WHO  DOH'T  LIKE 

fHROWING  DARTS 


Online  trading  makes  it  easy  to  invest.  It  also  makes  it  easy  for 
wilding  a  diversified  portfolio. 

Introducing  FOLIO  investing  from  FOLIOfn. 

FOLIO  investing  gives  you  the  diversification  of  mutual  funds 
in'th  the  many  benefits  of  owning  the  stocks  yourself.  With 
OLIO  investing,  you  can: 

•  Buy  portfolios  of  one  to  50  stocks  in  one  simple  transaction. 

•  Assemble  your  FOLIOs  from  the  ground  up  or  choose  from 
our  dozens  of  "Ready-to-Go"  FOLIOs,  like  the  Forbes® 40  FOLIO. 

•  Invest  in  a  sector,  an  index,  or  any  group  of  stocks  you  like. 

•  Trade  stocks  in  your  FOLIOs  as  often  as  you  want,  commission-free. 

•  Avoid  the  fees  and  annual  tax  bill  you  get  from  mutual  funds. 
|l  this  for  a  flat  fee  of  $29.95  per  month.* 

Sound  good?  Sign  up  now  and  get  30  DAYS  FREE.  Visit 
js  at  www.foliofn.com/fm  or  call  1-877-MY-FOLIO  and 

lop  guessing,  start  investing. 


many  investors  to  ignore  the  usual  safeguards.  Like 


NOW  INVEST  LIKE  THE  RICHEST 
AMERICANS  WITH  OUR  FORBES  40  FOLIO 


i  Order 


Account  Mv  IRA 


Action  Symbol 


1   Buy  AJG 


2  Buy  A.MZN 


3jBuy     !  AOL 


4:  Buy  BEN 


AMEBCAN  ll'JTL  GROUP  INC 


AMAZON  COM  INC 


AMERICA  ONLINE  INC 


FRANKLIN  RES  INC 


BROADCOM  CORP 


Invest  men! 


$20.00 


$20  00 


$20  00 


$20  00 


$20  00 


;  36 

Buy  [WMT 

WAL  MART  STORES  INC 

$20  00 

|39 

Buy  lYHOO 

YAHOO1 

3  20  00 

Total 

$780.00 

Own  every  one  of  the  companies  that  make  up  The  Forbes  40* 
Index  with  our  new  Forbes"  FOLIO.  According  to  Forbes'  Magazine, 
"The  Forbes  40  Is  a  group  of  eguities  that  contributed  the  most 
to  the  annual  fortunes  of  the  Forbes  400  richest  Americans." 


FOUOfn 

What's  Next  J 


Forbes 


arbes®  and  Forbes  40'  are  registered  trademarks  of  Forbes  Management  Co.  Inc.  and  have  been  licensed  for  use  for  certain  purposes  by  Foliorn. 
Dlio  Investing  based  on  the  Licensor  List(s)  and/or  Licensor's  Brand  Features™  are  not  sponsored,  endorsed,  sold  or  promoted  by  Forbes  or  FORBES 
lagazine,  and  Forbes  makes  no  representation  regarding  the  advisability  of  investing  in  such  Product(s).  Forbes  is  neither  a  broker  dealer  nor  an 
ivestment  advisor.  You  are  advised  to  consult  your  investment  advisor  before  making  any  investment  decision.  *With  FOLIOrn,  you  can  create  three 
OLIOs  of  up  to  50  stocks  each  for  a  flat  fee  which  includes  unlimited  trading  in  our  twice  daily  windows.  FOLIO  investing,  like  all  investing,  involves 
sk  including  potentially  the  loss  of  principal.  Sector  investments  may  be  higher  risk  than  other  investments.  Mutual  funds  are  managed  by  a  paid 
jnd  manager  and  registered  with  the  SEC  ©2000  FOLIOfn  Investments,  Inc.  Member  NASD,  SIPC  All  rights  reserved. 
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_Stocic  Trends  By  Laszlo  Birinyi  Jr. 


Fundamentally  Flawed 


A significant  transition  is  under  way  in  the  stock 
market.  Usually  market  transitions  involve  shifts 
from  value  to  growth  stocks  or  from  small  stocks 
to  large  ones.  But  the  transition  I  see  is  away  from 
fundamentals  toward  technicals — namely, 
whether  a  stock  is  overbought  or  oversold. 

"Overbought"  means  that  a  stock,  for  the  short  term  at 
least,  has  rallied  all  it  can.  Similar  to  that  Thanksgiving  din- 
ner that  simply  won't  allow  you  to  eat  another  bite.  While 
"oversold"  refers  to  an  issue's 
falling  further  than  its  histori- 
cal parameters. 

Technical  factors  like  these 
are  important  in  a  world  in 
which  volatility  is  rampant 
and  stocks  move  in  ways  that 
can't  really  be  explained  by 
changes  in  their  earnings 
prospects. 

Yes,  a  disappointing  quar- 
terly report  can  send  a  stock  reeling:  We  saw  that  recently 
with  IBM,  Dell,  Home  Depot,  Hewlett-Packard  and  Disney. 
But  earnings  alone  cannot  explain  the  wrenching  move- 
ments in  individual  stocks.  There  is  a  hypersensitivity  to 
news  going  on  as  well.  Overreaction  and  wild  swings  are 
the  order  of  the  day.  This  is  a  technical  phenomenon,  not  a 
fundamental  one. 

PMC-Sierra  reported  solid  earnings  on  Oct.  12  and  the 
stock  shot  up  19%  to  $190.  Several  days  later  Northern  Tele- 
com reported  its  earnings,  which  were  a  bit  ahead  of  expec- 
tations. Unfortunately,  revenues  had  slowed,  so  the  telecom- 
munications equipment  supplier  lost  28%.  PMC-Sierra, 
whose  chips  go  into  the  telecom  market,  also  lost  18%. 

A  few  days  later  Cisco's  earnings  were  good,  but  since  it 
had  an  inventory  of  computer  chips  of  the  sort  that  PMC- 
Sierra  makes,  the  latter  was  dinged  once  more.  In  only  three 
weeks  the  stock  skidded  from  $210  to  $100. 

Was  the  company  falling  apart?  Had  demand  for  com- 
munications networks  changed  so  radically  in  three  weeks 
that  a  supplier  was  worth  only  half  as  much  as  before?  Nei- 
ther of  these  is  true. 

Or  take  the  case  of  Apple  Computer.  The  stock  was 
halved  recently  on  word  that  sales  would  be  weaker  than  ex- 
pected. That's  not  good  news.  But  a  50%  drop?  Apple  is  not 
exactly  going  bankrupt. 


Accentuating  the  normal  ups  and  downs  of  business 
the  difficulty  the  analysts  have  these  days  making  sovu 
forecasts.  In  case  after  case  companies  reported  diffici 
business  environments  or  the  problems  of  a  sinking  eu 
and  surprised  not  only  investors  but  also  the  analysts. 

Yet,  going  more  deeply,  it  doesn't  matter  whether  an 
lysts  are  doing  their  traditional  job,  because  traditional  a 
proaches  don't  work  in  today's  market.  Not  with  tl 
buzzing  swarm  of  outside  influences  we  must  deal  with. 

Two  decades  ago  the  ma 


How  to  invest  in  a 
world  where  things 
other  than  revenue 
and  earnings  rule 
the  market. 


market  driver  was  wheth 
Citibank  (as  it  was  calli 
then)  did  or  did  not  raise  tl 
prime  rate.  That  period  w 
followed  by  a  fixation  < 
money  supply,  which  can 
out  every  Thursday  at  4: 
p.m.  Today  we  dissect  a  va 
array  of  possible  influena 
from  the  most  marginal  go 
ernment  economic  report  to  Alan  Greenspan's  mood. 

And  it  no  longer  matters  as  much  if  a  company's  resu 
are  strong,  which  fundamental  analysis  has  always  hung  o 
That's  why  I  am  now  incorporating  technical  methodol 
gies,  based  on  a  stock's  direction.  Not  necessarily  to  predii 
but  to  understand  and  warn.  One  helpful  exercise  is  to  ce 
ate  a  spreadsheet  on  your  computer  and  daily  post  the  pric 
of  your  stocks.  After  50  days  calculate  the  average  price  an 
compare  it  to  the  current  price.  This  is  a  useful  approach 
determine  if  a  stock  is  overbought  or  oversold. 

Every  stock  is  different.  General  Motors,  for  examp 
usually  peaks  when  it  is  15%  above  its  average  price  for  t 
last  50  days.  This  does  not  mean  that  the  automaker  is  goL 
to  correct  by  15%.  But  it  does  suggest  that  GM  is  overboug 
and  your  chance  of  making  money  buying  it  at  the  level 
considerably  less  than  if  you  buy  it  when  it  is  15%  und 
Then  GM  is  temptingly  oversold. 

Today  drug  stocks  are  overbought.  I  think  Merck,  Pfb 
and  Johnson  &  Johnson  are  good  if  not  great  compani' 
But  it  is  too  late  to  be  buying  them  now.  The  time  to  get 
the  bus  is  when  it  is  least  crowded. 

Technology  stocks,  and  especially  Corning,  Hewle 
Packard  and  EMC,  are  oversold.  They  may  not  go  up  in  t 
next  month  or  two,  but  their  low  prices  have  factored  in 
available  information  about  negative  developments. 


Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Westport,  Conn. -based  financial  consulting  firm. 
Find  past  columns  at  www.forbes.com/birinyi  or  use  your  :CueCat  device  on  the  cue  code  ( right)  to  take 
you  there  instantly. 
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How  About  a  Nice  $1 


D  R  i  n  k  |  With  your  foie  gras, 
we  recommend  a  lovely  Assam 
from  the  Brahmaputra  Valley. 

BY  SAMANTHA  LEE 

JAMES  LABE  SITS  BEFORE  A 
long  wooden  table  in  a  large 
room  free  of  distracting 
scents  and  sounds.  In  front  of 
him  rest  a  dozen  glazed  cups, 
filtered  water  and  various 
vessels  made  of  glass,  clay  and  porce- 
lain. A  waste  bucket  waits  on  the  side. 

He  takes  a  sip  from  the  shot-glass- 
size  cup  and  lets  it  rest  in  his  mouth  a 
bit.  He  allows  the  gold- colored  liquid  to 
coat  the  back  of  his  throat  and  exhales 
slowly  through  his  nose.  "There  are 
notes  of  cinnamon  and  berry,"  he  pro- 
nounces. "And  definitely  an  undertone 
of  honey." 

Nope.  Not  wine.  Tea.  Labe  is  tea 
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sommelier  at  New  York's  W  Hotel,  and 
today  we  are  tasting  a  very  rare  brew 
from  Taiwan  called  Bai  Hao.  It's  a  sweet, 
dark  oolong  with  fruit  and  spice  un- 
dertones, and  the  W  sells  it  for  $9  a  pot 
(two  cups). 

Tea  is  the  latest  product  to  fall  into 
the  clutches  of  the  connoisseurs,  so  get 
ready  to  sling  around  words  like  astrin- 
gency  (a  desired  characteristic,  particu- 
larly for  Darjeelings),  bakey  (not  good; 
results  from  firing  the  leaves  at  too  high 
a  temperature)  and  malty  (which  de- 
scribes the  particular  sweetness  of  a 
good  Assam).  Like  wine,  good  tea  has 
body,  finish  and  bouquet. 

It  stands  to  reason  that  esthetes 
would  ultimately  get  around  to  tea.  It's 
nonalcoholic,  and  it  has  only  a  quarter 
to  a  third  the  caffeine  of  coffee.  Many 
also  boast  an  array  of  cholesterol  fight- 
ers and  antioxidants,  like  polyphenols 


and  vitamins  C  and  E. 

One  other  advantage  over  cofft 
Tea  can  be  served  during  the  me 
Nothing  new  here.  The  French  ai 
the  Chinese  have  been  pairing  t 
with  food  for  centuries.  Now  that  t 
practice  is  becoming  more  comm' 
here,  some  restaurant  menus  ev 
suggest  which  teas  go  best  with  whi 
dishes.  An  oversimplified  rule 
thumb:  Green  and  oolong  teas  go  b» 
ter  with  lighter  foods  like  fish,  wh 
black  teas  and  darker  oolongs  coi 
piement  richer,  heavier  foods  like  r 
meat  and  game. 

Of  course  the  experts  often  disagr 
W  Hotel  tea  maven  Labe  always  recoi 
mends  Japanese  Sencha,  a  slightly  bitt- 
sweet  green  tea,  to  go  with  chocol; 
desserts;  Ines  Sun  of  New  York's  W 
Lily  Tea  Room  prefers  the  "silkiness" 
oolong  with  her  chocolate. 


Which  one  goes  with  fish? 

Connoisseurs  are  matching 

different  teas  with  foods. 

Xippa  Tea? 


ill  this  is  part  of  a  natural  pro- 
sion,  originating  in  the  huge  up- 
|  in  overall  tea  consumption  that 
been  under  way  for  ten  years.  In 
past  decade  U.S.  tea  consumption 
quadrupled  to  $4  billion.  The  bulk 
lese  sales — 77% — is  in  black  tea, 
stuff  found  in  supermarket  tea 
5,  which  is  picked  and  "fer- 
lted,"  that  is,  oxidized,  before 
ig  processed.  "Unfermented,"  or 
:n  tea  (21%  of  the  market),  is 
:ed  and  quickly  steamed  or 
(ted.  Then  there's  oolong  tea — 
ut  2%,  but  moving  up  fast — 
:h  is  exposed  to  varying  amounts 
xidation,  resulting  in  intricate, 
iplex  flavors. 

f  you're  figuring  that  tea  snobbery 
;n't  come  cheap,  you're  right.  The 
d  stuff  can  run  you  as  much  as 
)  a  pound  (which  will  yield  about 


300  cups).  At  Imperial  Tea  Court  in 
San  Francisco,  proprietor  Roy  Fong  has 
a  waiting  list  for  $380-a-pound  Lotus 
Heart  green  tea. 

What  makes  tea  worth  $380  a 
pound?  Rarity.  Only  13  pounds  of 
Fong's  Lotus  Heart  came  to  market 
this  year.  Tea  is  subject  to  the  same 
vagaries  of  climate  as  grapes.  The 
renowned  Lotus  Heart  is  grown  on 
100  acres  in  the  famous  West  Lake 
area  of  China's  Zhejiang  province.  It 
takes  30,000  leaves  to  make  a  pound 
of  the  stuff. 

Jon  Mclntire,  the  former  manager 
of  the  Grateful  Dead,  jets  into  San 
Francisco  when  he  hears  that  a  ship- 
ment of  Lotus  Heart  has  arrived.  And 
just  to  make  sure  he  won't  miss  it,  he 
camps  out  on  Roy  Fong's  doorstep  so 
he'll  be  first  in  line  when  the  Imperial 
Tea  Court  opens  in  the  morning.  F 


Don't  Know 
Your  Assam  from 
Your  Oolong? 

Tea  Varieties 

Black:  Can  be  sipped  alone  or  with  milk 
and  sugar.  Suggested  steeping  time:  one 
to  three  minutes.  Examples:  Darjeeling 
(India)— fragrant,  with  floral  or  apricot 
overtones;  Assam  (India)— malty  and 
smooth,  like  a  good  merlot;  Keemun 
(China)— fruity  and  slightly  smoky,  like  a 
bordeaux. 

Green:  Suggested  steeping  time:  up  to 
two  and  a  half  minutes.  Water  tempera- 
ture should  be  125  to  180  degrees  Fahren- 
heit so  as  not  to  "cook"  the  tea.  Usually 
sipped  straight  up.  Examples:  Sencha 
(Japan)— clean,  grassy,  fresh,  like  a 
chardonnay;  Gyokuro  "precious  dew" 
(Japan)— grassy  sweetness,  no  astrin- 
gency;  Lung  Ching,  or  "dragon  well" 
(China)— slightly  sweet  edge,  palate- 
cleansing,  like  a  chenin  blanc. 
Oolong:  Steeping  time:  a  few  seconds  to 
three  minutes.  Usually  sipped  straight  up. 
Examples:  Tung  Ting  (Taiwan)— flowery, 
with  earthy  undertones;  Bao  Jong 
(Taiwan)— a  hint  of  lilac  essence, 
like  a  Riesling. 

Books 

Cooking  With  Tea,  by  Robert 
Wemischner  and  Diana  Rosen 
(Tuttle  Books) 

The  Tea  Companion,  by  Jane  Pettigrew 
(MacMillan  USA) 

Serendipitea,  by  Tomislav  Podreka 
(William  Morrow  &  Co.) 

Vendors 

Todd  &  Holland  Tea  Merchants 
7577  Lake  Street 
River  Forest,  III.  60305 
www.todd-holland.com 

Imperial  Tea  Court 

1411  Powell  Street 

San  Francisco,  Calif.  94133 

www.imperialtea.com 

In  Pursuit  of  Tea  (Web  site  only) 
www.truetea.com 

Salons 

Chado  Tea  Room,  Los  Angeles 
Tea  House  Kuan  Yin,  Seattle 
Teaism,  Washington,  D.C. 
Wild  Lily  Tea  Room,  New  York  City 
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Salmon 


Water 


outdoors!  You'll  need  a  strong 
arm  (and  even  stronger  connections) 
to  fish  at  the  oldest  and  most 
exclusive  fishing  club  in  the  world. 


BY  MONTE  BURKE 

THE  NOVELIST  THOMAS 
McGuane  once  wrote  that  all 
you  need  to  be  a  good  At- 
lantic salmon  angler  is  a 
strong  arm,  a  trust  fund  and  a  room 
temperature  IQ. 

It's  a  great  line  but  all  three  still 
won't  get  you  into  the  Ristigouche 
Salmon  Club  in  Matapedia,  Quebec, 
just  on  the  border  of  New  Brunswick. 
Ristigouche  is  perhaps  the  oldest  and 
most  exclusive  fishing  club  in  the 
world.  McGuane  neglected  to  mention 
that  to  reach  this  particular  circle  of 
salmon  heaven,  you  also  need  the  pa- 
tience of  a  fly-fishing  St.  Francis. 

Just  ask  Royall  Victor  III,  of  Palm 
Beach,  Fla.  Victor  is  what  club  mem- 
bers refer  to  as  a  "lady-in-waiting," 
someone  who  has  suffered  on  the  club's 
illustrious  waiting  list  for  years  and,  as 
a  kindness,  is  occasionally  allowed  to 
fish  its  lesser  pools.  Victor  III  may  have 
to  wait  a  long  time.  Ristigouche's  by- 
laws limit  the  club  to  a  slim  30  mem- 
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bers  (15  from  the  U.S.  and  15  from 
Canada),  and  the  only  way  to  make  it  in 
is  when  someone  dies.  (Rumor  has  it 
that  the  one  forced  resignation  in  the 
club's  120-year  history  was  when  in- 
dustrialist John  M.  Olin  got  kicked  out 
for  bringing  along  his  secretary  as  a 
"guest."  Just  not  done.) 

The  dues  aren't  all  that  steep — at 
around  $50,000  a  year,  it's  chump 
change  for  the  types  the  club  attracts — 
but,  of  course,  getting  in  takes  a  lot 
more  than  money.  Consider  some  rep- 
resentative members  over  the  years  and 
you'll  get  the  idea:  William  K.  Vander- 
bilt,  George  Whitney,  Howard  Heinz, 
C.L.  Tiffany,  David  M.  Goodrich  and 
William  Dodge. 

"It  is  a  very,  very  special  place,"  says 
Marshall  Field  V,  a  member  since  1984. 
"It  feels  like  home."  As  well  it  should. 
Field  V  sleeps  in  the  same  lodge  that  his 
grandfather,  Marshall  Field  III,  did  in 
the  1920s. 

Mainly,  they  all  come  for  the  water. 
The  club  owns  or  leases  more  than  20 


ch  c 

Field  all  fished  here.  You  ca 


miles  of  water  on  the  Restigouche  a 
Matapedia  rivers,  within  which  the 
sands  of  salmon  flash  and  wink  1 
newly-minted  nickels.  When  a  grc 
of  wealthy  merchants  from  Boston  z 
New  York  founded  the  Ristigouc 
Salmon  Club  (the  club  clings  to  the 
chaic  spelling  of  the  river)  in  188( 
predating  the  venerable  Anglers'  C 
of  New  York  by  26  years — they  loci 
up  some  of  the  best  salmon  watei 
the  world. 

Through  the  waters  of  the  RSC 
its  three  upriver  lodges  (Pine  Isla 
Matapedia  and  Indian  House,  wh 
was  designed  by  Stanford  White)  f 
pools  that  have  only  been  accessible 
most  anglers  through  the  vast  literat 
of  this  sport:  Upper  Run  and  M 
pool  by  the  club  headquarters;  Cr 
Point  pool,  where  Ken  Jaimesor 
member  from  Houston,  caught  and 
leased  what  was  believed  to  be  a 
pound  male  salmon  in  1990. 

Most  famous  of  all  is  Million  Dc 
pool,  at  the  confluence  of  the  Patape 
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and  Restigouche  rivers.  Fishing  it  "is  an 
experience  of  a  lifetime,"  says  Joseph 
Cullman  III,  which  says  a  lot  coming 
horn  the  88-year-old  former  chief  exec- 
utive of  Philip  Morris  Companies  and 


The  salmon  in  the  club's  pools  flash  and 
wink  like  newly-minted  nickels,  but  inside 
the  main  lodge,  it  all  reeks  of  old  money. 

member  of  the  International  Tennis 
Hall  of  Fame.  The  club  purchased  Mil- 
lion Dollar  in  the  late  1880s  for  $250 
(Canadian),  making  it  almost  as  much 
of  a  bargain  as  Manhattan. 

Inside  the  main  lodge,  a  tidy  white 
building  with  the  green  trim  you  see  so 
often  in  the  Maritimes,  the  purchase  of 
Million  Dollar  pool  might  have  hap- 
pened yesterday.  A  whiff  of  scotch  min- 
gles with  the  smell  of  musty  old  books 
in  the  reading  room.  Each  member  has 
his  name  engraved  on  his  own  ma- 
hogany locker.  On  the  walls  hang  black- 
and-white  photographs  of  men  in 
tweed  posing  with  row  upon  row  of 


dead  salmon  to  be  shipped  to  friends  in 
Manhattan.  Catch  and  release?  Not 
these  guys. 

I  am  here  with  Bill  Taylor,  the  presi- 
dent of  the  Atlantic  Salmon  Federation, 
and  my  uncle,  the  novelist  Charles 
Gaines,  as  Joseph  Cullman's  guests.  On 
the  night  that  we  fish  club  water,  I  am 
given  the  RSC's  Upper  Run  pool  with 
Anny  Lavoie,  the  prettiest  fishing  guide 
I've  ever  encountered.  She's  also  the 
toughest,  having  poled  a  canoe  50  miles 


III,  the  "lady-in-waiting." 

I  cast  out  the  Royall  Rat  into  Ma 
Pool,  and  right  away  a  silver  form  ri< 
behind  it.  But  in  the  excitement,  I  ya 
the  fly  out  of  its  mouth,  and  the  for 
descends  into  the  deep  like  a  forgott 
dream.  I  cast  again  to  the  same  sp( 
hoping  for  the  impossible.  I  immec 
ately  hook  a  grilse.  After  tailing  the  fi 
and  watching  it  swim  away,  Anny  tal 
my  line  and  clips  off  the  Royall  Rat, 
record  as  a  fish-taker  still  intact.  "Wei 


up  the  Restigouche  to  raise  money  for 
the  Atlantic  Salmon  Federation. 

Bill  and  Charles,  the  more  experi- 
enced salmon  anglers,  are  directly 
downstream  in  the  legendary  Main 
Pool.  I'm  the  kid  in  the  group  and  won't 
get  a  shot  at  Main  until  later.  But  I'm 
perfectly  content  on  Upper  Run  with 
Anny,  who  is  the  RSC's  first  and  only  fe- 
male guide.  In  four  hours  on  one  of  the 
premier  big-fish  rivers  in  the  world,  I 
catch  one  four-pound  grilse,  which  is  a 
young,  precocious  male.  Bill  and  Charles 
land  and  release  three  salmon  apiece  in 
Main,  all  over  1 5  pounds. 

Finally,  towards  the  end  of  the 
evening,  I  am  given  a  crack  at  Main 
Pool.  Anny  and  I  both  want  a  salmon. 

"I'm  going  to  tie  you  on  a  Royall 
Rat,"  she  says,  grabbing  the  end  of  my 
line.  "I've  used  this  fly  11  times  and 
caught  fish  every  time."  The  fly  is 
named  for  its  creator,  Royall  Victor 


guess  you're  somewhat  of  a  grilse  yoi 
self,"  she  says.  I  take  it  as  a  complimei 
Back  in  1888  Henry  van  Dyke  wrc 
a  story  about  Ristigouche.  It  ends  li 
this:  "Our  best  blessings,  like  our  larg' 
fish,  always  depart  before  we  have  tii 
to  measure  them." 

Salmon  Lodges 

Want  to  visit  a  salmon  lodge  for  ne 
year?  You'd  better  book  early.  Here 
are  two  fine  lodges  on  the  Res- 
tigouche River: 

1)  MacNaughton's  Grog  Island  Can 
P.O.  Box  1066,  Campbellton.  N.B.  E 
3H4.  506-753-6318.  Once  owned 
the  Pulitzers.  Over  a  mile  of  water. 

2)  Red  Pine  Mountain  Lodge.  Bool 
ing  agent:  P.O.  Box  872,  Old  Lyme, 
06371.  800-628-1447.  Once  owne 
by  the  RSC.  Five  miles  of  water. 
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QRBESLIFE 


BY  JOHN  COONEY 

W  TT ERE  THEY  COME,"  WHISPERS 
I  1  Dave.  A  tiny  dark  flipper 
JL  Aemerges  from  the  hole  and  a 
baby  turtle  two  inches  long  claws  its 
way  to  the  surface.  Then  another  and 
another.  Within  moments  dozens  of 
hatchlings,  in  what's  known  among 
conservationists  as  a  "boil-over," 
emerge  from  the  nest.  Following  the 
moonlight,  they  scurry  toward  the  sea. 


This  is  Loggerhead  Sea  Turtle  Nest  57. 

Each  week  from  mid-May  through 
September  the  Caretta  Research  Project 
gives  six  volunteers  the  opportunity  to 
work  with  conservationists  devoted  to 
the  preservation  of  this  threatened 
species.  For  this  privilege  we  pay  a  tax- 
deductible  $550  apiece  for  a  one-week 
stay,  which  includes  room  and  board 
and  helps  defray  research  costs. 

For  growing  numbers  of  Americans 


Ecovacatioh  \ 


•  £fe 1  ••• 

We  walk  beside  them  to  the  water's 
edge  and  watch  as  the  hatchlings  disap- 
pear into  the  surf  and  swim  to  dark, 
deeper  waters. 

The  universe  suddenly  seems  so 
vast  and  the  chance  of  the  babies'  sur- 
vival so  small.  That's  why  we  are  here. 
Between  them  and  the  safety  of  the 
open  sea  lurk  such  predators  as  crabs 
and  raccoons.  We're  escorts  for  the 
hatchlings. 

Watching  closely  are  David  Veljacic, 
a  professional  conservationist,  and 
three  volunteer  amateurs:  my  wife, 
Lenore,  and  I,  and  Ray  Aument.  It's 
10:40  p.m.  The  moon  is  bright  in  a  vel- 
vety sky  as  a  wind  scutters  across  the 
beach  of  the  Wassaw  National  Wildlife 
Refuge.  Though  only  nine  miles  south- 
east of  Savannah,  Ga.,  it  seems  a  million 
miles  from  civilization.  We  are  gathered 
around  a  fist-size  break  in  the  crust  of 
the  sand,  about  70  feet  from  the  ocean. 


like  us,  vacation 
no  longer  means 
lying  on  the  beach 
or  aimless  sightsee- 
ing. We  prefer  to  use 
our  vacations,  sab- 
baticals or  retirement 
time  to  participate  in 
one  of  the  hundreds  of 
domestic  and  overseas 
assignments  that  need  vol- 
unteers,  in  everything 
from  land  and  animal 
conservation  to  historical 
preservation  to  Mother 
Teresa-type  social  work. 

We  picked  the  log- 
gerheads. With  the  ex- 
ception of  the  eastern 
Pacific,  the  species  is  dis- 
tributed worldwide,  but 
their  numbers  are  dwin- 
dling. They  have  been 


Escorts  for  the 
hatchlings:  Helping  to 
preserve  a  threatened 
species,  the  loggerhead. 


heavily  hunted  over  the  centuries,  a 
now  urbanization,  ocean  pollution 
swelling  raccoon  population  and  ac 
dental  entrapment  in  shrimp  boal  di 
nets  take  a  heavy  toll. 

Mid-May  through  early  August  hi 
on  Wassaw  is  egg-laying  season.  Ea 
night  at  high  tide,  even  when  it's  raini 
and  windy,  workers  for  the  proji 
(named  after  the  Latin  Caretta  caret 
for  the  species),  split  into  two  teams  a 
patrol  the  seven-mile-lo 
beach.  We  are  looking  for 
male  turtles  instinctively  \ 
turning  to  the  habitat  of  th 
birth  to  lay  their  eggs,  af 
roaming  hundreds  of  mi 
from  here.  Careful  not  to  st 
tie  the  350-pound  creatur 
team  members  wait  as  ea 
turtle  digs  a  75cm-to-100ci 
deep  hole  shaped  like  an  i 
verted  light  bulb  and  then  ( 
posits  about  100  white  eg 
Untagged  turtles  are  th 
tagged,  measurements  ; 
taken,  and  other  relevant  ds 
such  as  the  location  of  the  n< 
are  recorded.  When  a  nesl 
particularly  vulnerable 
predators  or  erosion,  i 
transported  to  a  s; 
zone  on  the  beach. 

Relaxing  this  is  n 
It's  night  work.  Besk 
escorting  baby  turt 
on  their  trek  to  the  s 
we  monitor  the  ne 
laid  earlier  in  the  s< 
son  to  see  when  tl 
will  hatch,  help  ta 
measurements  of  ne 
borns,  determine  t 
number  of  eggs  tl 
didn't  hatch  and  the 
that  didn't  contain  ei 
bryos — in  for  math 
needed  for  scientific  joi 
nals.  One  night  we  coi 
across  the  body  of 
teenage  male  loggerhe 
and  watch  the  necropsy  p' 
formed  by  Michael  Frii 
the  project  leader  duri 
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PEOPLE  HAVE  FIGURED  OUT 
INCREDIBLE  WAYS  TO 
LOWER  PROCUREMENT  COSTS 

unless,  of  course,  you're  procuring  people 
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OPUS  360 


Opus360.com. 

Solutrom  for  the  Way  the  World  Works** 


;  for  the  Way  the  World  Works  is  service  mark  of  Opus360  Corporation.  ©2000  Opus36Q  Corporation 
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our  week.  He  speculates  that  the  turtle 
drowned  in  a  shrimper's  fishing  net. 

It's  not  all  work,  though.  We  are  on 
the  beach  three  hours  a  night,  which  al- 
lows a  lot  of  daytime  for  exploring  this 
Garden  of  Eden.  You  can  swim  in  bath- 
water-like surf  and  not  see  another  soul 
for  miles  up  and  down  the  beach.  You 
do  see  hundreds  of  pelicans  on  shore, 
maybe  a  bald  eagle  soaring  through  the 
sky  and  dolphins  languidly  undulating 
offshore.  There  are  trails  to  hike  (bring 
plenty  of  insect  repellent),  pristine 
beaches  to  comb  and  wildlife — alliga- 
tors and  ten  varieties  of  snakes — to  try 
spotting.  Bird-watchers  have  seen  about 
200  species  on  the  island,  including  cor- 

You  can  swim  in 
bathwater-like  surf  and 
not  see  another  soul.  

morants,  anhingas,  plovers,  and  40 
kinds  of  wood  warblers. 

There's  fellowship,  too.  With  other 
volunteers  you  share  a  small,  rustic 
cabin  that  has  six  bunks,  an  indoor 
bathroom  and  outdoor  shower.  The 
staff  cabin  has  electricity  and  contains 
the  kitchen/dining  area.  You  cook  meals 
together  and  eat  together.  Our  group  is 
diverse.  With  the  exception  of  Lenore 
and  me,  its  members  have  all  volun- 
teered here  before.  Ray,  48,  a  culinary 
manager  and  chef,  and  Lori  Buch,  40,  a 
social  worker,  have  made  the  Wassaw 
experience  a  part  of  their  lives  together 
for  the  past  ten  years.  Jennings  Wilson, 
32,  an  aerospace  engineer,  first  came 
here  eight  years  ago,  always  wanted  to 
return,  and  finally  made  it  back.  The 
other  volunteer,  Emily  Markesteyn,  19, 
a  sophomore  at  Emory  University,  is  on 
a  week's  internship. 

Interested  in  this  sort  of  vacation?  Vol- 
unteers are  accepted  on  a  first-come,  first- 
served  basis,  dependent  upon  returning 
the  application  with  the  fee.  You  must  be 
at  least  16  (although  some  exceptions  are 
made),  in  good  health,  upbeat  and  adapt- 
able. Call  (912)  447-8655  or  send  an  e- 
mail  to  wassawcrp@aol.com.  r 
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Bird  Blade  Okay,  so  you  totally  fumbled  the  carving  of  the  holiday 
bird.  It's  not  too  soon  to  start  practicing  for  next  Thanksgiving,  or  to  order  the 
perfect  blade  to  show  off  your  new  surgical  carving  skills.  It's  a  $1,500  carving 
set  made  by  master  bladesmith  Tom  McGuane  IV  of  Bozeman,  Montana.  The 
handles?  Six-thousand-year-old  walrus  tusk.  The  blade?  Ten  and  a  half  inches 
of  BG42  superalloy  steel,  with  just  the  right  amount  of  vanadium  for  edge- 
holding,  plus  a  pinch  of  molybdenum  to  prevent  pitting.  If  a  customer  wants, 
McGuane  can  add  such  decorative  flourishes  as  gold  overlays,  solid-gold  fittin 
and  gems  (all  at  extra  cost,  of  course).  McGuane  needs  an  eight-month  lead 
time.  Contact:  Thomas  McGuane  Co.  (406)  522-9739  / 
www.thomasmcguane.com.  And  no,  you  can't  put  it  in  the  dishwasher. 

—Alan  Farnh, 


NIGHT 


[HE 


was 


A  Short  One  if  it 

good  enough  for  Napoleon,  chances 
are  it's  good  enough  for  you— and,  at 
$5,000  a  bottle,  it  ought  to  be.  The 
House  of  Courvoisier  last  year  dipped 
deep  into  its  celebrated 
paradis  (as  it  grandly  calls 
its  vault  of  historic  cognacs) 
to  exhume  the  spirits 
blended  in  L'Esprit.  Some  date 
back  to  1802,  and 
none  is  younger  than 
1929.  Only  2,000 
bottles  were  made,  of 
which  some  1,600 
remain  for  sale 
worldwide.  To  taste 
L'Esprit,  says  Courvoisier's 
master  blender,  Jean-Marc 
Olivier,  is  truly  "to  relive 
history."  Not  only  did 
certain  of  these  cognacs 
survive  a  Parisian  revolt  in  1848, 
others  were  personal  favorites  of 
Napoleon  I.  Now,  what  history  and 
providence  have  preserved  can 
disappear  down  your  gullet  at  $333.33 
a  shot.  The  Lalique  decanters  are 
numbered,  and  no  two  are  alike. 
For  purchase  information, 
call  (800)  336-3783.  —A.F. 


PLAYTHINGS 


Crazy  Rhythm 

Conventional  metronomes  are  fine 
for  keeping  time  to  "Tea  for  Two," 
but  they  aren't  up  to  reproducing 
the  complex,  counterintuitive 
rhythms  of  flamenco,  let  alone  an 
80-beat  Indian  thai.  If  you're  an 
amateur  musician  who  can't  help 
losing  your  way  in  the  mambo,  hel| 
has  arrived.  MundoBeat  is  a 
programmable  metronome  that  sp 
out  the  most  complex  syncopated 
time  when  the  user  plugs  in  the 
accented  beats  and  rests.  It  also 
comes  preloaded  with  more  than 
popular  world  rhythms,  including 
three  flamenco  bulerias.  Cost:  $9S 
For  more  information,  visit 
www.vko.com.  — / 
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Around  the  World  in  80  Ways ... 


Intimate  Sailing  Vessels  to  World  Class  Meguyachts. 

We  handle  the  world's  most  extensive  flotilla  of  eruising  vessels 
for  private  charter  to  vacation  destinations  all  over  the  world. 

Put  your  vacation  getaway  in  the  hands  of  the  yachting 
professionals.  Call  today  for  your  copy  of  our  guide  to  the 
"World's  Finest  Charier  Yachts.'" 
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www.sacksyaehts.com    •  infoG?  saeksyaehls.com 


Luxury  y.k  Iii  vacations  ■  Yacht  Brokerage 
Charter  Marketing  •  New  Construction 


Fund  Newsletter 


"Miranda" 
Waterhousc 


$30) 
24"  x  32 


,    .  "Beauty  Japan"  $800 

Mora  is  48"  x  47" 

Cher  3,70(1  fine  art  j^'divs  Irorh  more  than  361)  artists 
aro  available  Irom  Artl'rintOnCanvasxtHn  ,  Designers, 

I  rami' Shops,  (, .tileries  and  VVeb  Partners; 
Tel:  305.438.3737  r.  E-mail":  infofe'artprintoncanv  as.com 


Free 
Video! 


George  Fontanills' 
Insider  Secrets  to  High 
Profit-Low  Risk  Trading 


Learn  strategies  that  allow  you  to  make  a 
profit  if  a  stock  price  goes  up  or  down 
Log  on  at  www.optioneiics.com/video.asp 
Or  Call  1-888-366-8264  Code  FORI 


Legal  Services 


Asset  protectio 


Corporations,  Ltd.  Partnerships.  LLC 
Offshore  Trusts,  Corps.,  Private  Bankii 

•  Best  Jurisdictions  •  Maximum  Pnvac: 
•  Tax  Savings  •  Estate  Planning 

Professional  *  Confidential 


Steven  Sears,  CPA  •  Attorney  at 

714-544-0622  •  www.searsatty.co 


KEEP  YOUR  PRIVATE 
BUSINESS  PRIVATE 


PRIVATEI 

Muj^i  i  umi  iiu j;i.ui.m_i juiii-Tnea  ^ 


WITH  PRIVATEL  YOU  CAN! 

Privatel™  is  a  personal  voice  security  device,  that  connects  to  virtually  any 
telephone.  It  protects  your  telephone  conversations  from  all  unauthorized 
listeners  by  using  the  strongest  encryption 
technology  available. 

Privatel™  features: 

•  Clear  Voice  Quality 

•  Easy  to  Install 

•  Easy  to  Use 

•  Portable 

•  Effective 

For  more  information  call  toll  free 
1 .866.GET.PRIVATEL  (1 .866.438.7748) 
or  visit  us  at  vvww.L-3Com.com/privatel 
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Financial  Sen/ices 


Receive  Value  Line 
for  only  $55 

An  Introductory  subscrlpuon  to  The  Value  Line  Investment  Survey 

brings  you  the  '2000-page  Investors  Reference  Library  —  Value  Line's 
most  recent  Ratings  and  Reports  on  1 700  slocks  and  the  practical  guide 
How  to  Invest  in  Common  Stocks   You  will  also  receive  analyses  of  about 
130  slocks  each  week  for  10  weeks  for  $55  Available  only  once  every  three 
years  to  any  household    SPECIAL  BONUS:  J.K.  LASSER  S  YOUR  INCOME 
TAX  2001.  This  Indispensable  guide  covers  all  new  tax  law  changes  as  well 

as  tax-planning  and  monev-savlng  strategies    Hundreds  of  examples  and 
Icons  highlight  key  points   Also  included  with  the  guide  Is  a  free  supplement 
with  usable  forms  and  late-breaking  tax  news  A  SI 4.95  value  -  yours  free 
>  with  your  Value  Line  subscription  while  supplies  last  Your  subscrlpuon  may  1 
be  tax-deductible:  consult  your  tax  advisor.  Send  check  or  money  order 
along  with  name,  address  and  zip  code  together  with  this  ad  or 

CALL  TOLL-FREE  1-800-535-9651 

BONUS  CODE  516NFWH11    American  Express.  MasleiCard.  Visa  or  Discover 
24  hours  a  day.  7  days  a  week  if  you  are  no!  completely  sansfied  return  all  materials 
in  good  condition  within  30  days  from  the  start  ot  your  trial  subscription  for  a  lull 
refund  ot  your  lee  Allow  4  weeks  lor  delivery  Foreign  rates  upon  request 
Order  Online  at  www.valueline.com/ads/f5hnf^ 

The  Value  Line  Investment  SurveyV, 

b^-       PO  Box  3988.New  York  NY 
10008-3988 


Executive  Gifts 


Dali  Prints 


RARE  DALI  PRINTS 

If  you  own,  or  are  considering  the  purchase 
of  a  Salvador  Dali  print.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  Salvador  Dali  prints.  Eacn  print  is  fully 
documented  by  Albert  Field,  curator  of  the 
Salvador  Dal!  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  Prints,"  is  a  must 
for  anyone  interested  in  works  signed  by 
Dali.  Call  now  and  we  will  rush  you  a  free 
copy  of  "The  SalvadorDali  Collector  s 
Newsletter".  (S15  per  issue) 


Salvador  Dali 


A  RtTROSI'tCTIVK 

Oh  Master  Prints 


l-(800)  275-3254 

ask  for  Dept.  FM 

hllp://»»»  ilaligallcTV.com  •  FAX  310-454-2090 
Br-jru  Fir*  An«  15.112  Aram*  Si_  #  I0K.  PatntW  Pali>ade\.  ("A  <X)272 


Fine  Jewelry 


ROLEX  •  CARTIER  •  AUDEMARS  PIGUET  •  JAEGER  LECOULTRE  •  PATEK  PHILIPPE  •  35  MORE 


Click  Onto  The  World's 
Most  Exquisite  Bargains 

Mint  Condition,  Pre-Owned  Watches/Jewelry 


www.grayandsons.com 


Gray  Sons 


TNSWtEO  Jf  «HE*S       .  WATCH  SfECIAUSJS  . 

»S«  tteiAij      M  Horboor,  Suifsid.  R  331 51 

(800)  705-1112 

tor  our  Free  Color  Catalog 


Businesses  Wanted 


We  Want  to  Buy 
Your  Business 


Acquisition  firm  is  seeking  to  purchase 
privately  held  manufacturers  or 
distributors  that  have: 

•  Been  Established  a  Minimum  of  5  Years 

•  Annual  Sales:  SI  Million  ■  $25  Million 

Now  may  be  the  perfect  time  to  sell. 
Please  mail  or  fax  a  brief  summary  of  your 
business  and  asking  price  to: 

PINNACLE.** 

PERFORMANCE  «c 

5840  Corporate  Way  Suite  200 
West  Palm  Beach,  FL  33407 

Fax:  561-619-7828 


Business  Opportunities 


OFFSHORE 


♦Companies  f°i»^e " 

♦Banking  o&tf*-* 

t£SCards  Capital  Asset 

▼rrrvao  Management 

(800)710-0002      Fro  Brochure 
Visa/MCyAm«  wwwajs«proteclloiixom 


Legally  &  Ethically 


Own YOUR  Own 
OFFSHORE  BANK 

FREE  Report 

800-733-2191 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 
Complete  Training.  Call  for  Free 
Information  Package. 
800-995-0049  Ext  7675 
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e-incorporate  .com 


•  Registered  agent  services 
•U.S.  bank  accounts  opened 
•Nominee  director  services 
Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 
8QO. 423.2993 


Printing 


Cost  Effective 

Wfcfttr  yoo  aeed  500  postcards 
I  mSh^  or  sore  —  storting  of  ooiy 
$95,  we  jost  «'t  be  boot. 

Convenient 

Toot  one  source  solution  for 
yow  complete  direct  noi  campaigns. 
EUaate  sJuppiig  coifs  l  bossies  by 
osag  oor  (t-boese  Doing  services 
—  just  s*»d  is  roo  pboto,  nessoge, 
logo  &  fist,  end  we'S  toke  core 
■fit  mil 

Partners  &  Postage  Ptus 

Do  roo  print  t  noil  postcards  oftei? 

Sp  op  for  oor  Postage  Plus' 
occont  ad  pay  tor  postage 

only!  Mot  oofy  do  yoo  receive  oor 
mafag  services  for  free  bit  earn 
odded  benefits  sock  as  free  risk 
service  &  postcard  orders! 
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1 


wrbes 


BusinessClassified 


Advertisement 


Luxury  Bedding 


Oeat  Bob- 


Our  Swedish  miracle  bed  can 
change  lives  twenty-four/seven. 


i; 


—by  Bob 

get  "Dear  Bob" 
letters  all  the 
time.  From  folks 
who  comment  on  the 
wonderful  ways  my 
Tempur-Pedic  bed  has  changed 
their  lives  for  the  better. 

Like  regaining  youthful  vigor 
— and  taking  sheer  delight  in 
new  accomplishments! 

Makes  all  other 
beds  obsolete! 


TrusseU,  Tempur-Pedic  Founder 

Seven  years  ago,  I  brought  the 
famous  Tempur-Pedic  Swedish 
Sleep  System"  to  America.  Since 
then,  millions  have  discovered 
our  new  fatigue-fighting, 
energy-elevating  weightless 
sleep  phenomenon. 

We  expanded  NASA's  anti-G- 
force  research  to  invent  a  brand 
new  weightless  sleep  material. 
Our  technology  is  recognized  by 
NASA,  the  U.S.  Space  Foundation 
— and  specially  certified  by  the 
Space  Awareness  Alliance. 


Our  edt/mnd  Wcbnohg)1  is  recognized  by 
NASA,  the  OS  Space  Foundation,  and 
certified  by  the  Space  Atcareness  Alliance. 


iarvel  cf  molecular  physics! 
stically  cuts  tossing  &  turning, 
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jsts  its  shape  automatically. 
i  one  moving  part — you. 
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Other  beds  are  fancy  on  the 
outside.  Mine  is  a  miracle  on  the 
inside — where  billions  of  self- 
ventilating  viscoelastic  microcells 
cuddle  your  body  with  perfect 
support.. .perfect  comfort! 

Thousands  of  sleep  clinics  and 
health  professionals  recommend 
us.  TV,  radio,  magazines,  newspa- 
pers give  us  rave  reviews! 

Call  or  fax  right  now  for  a  free 
sample,  free  video — and  free 
Consumer  Guide. 

You  also  receive  a  FREE 
HOME  TRYOUT  CERTIFICATE 


FREE  DEMONSTRATION  KIT 

is  now  yours  for  the  asking! 


PEDIC 


Viscoelastic  memory  cells  conform 
to  every  curve  and  angle  ot  your  body, 
ventilating  windows  dissipate  heat. 


PRESSURE  RELIEVING 
SWEDISH  MATTRESS  AND  PILLOW 
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1-888-732-0172 
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Tempur-Pedic.  Inc.  1713  laggie  fox  Way.  Lexington  KY  40511 
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ate-of-the-art  marketing  tools, 
uge  demand.  Extremely  high 
»me  with  lifetime  residuals  in 
multi-billion  dollar  market, 
andidates  must  be  bondable, 
/e  outstanding  references  and 
good  communication  skills, 
-hr.  recording  (800)  653-4497 
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Major  Manufacturing  to  Small  Retail  Shops 
No  Cost  To  Review  Businesses 
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1  800  999-SALE • 1-972-980-9969 
www.gwbs.com 

GREAT  WESTERN  BUSINESS  SERVICES,  INC. 


NATIONWIDE 
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in  on  the  ground  floor.  Extremely  high 
income.  Training,  leads,  secured  ac- 
counts to  call  on.  Opportunity  of  a  Life- 
time. Let's  talk.  (Inv.  Req.) 

Areas  Goine,  Fast. 

1-800-675-6144 


Charitable  Organization 


Professional  Web  Hosting 

$19/mo,  with  many  FREE 
features.  We'll  answer  your 
questions  and  help  you  join 
the  E-commerce  revolution. 
www.softwareworkshop.com 
(315)  635-1968 


Laser  Color  Printing 

Enhance  your  image  cost-effectively. 

Add  color  to  your  proposals,  flyers,  newsletters, 

slides.  &  brochures  -  as  low  as  SO. 30 

per  R.5"  \  II"  color  print   Hardcopy  generated 

from  your  e-files.  Overnight  shipping  available 

Take  the  cost  out  of  color! 

AKA  Color  (888)  565-3210 

www.akacolor.com 


Real  Estate 


Gemstones 


ORNEYS  ACCOUNTANTS 
VLMAKERS  Public  or  private 
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sets  with  excellent  manage- 
t  and  growth  potential 
IOC  INC  561-627-7110 


►   Private  Estate 


Corporate  Retreat 
Real  Estate  Investment 

www.lodgeforsale.com 
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and  all  Precious  Gemstones 
Free  wholesale  catalog  since  I967! 
Member:  Jewelers  Board  of 
Tirade  &  Chamber  ot  Commerce 

HOUSE  OF  ONYX,  Inc. 
120  N.  Main  St.,  (ireenville.  KY  42345 
1-8011-844-3100  or  FAX  270-338-<K>05 


Help  support  Pediatric  AIDS  and  Breast 

Cancer  patients.  Cash  and  other  tax- 
deductible  donations  needed.  Non-profit, 
501  (c)(3)  charity.  Toll-free  (866)  250-1959 

www.outoflheclosetinc.com 

outof1heclosetthrlftstores@yafioo.com 
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THOUGHTS 

On  the  Business  of  Life 


he  two  most  influential  newspapers  in  the  U.S.  are  headed  by  two  heavyweights,  who  by 
virtue  of  their  power  would  have  to  be  dubbed  Press  Lords:  the  New  York  Times'  Punch 
JL.     Sulzberger  and  the  Wall  Street  Journal's  Warren  Phillips.  Do  you  realize  how  lucky  we  are 
that  these  two  nationally  consequential  newspapers  are  of  such  high  standards,  character  and 
quality?  Are  we  not  lucky  that  their  preachments  are  (usually)  confined  to  the  editorial  page,  that 
their  views  are  most  often  most  sensible,  seldom  sensational?  — MALCOLM  FORBES  ( 1 979) 


Rage  is  the  only  quality  which  has  kept 
me,  or  anybody  I  have  ever  studied, 
writing  columns  for  newspapers. 

—JIMMY  BRESLIN 


Frankly,  despite  my  horror  of  the  press, 
I'd  love  to  rise  from  the  grave  every  ten 
years  or  so  and  go  buy  a  few  newspapers. 

—LUIS  BUNUEL 

More  than  one  newspaper  has  been 
ruined  by  the  brilliant  writer 
in  the  editor 's  chair. 

—LORD  CAMROSE 


People  are  always  dying  in  the  Times 
who  don't  seem  to  die  in  other  papers, 
and  they  die  at  greater  length  and 
maybe  even  with  a  little  more  grace. 

—JAMES  RESTON 


Wl\at  appears  in  newspapers 
is  often  new  but  seldom  true. 

—PATRICK  KAVANAGH 

The  newspaper  has  debauched 
the  American  until  he  is  a  slavish, 
simpering  and  angerless  citizen; 
it  has  taught  him  to  be  a  lump 
mass-man  toward  fraud,  simony, 
murder  and  lunacies  more  vile  than 
those  of  Commodus  or  Caracalla. 

—EDWARD  DAHLBERG 


A  good  newspaper  is  never  nearly 
good  enough,  but  a  lousy  newspaper 
is  a  joy  forever. 

—GARRISON  KEILLOR 


The  newspaper  is  the  natural 
enemy  of  the  book,  as  the  whore 
is  of  the  decent  woman. 

—THE  GONCOURT  BROTHERS 


Anybody  who  claims  to  read  the  entire 
paper  every  day  is  either  the  world's 
fastest  reader  or  the  world's  biggest  liar. 
—ARTHUR  OCHS  SULZBERGER 

Every  time  a  newspaper  dies, 
even  a  bad  one,  the  country  moves 
a  little  closer  to  authoritarianism. 

—RICHARD  KLUGER 


Don't  forget  that  the  only  two  things 
people  read  in  a  story  are  the  first 
and  last  sentences.  Give  them  blood 
in  the  eye  on  the  first  one. 

—HERBERT  BAYARD  SWOl 


Every  good  newspaper  is  muckraking 
some  degree.  It's  part  of  our  job.  Whe 
there's  muck,  we  ought  to  rake  it. 

—JAMES  P.  GANNC 


To  read  a  newspaper  is  to  refrain  fron 
reading  something  worthwhile.  The 
first  discipline  of  education  must 
therefore  be  to  refuse  resolutely  tofeec 
the  mind  with  canned  chatter. 

— ALEISTER  CROWL 


A  Text  ... 

We  then  that  are  strong  ought  tt 
bear  the  infirmities  of  the  weak, 
and  not  to  please  ourselves. 

—ROMANS  1! 

Sent  in  by  Jennifer  Daly,  Ann  Arbor,  Mi 
What's  your  favorite  text? 

More  than  14,000  "Thoughts,"  arranged  alphabets 
by  subject,  are  available  in  a  900-page,  one-voli 
deluxe  edition,  Forbes  Book  of  Quotations:  Tlwughi 
the  Business  of  Life.  The  price  is  $40,  plus  $3.50  ship1 
and  $1  per  item  for  handling  (add  applicable  sales 
To  order,  please  call  toll-free,  1-800-876-6556. 
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qO    Look  around.  You're  in  the  midst  of  a  global  maelstrom.  A  swirling  mass  of  converging 


technologies  and  new  business  opportunities  unleashed  by  the  Internet.  All  waiting  to  be  harnessed  by 


companies  like  Fujitsu  -  the  world's  third  largest  IT  services  provider.'  We've  focused  our  energy  and 


WHEN  YOU  CLOSE  YOUR  EYES, 
WHAT  DO  YOU  DREAM? 

WHEN  YOU  OPEN  YOUR  MIND  TO  THE 
FULL  POTENTIAL  OF  THE  INTERNET, 
WHAT  DO  YOU  SEE?  . 


resources  on  creating  technology  to 


solve  the  unique  problems  of  thousands 


of  individual  businesses.  Last  year 


alone  we  invested  $4  billion  of  our 


$50  billion  global  IT  and  telecommunications  revenues  on  R&D.  Imagine,  $4  billion.  That's  more 


than  the  total  sales  of  many  Fortune  500  companies.  But  that's  what  it  takes  to  create  next  generation 


mobile  technology,  ultra-high-speed  servers  and  leading-edge  photonic  networks.  Innovations  that 


keep  your  business  one  step  ahead  of  the  Internet.  And  light  years  ahead  of  the  competition. 


FUJITSU 


THE    POSSIBILITIES    ARE  INFINITE 


www.fujitsu.com 


'Source  IDC,  December  1999  Who  Will  be  Leading  the  Global  IT  Sen/ices  Industry  in  2000?  A  Competitive  Analysis  by  Mauro  Peres,  Sophie  Janne  Mayo. 


\bout  ten  years  ago, 
an  American  car  company  named  Saturn 
'  did  what  no  one  expected  they  could. 
,  They  succeeded.  And,  like  anyone  who's 
'experienced  a  bit  of  success,  they  got  a  taste 

for  some  of  the  finer  things. 
Maybe  that's  why  they  designed  thei r  new 
clar  line  to  be  faster,  roomier,  moreTluxurioiis 

and,  yes,  more  expensive. 
But  not  too .'.-expensive.'  Because,  like  >ve  said, 
that  company's  name  is  Saturn. 
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©  Corning  Incorporated  2000 


It's  changing  the  world  at  the  speed  of  light.  Touching  everything  we  do. 

But  while  the  road  ahead  is  twisting,  it's  also  clear. 
Clear  as  a  ribbon  of  the  finest  glass. 
The  global  optical  network  is  carrying  the  world's  voice,  video  and  data. 

And  at  its  core:  Corning. 
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CORNING 

Discovering  Beyond  Imagination 


Networking  solutions  that  make  more  of  life. 

Resources.  Human.  Physical.  Information.  You've  got  them  all. 
The  hard  part  is  getting  them  working  together. 
Reaching  the  point  where  one  and  one  equal  a  lot  more  than  two. 
Toshiba  understands,  and  responds  with  a  range  of 
networking  solutions  that  help  you  share  information  seamlessly 
to  leverage  all  your  resources.  Our  NAND  flash  memory  products 
are  one  good  example.  More  than  just  a  storage  medium 
for  digital  cameras,  digital  audio  players  and  next-generation 
mobile  phones,  NAND  is  increasingly  becoming  a  "media  bridge". 
Enabling  free  data  exchange  between  a  wide  range  of  devices 
and  supporting  new  methods  of  content  distribution  in  the  video 
and  music  industries.  Connecting  people  to  people  and  business 
to  business.  It's  just  part  of  what  we  do  at  Toshiba 
to  help  you  make  more  of  life. 


TOSHIBA 

For  more  information,  visit  www.toshiba.com/taec 
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An  overview. 
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Investing  pitfalls. 

By  Godfrey  Barker 
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By  Godfrey  Barker 
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Everything  has  its  value. 
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By  Victoria  Murphy 
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Salvaging  vintage  planes. 

By  Doug  Donovan 
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By  Victoria  Murphy 
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COOL 

YOUR  CUSTOMERS  BUY  AT  WEB  SPEED. 
WAY  COOL 

UPS  NOW  HELPS  YOU  HANDLE  E-RETURNS  JUST  AS  FAST. 


Announcing  point-and-click 


returns.  UPS  now  offers  the 


quickest,  simplest  way  to  handle 


your  e-retums.  A  new.  customizable 


solution  that  allows  xour  customers 


to  print  return  labels  directly  from 


their  PC— shrinking  the  process  from 


jive  clays  to  five  minutes.  In  addition. 


you'll  be  able  to  route  your  returns  to 


the  right  vendor  and  rapidly  restock 


your  inventory,  w  ith  full  visibility 


tracking  throughout.  It  all  adds  up 


to  fewer  customer  inquiries,  lower 


operating  costs  and  much  happier 


returns.  How  cool  is  that?  To  find 


out  more,  visit  us  at  ec.ups.com 


than 


I 


dnt^OtterColor 

Want  A  Different  item 

Want  A  Different  Size 

Other 


DecemlieL25,  2000 


Forbes 


com 


Lifestyle 


This  week  we  debut  Forbes.com/lifestyle,  an  online  section  of 
Forbes.com  with  insight  and  advice  on  the  good  things  in  life 
Through  articles  and  interactive  databases  you'll  be  able  to 
learn  about,  search  for — and  even  purchase — the  world's 
finest  real  estate,  art,  antiques  and  motor  vehicles.  This 
section  will  have  its  own  unique  content  as  well  as  articles 
from  FORBES  magazine's  Life  Department  and 
sister  publications  FORBES  GLOBAL  and 
FORBES  FYI. 


Vehicles 

Vehicle  of  the  Week 

The  bidding  could  end  up  as  high  as  $10  million 
for  the  1963  Ferrari  GTO  (above),  going  on  auction 
Dec.  19  in  Gstaad,  Switzerland. 

Also,  read  our  reviews  of  luxury  cars,  such  as  the 
2001  Porsche  Carrera  4  (below)  and  the  BMW  330i  in 
Test  Drives. 

Visit  us  for  information  about  upcoming  events 
in  the  world  of  motor  sports;  how  to  sail  around  the 
world  by  yourself;  driving  tips  from  a  Grand  Prix 
champion,  and  more. 


r 


iecting 

heir  flashing  lights  and 
ing  arms,  toys  like  this 
355  robot  are  becoming 
singly  popular,  and  are 
anding  prices  in  the 
ands  of  dollars, 
lece  of  the  Week, 
nether  you  are  a  budding 
tor  or  serious 
isseur,  we'll  keep  you  up- 
e  on  the  latest  trends  in 
r  world  and  provide 
:  on  how  to  invest  in  art 
Jllectibles. 


Real  Estate 

Home  of  the  Week 

Tour  some  of  the  world's  most 
beautiful  homes  each  week,  such  as 
Hillwood,  the  newly  renovated 
Washington  D.C.  estate  of  cereal 
heiress  Marjorie  Merriweather  Post. 

Want  to  know  where  the  billionaires 
live?  What  their  homes  cost? 
Read  Movers  &  Shakers. 

Watch  this  section  for  articles  on 
home  improvement,  interior  decoration 
and  interactive  expert  advice  on 
everything  from  designing  a  perennial 
garden  to  building  a  1,000-bottle 
wine  cellar. 


$6,996,000 

1233 


Listed  by:  Kinlin 
Agent  Bob  Km  So 
Phone:(212)800-8000 
Fax;  (212) 800-8666 


Rooms 
Bedrooms: 
Full  Baths 
Halt  Baths 
Garage 
Levels 
Lot  Size: 
Gross  Living  Area 
Year  Built 
Units 

Firepl  aces 


2  12  acr 
5298  sqf 
1983 


Amenities 
Patio 

Guest  House 
Security  Systerr 
Cable 

Eat  In  Kitchen 
Outside  Pool 


Ov«ners  Bob  Vila  (current) 
Designers  Design  Associates 
Nantucket.  MA 


Bob  Vila's  Old  House 

As  he  millions  of  tans  know.  Bob  Vila  takes  his  houses  serious ry  As  the  creator 
and  star  of " The  Old  House."  his  long- running  how  to  series  on  PBS  and  now  host 
ot  nationally  syndicated  "Home  Again."  Vila  has  become  as  much  of  a  role  mod 
to  the  weekend  frxei-upper  as  Julia  Child  has  been  to  the  amateur  gourmet 

On  Nantucket  Sound 


It  should  therefore  come  as  no  surprse  that  Vila  himself  Ira  bl  a  beautiful  house 
Located  in       tei  Harbors  Island,  a  prrvate  enclave  |ust  off  the  mainland  of  Cape 
Cod.  his  two-acre,  four  bedroom  estate  b  now  on  the  market  (or  almust  $7  million 
With  exceptional  views  of  Nantucket  Sound  and  its  own  private  478'  white  sand 
beach,  the  5,298  sq  ft  mansion  would  be  either  the  perfect  weekend  retreat  or 
year-round  home  for  anyone  wanting  to  enjoy  all  the  beauty  otCape  Cod. 

Gourmet  kitchen 

Vila  himself  designed  and  decorated  the  house,  which  was  built  m  1983  In 
addition  to  the  modern  Cape  Cod  style  main  house,  there  e  also  a  guesthouse 
that  can  be  easify  converted  into  a  caretaker's  cottage  or  office  Inside  the  main 
house  theie  s  a  gouimet  kitchen  with  state- ot-the-art  Oaggenau  appliances. 


JPfQ"f  OIT"©Cl  Forb8S  is  partnering  with  leading  real  estate  agents  and  art  and  antiques  galleries  to  create  a 
_  select  database  of  thousands  of  entries  through  which  Forbes.com  users  can  search  to  find 

■    "  ■  ^  ■  ■      ■  ^     everything  from  multimillion-dollar  Cape  Cod  estates  to  Chippendale  mahogany  side  chairs. 


bes.com  table  of  contents.  Visit  this  site  at  www.forbes.com/contents  or  use  your  .CueCat  device  on 
:ue  code  ( right)  to  take  you  there  instantly. 
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take  care  of  it    for  the  next  generation.  Annual  calendar 
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For  information:  Patek  Philippe,  Dept.  904,  One  Rockefeller  Plaza,  New  York,  New  York  10020.  Tel:  (212)  218  1240  www.patek.com 
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Fossils  and  Picassos  Can  you  make  money  buying  uj 

some  new  kind  of  collectible  just  before  it  gets  hot?  Yoi 
might,  but  it  would  be  a  big  mistake  to  go  into  collecting  wit] 
that  outcome  in  mind.  And  that's  not  the  point  of  the  Col 
lectors  Guide  that  takes  up  31 
pages  of  this  issue.  We  assume, 
if  you  have  made  this  kind  of 
investment  or  are  about  to  do 
so,  that  capital  gains  are  not 
your  prime  motivation.  You 
are  after  psychic  dividends. 
But  that  doesn't  mean  you 
shouldn't  be  financially  astute 
as  you  go  about  assembling  a 
collection. 

Joshua  Levine,  who  runs 
the  Life  section,  put  together 
the  guide,  which  starts  on 

page  141.  Noteworth 
contributor:  Victoria  Mur 
phy,  who  wrote  the  profil 
of  bone  collector  Nathai 
Myhrvold  on  page  16i 
and  a  look  at  the  patho 
logical  side  of  collectin 
on  page  176. 

Levelized  Playing  Fields  We're  not  big  fans  of  cartel 

here,  but  on  page  98  Daniel  Kruger  makes  a  case  for  collu 
sion  on  the  football  field.  Colleges  that  were  killing  them 
selves  in  a  price  war  for  players  conspired  to  rig  scholarshi 
levels.  The  result  is  a  more  even  division  of  talent — and  bet 
ter  games.  Extending  the  concept,  I  wonder  what  Majo 
League  Baseball  would  be  like  if  team  revenues  were  poole 
and  the  Yankees  were  not  permitted  to  monopolize  the  goo 
players....  Goodness!  Kruger  has  me  not  just  loving  cartel 
but  talking  like  a  socialist. 

These  Options  Are  Real  A  company  is  sometimes  ncl 

just  a  pile  of  assets  but  an  assortment  of  call  options  on  as 
sets.  Such  as?  An  oil  reserve  that  can't  be  profitably  develope 
at  present  prices  but  is  nonetheless  valuable  because  it's  a 
out-of-the-money  call  on  oil.  Chana  Schoenberger  explain 
on  page  276,  how  you  can  use  "real  options"  to  rethink  sorr 
of  the  stocks  in  your  portfolio. 
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MOTE  COPYING 


No  more  trips  to  the  copier.  No  more  waiting.  No  more  cutting  in.  Now  you  can  make  copies  from 
your  own  computer.  Through  an  innovative  embedded  controller,  our  Toshiba  DP8070  black-and-white  copier 
lets  you  fire  off  80  pages  per  minute.  Which  will  give  you  more  time  to  work  and  revolutionize  your  own 
industry.  Catch  up  with  our  complete  line  of  copiers,  fax  machines  and  printers  at  copiers.toshiba.com. 


TOSHIBA 

Don't  copy,  Lead. 


©2000  Toshiba  America  Business  Solutions,  Inc  Electronic  Imaging  Division  All  rights  reserved. 


NOT  THAT  YOU  WOULD.  BUT  YOU  COULD. 


THE 

240-HP  NISSAN 
PATHFINDER 


Far  be  it  from  us  to  advocate  that  you  blow  off  the  lift  line  and  find  your  own  way  up  the  mountair 
you  did,  you'd  find  a  worthy  escort  in  the  new  2001  Nissan  Pathfinder  LE.  It  not  only  offers  th< 
powerful  SUV  engine  we've  ever  built,  it's  also  equipped  with  one  of  the  world's  most  advanced  aut 


drive  systems!  So  advanced,  it  can  automatically  switch  from  2-wheel  drive  to  4-wheel  drive  to  give  you  more  control, 
nee  and  climbing  ability.  So, while  you'll  never  defy  ski  patrol  in  the  warm  confines  of  your  leather-lined"  Nissan 
lobile,"  isn't  it  nice  to  know  it's  an  option?  Por  more  information,  click:  www.NissanDriven.com  or  call  800-326-9116.  DRIVEN. 
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Other  Side  of  the  Trade 

In  "Death  by  a  Thousand  Trades" 
(Dec.  11,  p.  262)  FORBES  presented  a 
distorted  view  of  how  Nasdaq  in- 
vestors' orders  are  handled.  Approxi- 
mately 1.7  billion  shares  are  success- 
fully traded  on  the  network  every 
day — quickly,  cheaply  and  with  a 
standard  of  regulatory  oversight  that 
is  admired  globally.  The  article  does 
not  reflect  reality  for  the  overwhelm- 
ing majority  of  investors. 

The  practices  you  describe — pay- 
ment for  order  flow  and  internaliza- 
tion— are  regulated  by  the  SEC  for  all 
markets,  not  just  Nasdaq.  Brokers  are 
required  to  meet  rigorous  "best  exe- 
cution" requirements,  regardless  of 
where  their  customers'  orders  are 
filled.  Regulators  in  all  markets  mon- 
itor trading  to  identify  noncompli- 
ance. You  left  out  the  liquidity-adding 
advantages  that  these  practices  help 
bring  to  markets,  such  as  guarantees 
by  Nasdaq  marketmakers  to  provide 
instant  automatic  executions  in  sizes 
often  exceeding  1,000  shares. 

You  cite  in  particular  three  market- 
makers  that  violated  the  requirement 
to  display  limit  orders.  Those  firms 
were  responsible  for  less  than  1%  total 
volume.  NASD  regulation  brought  ac- 
tions against  each  firm  and  one  of 
those  firms  is  no  longer  in  business. 

Can  we  get  better?  Of  course  we 
can.  The  Nasdaq  trading  community 
of  over  500  marketmakers  and 
600,000  professionals  is  a  huge  na- 
tional asset,  and  your  reporting 
should  reflect  that. 

RICHARD  G.  KETCHUM 
President 
The  Nasdaq  Stock  Market 
New  York,  N.Y. 

Savior  of  the  System 

Dr.  John  Kenagy  ("The  Man  Who 
Would  Save  Health  Care,"  Dec.  11, 
p.  180)  is  absolutely  right:  Technology 
will  save  our  health  care  system  billions 
and  improve  patient  care.  Unfortu- 
nately, regulatory  lethargy,  turf  battles 
among  medical  specialties,  meddle- 


A  Charitable  Mistake 

I  am  writing  in  regard  to  your 
article  "Credit  Check"  (Nov.  13, 
p.  148).  FORBES  states  that 
MBNA's  Charles  Cawley  "is 
known  to  throw  a  philanthropic 
bone  here  and  there." 

Are  you  kidding?  As  the  ex- 
ecutive director  of  the  Ministry 
of  Caring,  Delaware's  largest 
nonprofit  serving  the  homeless,  I 
feel  MBNA's  philanthropic  stan- 
dards are  exemplary.  I  assure  you 
thousands  would  concur. 

Over  the  past  23  years 
MBNA's  support  of  the  Ministry 
of  Caring  in  both  contributions 
and  low-interest  loans  has  totaled 
millions  of  dollars — more  than 
a  mere  bone  to  us. 

FATHER  RONALD  GIANNONE 
Executive  Director 
The  Ministry  of  Caring 
Wilmington,  Del. 


some  trial  attorneys  and  the  constai 
wail  of  demagogues  serve  to  reinfon 
the  languid  and  expensive  status  qu 
We  need  leaders  to  embrace  technolc 
gies  that  will  deliver  better  health  car 
SEAN  M.  GALLAGHE 
Hingham,  Mcu 

Psych  Test 

1  felt  compelled  to  respond 
"The  Science  of  Self-Preservatioi 
(Nov.  27,  p.  86).  Although  I  agn 
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And  we're  bringing  even  more  people  together,  Jesse.  Because  we're  buildinq  the  new  hioh- 
vireless  '  3 

performance  Internet  -  the  Wireless  Internet.  Our  Wireless  Internet  architecture  is 

ranked  No.  1*  worldwide,  enabling  unprecedented  speed,  reliability  and 

:ity  to  meet  customer  demand  for  bandwidth-hungry  eBusiness  applications.  And  the 

t?  All  over  the  planet,  people  in  the  most  remote  areas  can  now  communicate  and 

)orate  like  never  before.  Opening  up  avenues  of  economic  opportunity  that  ^ 

never  been  explored.  So  come  together,  right  now  with  Nortel  Networks™  N  rC^J  |\|  £  L 

nake  the  Internet  whatever  you  want  it  to  be.  nortelnetworks.com  NETWORKS 


works,  the  Nortel  Networks  logo  and  the  Globemark  are  trademarks  of  Nortel  Networks  "What  do  you  want  the  Internet  to  be? 
!  mark  of  Nortel  Networks  ©2000  Nortel  Networks  All  rights  reserved  'Yankee  Croup  and  Herschel  Shostetk  Associates  Ltd. 


READERS    S  A Y 


START   TREATING    YOUR  CUSTOMERS 
LIKE  FAMILY. 

In  today's  competitive  marketplace,  customer  service  is  a  top  priority. 
Which  is  why  for  nearly  a  decade,  the  world's  leading  companies  have 
turned  to  ServiceWare  for  the  technologies  and  services  they  need  to 
improve  their  customer  care.  With  ServiceWare,  your  hard-earned  cus- 
tomers have  immediate  access  to  proven,  accurate  answers  across  all 
touch  points:  Web,  phone,  e-mail  or  in  person.  For  more  information, 
visit  www.serviceware.com  or  call  800-572-5748.  Because  after  all,  if 
your  customers  aren't  with  you,  they're  probably  against  you. 


5  "rv\c€WQr€ 


Web  solutions  for  enterprise  service  and  support 


with  you  that  one  can  carefully  selec 
studies  from  all  disciplines  that  ar 
seemingly  vacuous  and  specious,  it  i 
quite  an  inductive  stretch  to  paint  th 
whole  discipline  one  disparaging  colo 
based  on  a  few  data  points.  If  you  don 
think  psychology  imbues  practically  a 
business  courses — from  behavior* 
finance  to  managerial  accounting  t 
information  technology — then  it  i 
quite  apparent  you  don't  understan 
the  undergirding  fundamentals  of  eac 
area.  Your  fuzzy  inductive  reasonin 
only  illustrates  the  need  for  moi 
psychology  courses  on  critical  thinkin 
and  cognitive  reasoning. 

MICHAEL  L.  PERL 
Smyrna,  Gi 

Crisis  Management 

I  was  stunned  to  see  "Scandal  Bustei 
(Nov.  27,  p.  80),  a  story  about  forme 
White  House  aide  Lanny  Davis  and  h 
law  firm's  embryonic  first  steps  into  th 
field.  I  found  it  even  more  troubling  th; 
Mr.  Davis  decided  to  market  his  practu 
by  discussing  client  case  studies.  R< 
hashing  their  problems  in  the  nation; 
media  is  not  in  the  clients'  best  interest 
Good  public  relations  practitioners  woi 
with  clients  through  good  and  bad  time 
They  work  quietly  behind  the  scenes  1 
promote  their  clients,  not  themselves. 

JEROME  WALS 
President,  Walsh  Communication 
New  York,  N. '. 

The  Price  Wasn't  Right ... 

In  "Corporate  Saboteurs"  (Nov.  2 
p.  156)  we  incorrectly  stated  the  prii 
for  a  one-month  supply  of  Prilosec  wi 
$329.  That's  for  a  three-month  supph 

...  Neither  Were  These 

In. "Haute  HMO  No  More"  (Dec.  1 
p.  74)  we  should  have  said  Texas  Pacif 
bailed  out  Oxford  Health  Plans  i 
1998,  not  1988.  Also,  in  "Name  Game: 
(Dec.  11,  p.  132)  a  table  should  ha\ 
stated  the  owners  of  the  St.  Louis  Blu< 
were  Bill  and  Nancy  Laurie,  not  Stank 
Kroenke.  I 


Send  e-mail  to  readers@forbes.coi 
Letters  will  be  edited.  Please  inclui 
address  and  phone  number. 


The  Universe  Is  Full  oF 
Mysteries.  UsingTheNexStar  5 
Isn't  One  of  Them. 


The  joy  of  stargazing 
comes  from  observing 
the  wonders  of  the 
heavens,  not  calculating 
alignments  and  positioning. 
The  revolutionary  new 
Celestron1  NexStar™ 
line  of  telescopes 
does  all  that  for 
you  and  more. 
Simply  and  easily. 

NexStar™  telescopes 
are  light  years  ahead 
of  other  computerized 
"Do-To"  telescopes.  The 
Auto  Align  feature  gets 
you  up  and  observing  immediately 
with  an  enormous  object  data- 
base that  includes  up  to  18,000 
celestial  sights. 

Dur  StarPomter™  Finderscope 
lets  you  guickly  find  any 
object  in  the  sky  while 
variable  slew 


2& 


speeds  provide  easy 
tracking  for  observation 
and  astro-photography. 
There's  even  a  communica- 
tion port  so  you  can  control 
the  NexStar™  from  your 

personal  computer. 

NexStar™  telescopes 
are  designed  to  go  with 
you  anywhere  and 
perform  beautifully. 
With  the  same  optical 
tube  selected  for  the 
Space  Shuttle,  each 
NexStar™  gives  you 
unsurpassed  perform- 
ance. Advanced  models 
feature  the  legendary  Schmidt- 
Cassegrain  optical  system  plus 
Starbright1  multi-coatings  for 
superior  resolution  and  optical 
clarity  Best  of  all,  our  Tour 
Function  automatically  seeks 
out  the  most  spectacular  objects 
in  a  given  month,  while  providing 
you  with  fascinating  facts 
through  the  Hand  Controller. 


With  the  most  advanced  and 
comprehensive  "Do-To"  telescope 
line  available,  the  only  mystery 
is  which  NexStar'To  choose. 


NexStar  60 


avaiLaBLe  aT 

natural  i  <« 

wonders 

www.naturalwonders.com  •  1-BO0-2-WONDER 

Fino  out  more  aBOUT  NexsTaR,  our  OTHer  excepnonaL  Tei_escopes,  arm  neai'BY  oeaLPrs. 
[3 1 0] 328-9560  •  www.ci?i_P5Tron.com 
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Transatlantic  Back-Scratch 

►  The  November  issue  of  GO,  Conde  Nast's  slick  fashion  mag- 
azine for  men,  contains  13  pages  of  pricey  ads  bought  by  Gior- 
gio Armani,  names  him  Fashion  Designer  Man  of  the  Year — and 
overstates  his  company's  earnings  by  680%.  The  fawning  write- 
up  says  that  the  1999  profit  of  privately  held  Giorgio  Armani  SpA 
was  $827  million,  while  the  true  figure  was  $106  million.  Actu- 
ally, those  earnings  of  the  Milan-based  house  were  down  12% 
from  1998 — a  fact  also  missing  from  GQ.  — W.P.B. 

Watch  What  We  Do,  Not  What  We  Plug 

►  The  third-quarter  loss  of  $512  million  by  DaimlerChrysler's 

Chrysler  Group,  plus  the  departure  of  more  top  executives,  drew 
our  attention  to  a  blurb  on  the  cover  of  the  just-published  After 
the  Merger:  Seven  Rules  for  Successful  Post-Merger  Integration  ( Fi- 

,  Boola  Boola,  Where's  the  Moola? 


nancial  Times/Prentice  Hall):  "Provides  timely,  well 
researched  insights  on  post-merger  integratioi 
processes,  which  we  at  DaimlerChrysler  know  to  b 
absolutely  critical  to  the  long-term  success  of  ou 
company."  The  blurb's  author:  Thomas  T.  Stallkamp 
who  was  canned  as  DaimlerChrysler  president  in  ai 
earlier  bloodletting.  — Tomas  Kellne 

But  No  Walking  in  the  Woods 

►  India's  forest-dwelling  kidnapper,  Koose  Mu 
niswamy  Veerappan,  who  snatched  a  movie  star  an< 
held  him  for  108  days,  has  all  but  announced  nev 
targets:  Wipro  Chairman  Azim  H.  Premji,  India's  rich 
est  man  (net  worth,  $7  billion),  and  software  mag 
nate  N.R.  Narayana  Mutiny  ($900  million).  Amid  po 
lice  pronouncements  and  media  hysteria,  the  twc 
200  miles  away  in  Bangalore,  say  coolly  they  aren' 
worried.  Says  one  aide,  "Both  stay  in  the  city  am 
have  their  own  security."  — Monica  Showalte 

Don't  Let  Merck  Count  Any  Ballots 

►  In  a  letter  to  stockholders,  Merck  &  Co.  reported  strong  sec 
ond-quarter  profits  of  $17  billion.  Oops!  Actual  number:  $1.| 
billion.  Perhaps  fearing  incredibly  stupid  investors  followed  b 
their  lawyers,  the  Whitehouse  Station,  N.J.-based  drugmake 
promptly  rushed  out  another  letter  to  stockholders  apologia 
ing  for  the  proofreading  error.  — Seth  Lubov 

Goal:  No  Cold-Calling  the  Nearly  Cold 

►  Afraid  of  stronger  governmental  regulation  concerning  th 
sale  of  prepaid  burial  plans,  the  National  Funeral  Directors  Associs 

tion  suggests  that  its  members  should  cool  it.  New  guideline 
being  circulated  by  the  trade  group  would  bar  unrequested  tek 
phone  calls  to  "any  person  in  a  hospital,  rest  home,  nursin 
home  or  similar  facility."  — Janet  Novae 


Colleges  may  be  the  country's  most  vigorous  charitable  fundraisers.  But  among  the  biggest  that 
report  complete  data,  little-known  overhead  rates— the  cost  of  raising  those  funds— vary  as  much 
as  400%.  By  far  the  most  efficient  at  badgering:  the  University  of  Wisconsin  at  Madison.  —W.P.B. 


SCHOOL 

GIFTS 
(SMIL) 

OVERHEAD' 

SCHOOL 

GIFTS 
(SMIL) 

OVERHEAD1 

Harvard 

$452 

9% 

Wisconsin2 

$245 

2% 

Cornell 

341 

5 

Yale 

224 

6 

Duke 

331 

7 

use 

217 

8 

Stanford 

320 

8 

MIT 

208 

9 

Columbia 

284 

4 

UCLA 

208 

10 

UPenn 

270 

9 

Johns  Hopkins 

207 

9 

'Fundraising  expense  as  percent  of  gifts.  -Madison  campus.  Sources:  IRS  Form  990;  The  Chronicle  of  Philanthropy. 
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GENERAL  LIABILITY 


COMMERCIAL  AUTO 


llTil 

PROPERTY 

t 

WORKERS  COMP 


Well,  you  knowwhat  we  mean:  teamwork.  The  real  kind.  Ask  our  customers 
about  the  impact  of  our  teamwork.  Last  year,  we  helped  them  save  nearly  700,000 
disability  days,  reduce  claims  by  20%  and  lower  their  cost  of  claims  by  10%.  Results 
like  these  come  from  partnering  with  our  customers  on  every  angle  of  insurance, 
through  our  unique  team  process  called  LibertyWorks™.  It's  how  we  evaluate  their 
business  from  top  to  bottom  helping  them  uncover  safety  and  savings  opportunities. 
It's  how  we  customize  the  best  insurance  for  each  individual  business.  And  ultimately, 
teamwork  is  how  we  make  your  insurance  more  effective  and  easier  to  manage. 


To  learn  about  case  histories  in  your  industry, 
or  for  more  information,  call  1-800-4-LIBERTYor  go  to  www.libertymutualgroup.com 


A  YEAR  AFTER  WE  SELECTED  CHRYSLER  AS  OUR  COMPANY  OF  THE  YEAR,  THE  AUTOMAKER  JOINED  FORCES  WITH  GERMANY" 
Daimler-Benz  in  a  deal  that  was  touted  by  Daimler  Chairman  Jtirgen  Schrempp  as  a  "merger  of  equals."  Something  go 
lost  in  the  translation:  The  dream  team  of  managers  pictured  with  our  story  have  all  since  quit  or  been  forced  out.  Geit 
man  managers  are  now  in  control — and  Chrysler  is  ailing  badly.  — S.A 


AUGUST  9.  1999 

Art  Bust 

IT  LOOKED  THEN  LIKE  A 
revolution  was  about  to  hit 
the  high-end  art  and  col- 
lectibles world.  Auctioneers 
Sotheby's  and  Christie's 


were  planning  major  online 
efforts,  which  had  the  po- 
tential to  bring  down  high 
commission  rates  on  fine- 
art  sales. 

The  revolution  hasn't 
materialized.  Christie's  on- 
line auction  plans  never  got 


off  the  ground.  Though 
Sothebys.com  is  making 
sales,  it's  not  yet  in  the 
black,  and  this  fall  it  killed 
the  partner  site  it  had  set 
up  with  Amazon.com.  Art- 
net. com,  one  of  the  earliest 
players  in  the  field,  has  per- 


formed poorly,  makin 
only  a  couple  dozen  sale 
a  month.  Commissions 
Though  lower  online,  the 
haven't  budged  at  the  auc 
tion  houses  from  the  stan 
dard  10%  to  20%. 

—m 


70  YEARS  AGO  IN  FORBES/NOVEMBER  I,  1930 

WHO  CareS  WhO  WinS?  Dont  get  nervous  over  election 
results  however  they  go.  Politics  are  less  important  in  the  scheme  of  things  than 
they  were  a  generation  ago.  Politicians  then  were  the  most  influential  men  in 
America.  Today,  as  [former]  President  Wilson  expressed  it,  "the  world  is  ruled 
from  the  counting  house."  Economics  rather  than  politics  now  govern  the  destinies 
of  nations.  The  notion  that  Republican  rule  meant  prosperity  and  Democratic  rule 
meant  ruin  has  been  very  effectively  exploded.  Economic  laws  are  more  power- 
ful than  political  parties. 

50  YEARS  AGO  IN  FORBES/DECEMBER  15.  1950 

Small  Isn't  Beautiful  Promising  and  profitable  as  the  small- 
investor  market  might  be,  many  think  there  is  dynamite  in  the  Main  Street  trade. 
Nobody  is  certain  it  will  ever  go  off.  But  neither  is  it  felt  safe  to  tamper  with  the  det- 
onator. They  point  to  the  fact  that  for  the  middle-class  investor,  working  investments 
are  also  reserves.  If  he  is  hit  hard  enough,  he  has  to  recall  his  invested  capital.  If  it's 
because  of  a  general  recession,  he  has  to  pull  out  his  capital  just  at  the  worst  time. 
He  isn't  in  a  position  to  ride  out  market  storms  of  any  long  duration.  General  feeling: 


FLASHBACKS 


If  things  get  tough  for  any  large  number  of  the  small  investors  simultaneously,  the  n 
suit— deservedly  or  not— could  be  another  disastrous  black-eye  for  Wall  Stieet. 

15  YEARS  AGO  IN  FORBES/MARCH  25.  1905 

Snap,  Crackle,  Pop  How's 

this  for  a  takeover  defense?  You  load  up  your 
balance  sheet  with  $500  million  of  debt,  buy 
in  20%  of  your  stock  and  become  one  of  the 
most  highly  leveraged  firms  in  the  food  indus- 
try. A  poison  pill?  More  like  a  sugar-frosted 
flake.  The  company  is  Kellogg  Co.,  of  Battle 
Creek,  Mich.,  and  its  leveraged  buy-in  last  fall  only  added  to  its  earning  powi 
The  stock  market  cheered— Kellogg's  shares  have  risen  more  than  16  poin 
since  the  end  of  November,  to  a  recent  price  of  $48—14  times  last  year's  $3.; 
per-share  earnings.  But  there  is  more  than  short-term  earnings  behind  tl 
strength.  Security  analysts  point  to  the  company's  decisive  action  as  sign; 
ing  a  new  aggressiveness. 
In  a  risky  move  to  reduce  its  reliance  on  breakfast  cereal,  Kellogg  announced 
October  it  would  buy  Keebler  foods  for  $4.4  billion. 
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r  Windows  2000 

Professional 


CHANGE  WHAT  YOUR  SOFTWARE  IS  CAPABLE  OF  I 

Today's  business  needs  the  reliability  of  Microsoft"  Windows6  2000  Profe 
If  you  want  your  people  to  work  faster.  Work  mobile.  Work  smarter.  They 
PC  operating  system  that  works  all  the  time.  Windows  2000  Professions 
to  30%  faster  and,  based  upon  NSTL  test  results,  13  times  more  relial 
Windows  98.*  So  at  a  time  when  any  competitive  edge  can  make  a  diffe 
your  people  will  spend  far  less  time  calling  the  help  desk,  and  far  mc 


•For  full  reports  and  test  results  see:  eTesting  Labs  (formerly  ZD  Labs)  test  results  November  1999  rhttpy/cgi  zdnet  com/slink?18431).  and  NSTL.  February  2000  (www.nstl.com/html/windows_20ffl 
©  2000  Microsoft  Corporation.  All  rights  reserved  Microsoft.  Windows,  and  the  Windows  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/a 
The  names  of  actual  companies  and  products  mentioned  herein  may  he  the  trademarks  of  their  respective  owners. 


rOU  CHANGE  WHAT  YOUR  PEOPLE  ARE  CAPABLE  OF  DOING. 

roductive.  Windows  2000  Professional  was  designed  specifically  for 
Internet-based  technology  and  gives  your  people  the  reliability,  speed, 
bility  required  to  do  their  jobs.  Microsoft  Windows  2000  Professional, 
ness.  All  the  time.  For  information  on  upgrading  your  business,  talk 
IT  professional  or  visit  microsoft.com/windows2000/pro 

re  for  the  Agile  Business.  Mi  i  j 


YOUR  MIND 


EDITED  BY  KATARZYNA  MORENC 


It  Was  Good 
While  It  Lasted 

Internet  hotshots  reflect  on  where 
all  the  money  went. 

RICHARD  CANIGLIA,  52 

VP  OPERATIONS,  MIADORA.COM  (ONLINE  JEWELRY ) 
LIFE  SPAN:  15  MONTHS 

We  had  our  first  $2.6  million  round  of  funding  from  blue- 
chip  VC  firm  Sequoia  Capital  and  launched  our  site  in  Sep- 
tember 1999.  From  the  get-go  Sequoia  said  let's  get  this  thing 
up  and  running,  have  a  great  Christmas  and  IPO  in  May  and 
June.  That  was  the  idea.  We  had  a  second  round  of  capital, 
then  a  third  in  March  totaling  $46  million.  Weeks  after  that 
the  meltdown  started. 

We  were  going  to  be  out  of  cash  in  September,  and  yet  we 
still  went  out  and  bought  a  company  that  was  little  more  than 
a  URL — Jewelry.com — for  $5  million.  We  thought  nothing  of 
spending  $250,000  on  a  single  ad.  Sequoia  said:  "Do  it!  Spend 
the  money,  don't  let  it  sit  there!"  We  drew  up  a  budget  but  never 
ever  had  a  budget  meeting  after  that.  I  could  have  spent  like  a 
drunken  sailor,  and  nobody  would  have  said  anything  to  me. 

There  wasn't  a  wind  down.  Up  until  the  last  day,  Sequoia 
was  trying  to  make  a  deal  with  the  other  jewelry  dot-coms  to 
come  together,  join  forces  and  keep  it  going.  At  the  eleventh 
hour,  on  Sept.  21,  they  had  an  emergency  meeting  and  said: 
"We  are  not  putting  in  another  dime.  Close  it  down."  I  re- 
member that  day  like  I  remember  the  day  Kennedy  got  shot. 


:n  mqllenhauer,  32 

FOUNDER,  WINGSDIRECT.COM 
(TRANSPORTATION  SERVICES) 
LIFE  SPAN:  16  MONTHS 

Right  after  the  massive  correction  in  March  we  needed  an- 
other round  of  financing  or  were  going  to  be  in  deep  stuff.  I 
knew  we  were  low  on  capital,  but  was  still  confident  the 
money  would  come  through. 

In  August  there  came  a  point  of  no  return.  We  knew  we 
were  going  down.  But  I  couldn't  tell  my  employees  right 
away  because  if  everyone  had  just  left  that  day  it  would've 
been  a  complete  mess. 

I  remember  the  last  days  as  being  tremendously  tumul- 
tuous, almost  unyielding  stress.  The  barrier  between  employ- 
ees and  bosses  dissolved.  The  employees  got  very  vocal.  They 
all  had  their  own  ideas  about  how  the  company  should  be 
run.  They  were  saying  this  is  how  it's  got  to  get  done,  or  I'm 


JULIE  WAINWRIGHT,  43 

FOUNDER,  PETS.COM  (online  pet  products) 
LIFE  SPAN:  21  MONTHS 

I  realized  we'd  have  to  shut  the  company  down  by  the 
end  of  October,  when  nothing  was  coming  through.  I 
didn't  sleep  the  night  before,  and  right  until  8:59  a.m.  I 
wasn't  100%  sure  I  wanted  to  do  it.  Then  I  called  a 
meeting.  I  said,  "Hi  guys,  here's  the  story:  This  is  your 
last  day."  Then  something  happened  I  wasn't  prepared 
for:  The  employees  gave  me  a  round  of  applause  and 
ran  up  to  give  me  a  hug.  It  caught  me  off  guard.  My 
emotions  were  all  over  the  place.  It  was  sadder  than  I 
was  prepared  for. 

We  could  have  lasted  until  June  2001  if  we  had 
scaled  back  to  the  bare  bone,  but  then  the  question 
was:  Would  you  run  a  company  near  bankruptcy  or 
shut  it  down  now  and  give  shareholders  some  money 
back?  We  saw  other  companies  were  playing  it  to  the 
bitter  end,  and  everybody  lost.  Would  the  world 
change  between  now  and  next  March?  No  one  believed 
it  would. 

Pulling  the  plug  was  the  hardest  decision  I've  ever 
had  to  make,  and  living  with  it  is  hard  because  what  if 
things  do  change?  It's  a  really  tough  call,  especially 
when  you  have  300  employees  who  depend  on  you — 
and  570,000  customers. 


outta  here.  After  telling  the  employees  things  were  ove 
everyone  was  in  a  state  of  shock.  Some  people  just  walked  oi 
the  door  then  and  there. 

I  had  bouts  of  hyperactivity  where  my  entrepreneur! 
side  kept  wanting  to  save  the  day,  and  I  came  up  with  ten  ne 
strategies.  I  talked  to  bankers,  talked  to  everybody  with  cap 
tal,  I  was  ready  to  go  to  friends  and  family.  But  if  the  mom 
is  not  there,  it's  just  not  there. 
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twice  the  torque  of 

1 

Also  twice  the  number  of  doors,) 

The  new  Bentley  Arnage  Red  Label.  400  hp.  590  lb-ft'  of  torque.  All  conveniently  located 
a  most  unexpected  place:  the  lap  of  luxury.  Call  1-877.-30O-8803  or  visit  bentleymotors  com. 


BENTLEY  MOTOR  CARS 


t  YOUR  MIND 


JD  N  AIHANJi  I R  S  C  H  M  AN . 

CHIEF  EXECUTIVE,  PRIVATE  LABS  (INTERNET  SOFTWARE) 
LIFE  SPAN:  TO  BE  CONTINUED 

I  put  some  skin  in  this  game.  We  have  raised  a  million  dollars 
since  we  started  and  a  lot  of  that  came  out  of  my  own  pocket. 
Since  February  we  produced  two  products  that  were  loved  by 
potential  clients  but  not  loved  by  investors. 

We  started  looking  for  money  in  April,  but  then  the  mar- 
ket tanked  and  investors  would  say:  "Call  me  when  the  Nas- 
daq gets  over  4500."  It's  now  at  2718.  It's  scared  me  off  from 
doing  it  again.  If  I  were  28, 1  might  believe  that  we  could  re- 
cover from  this.  But  I'm  34,  dog  years  in  Internet  time.  I  am 
really  at  this  point  skeptical  that  the  investors  will  be  there 
even  if  the  market  does  turn  up. 

After  this  interview  the  Nasdaq  sank  some  more — hut 
Hirschman  got  a  call  from  a  white  knight  offering  more 
funding.  — ED. 

MONIQUE  ELWELL,  29 

FOUNDER,  AMISTO.COM  (ONLINE  TOUR  OPERATOR) 
LIFE  SPAN:  28  MONTHS 

I  left  my  job  at  Merrill  in  June  1998  and  started  an  e-travel 
company.  We  launched  the  site  in  March  2000. 

By  the  summer  the  capital  markets  had  dried  up  com- 
pletely. I  started  selling  the  office  furniture  and  computer 
equipment,  anything  to  keep  the  company  going.  I  moved 
the  Web  site  from  our  main  server  to  development  equip- 
ment and  sold  off  the  main  servers.  That  bought  me  60  more 
days  before  I  had  to  lay  off  employees. 

At  the  end  of  September,  after  all  the  employees  had  left, 
I  went  to  an  e-travel  conference  to  try  to  find  a  buyer  for  the 
company.  That's  when  a  lot  of  the  media  interviews  we  had 
done  in  the  last  six  months  hit  the  magazines.  We  were  in  the 
Industry  Standard  and  Travel  Weekly,  and  CNN  aired  an  old 
interview  we  had  done  months  earlier.  So  here  I  am  at  this 
conference,  surrounded  by  VCs,  and  people  are  coming  up  to 
us  as  if  we  were  celebrities  saying:  "You're  obviously  doing 
very  well,  can  you  buy  our  company?" 

I  lost  all  of  my  own  net  worth.  Now  I  am  looking  for  a 
job  in  London  where  the  Internet  companies  are  still  getting 
funded. 

LARRY  SIFF,  38 

FOUNDER,  BABYSTRIPES.COM  (BABY  PRODUCTS) 
LIFE  SPAN:  24  MONTHS 

We  knew  we  couldn't  exist  as  a  stand-alone  and  tried  to  align 
ourselves  with  a  bricks-and-mortar  retailer.  We  had  worked 
on  a  couple  of  strategic  partnerships,  and  when  they  didn't 
work  out  we  realized  we  needed  to  close  up. 

In  the  last  couple  of  months  the  hours  became  minutes 
and  minutes  became  seconds.  We  talked  to  hundreds  of 


venture  capitalists,  bankers  and  retailers.  We  left  no  stom 
unturned.- But  by  then  investors  looked  at  me  as  if  I  ha< 
three  heads. 

RICHARD  FULLER,  40 

FOUNDER,  PROPERTYOPS.COM  (ONLINE  SERVICES 
FOR  PROPERTY  MANAGERS) 
LIFE  SPAN:  9  MONTHS 

The  site  had  been  active  for  just  six  weeks  [when]  it  ran  ou 
of  cash.  PropertyOps  failed  because  we  raised  onl; 
$750,000— had  we  raised  $2.5  million  we  would  be  prof 
itable  today.  The  heartbreaking  thing  was  the  wealtl 
dried  up.  Every  time  we  had  a  term  sheet  and  a  handshake 
the  market  would  drop  400  points  and  investors  woul< 
pull  out. 

The  main  lesson  is  understanding  how  you  capitalize  ; 
business.  If  you're  going  to  rely  on  venture  capital  fo 
growth,  you  need  to  plan  way  in  advance.  You  have  to  g< 
into  much  more  detail  on  how  the  business  will  flow  thro 
or  four  years  ahead  of  time  and  work  out  how  the  financinj 
will  happen  if  you  end  up  with  some  horrendous  downtun 
like  this  one. 

The  last  days  were  relatively  quick  and  painless.  I  toU 
everyone  to  go  home,  sent  e-mails  to  all  our  customers 
stored  legal  documents  in  boxes  and  gave  the  keys  back  to  th 
landlord — all  in  the  same  day. 

MICHAEL  SHIELDS,  33 

FOUNDER,  ONLINEOFFICE.COM  (VIRTUAL  OFFICES) 
LIFE  SPAN:  24  MONTHS 

I  was  trying  to  raise  money  in  April.  I  had  back-to-bac 
meetings  scheduled  with  investment  bankers,  and  if  the  Nas 
daq  was  down,  only  a  junior  guy  would  show  up;  when  : 
bounced  back,  the  top  level  people  would  attend.  Thing 
changed  by  the  hour.  At  9  a.m.  they  wanted  to  invest.  By 
they  weren't  doing  any  more  dot-coms. 

The  old  premise  behind  a  dot-com  was:  Take  an  ide; 
promote  the  heck  out  of  it  and  get  customers  and  rev 
enues.  We  built  a  good  product — virtual  office  suites- 
but  had  no  money  to  roll  it  out.  We  couldn't  afford  Supt 
Bowl  ads. 

It  almost  seems  like  you  are  being  punished  for  dreamin 
big  when  the  media  made  it  seem  possible.  And  you're  nc 
going  to  make  it  big  with  mostly  20-something-year-old  e) 
ecutives.  Being  in  your  20s  means  you  know  the  Internet, 
doesn't  mean  you  know  how  to  manage  people  or  even  ho 
to  balance  your  checkbook. 

Would  I  do  it  differently  all  over  again?  No.  The  dot-coi 
mantra  was:  You  sleep  under  your  desk  for  six  months  an 
you  wake  up  a  millionaire.  Huh? 

— Silvia  Sanso, 


1 
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Around  the  world,  the  future  of  Visual 
technology M  looks  bright  with  ViewSonic 


Welcome  to  the  Visual  Revolution? 

We  have  entered  the  new  information 
economy.  Where  demand  for  niched 
content,  e-commerce,  business 
information  and  entertainment  will 
be  supplied  through  a  variety  of 
visual  and  communication  products 
and  services  from  ViewSonic. 

ViewSonic  is  leading  the  visual 
technology  revolution  with  OptiSync™ 
digital  displays  and  networked 
internet  appliances  designed  for  B2B 
and  B2C  commerce.  Look  for  our  lat- 
est display  technology  and  Internet 
appliances  designed  to  deliver  the 
ultimate  visual  communications 
experience  across  the  world  wide  web. 

ViewSonic,  the  #1  best  selling 
monitor  and  display  company  in  the 
USA*  is  working  hard  to  lead  the 
visual  technology  revolution  in  the 
information  economy.  Welcome  to 
the  Visual  Revolution:' 

For  more  information  visit: 
www.ViewSonic.com 


The  Visual  Technology™  Company 


/^ViewSonicN 
\onfofjy 


(800)  888-8583  •  Specifications  subject  to  change  without  notice.  •  Copyright©  2000.  ViewSonic  Corporation  •  Corporate  names  and  trademarks  stated  herein  are  the  property  ot  their  respective  companies. 
•  ViewSonic  ranks  as  United  States'  #1  best  selling  flat  panel  display  by  DisplaySearch  ( 02  '00 )  and  the  leading  non-captive  monitor  brand  by  Stanford  Resources,  Inc.  ( Monilrak  Ql'OO).  •  AH  rights  reserved. 


Start  with  the  right  investment 
company,  and  picking  the  funds 
becomes  much  easier. 


But  for  the  long-term,  it's  the  place  to  be.  And  for  many 


Some  days  the  stock  market  does  well,  other  days  not. 


people,  mutual  funds  are  the  way  to  do  it. 


If  you're  one  of  them,  we  hope  you'll  consider  Fidelity 


mutual  funds.  Not  just  because  of  past  performance  -  it 


doesn't  guarantee  how  the  future  will  go.  And  not  just 


because  of  our  24-hour  phone  lines  or  our  online  brokerage  options. 

Rather,  we  think  you  should  invest  with  us  because  we  have  more  than  70  funds  rated  four 
stars  or  higher  by  Morningstar*  Because  we  employ  some  of  the  industry's  most  experienced 
fund  managers  -  and  back  them  with  what  we  believe  to  be  the  most  extensive  research 
capabilities  in  the  industry.  And  because  every  one  of  us  is  driven  to  help  you  meet  your  goals. 

The  market  has  been  our  home  for  over  50  years.  We  know  it.  We  believe  in  it.  And  we 
want  you  to  be  comfortable  with  it.  So,  call,  click  or  stop  by  and  put  the  expertise  and  service 
of  Fidelity  to  work  on  your  portfolio  to  help  you  see  yourself  succeeding. 


For  more  complete  information  on  any  fund  available  through  Fidelity,  including  charges  and  other  expenses  applicable  to  continued  investments,  call  for  a 
free  prospectus.  Please  read  it  carefully  before  you  invest  or  send  money.  TDD  Service  1  -800-544-01 1 8  for  the  deaf  or  hearing-impaired  9am-9pm  ET. 

*Among  the  124  Fidelity  funds  rated  by  Morningstar,  a  total  of  76  received  a  4-  or  5-star  Overall  Morningstar  Rating™  as  of  9/30/00.  Morningstar  propr 
ratings  reflect  historical  risk-adjusted  performance  as  of  9/30/00  and  are  subject  to  change  every  month.  Morningstar  ratings  are  calculated  from  a  fund' 
5-  and  10-year  average  annual  returns  in  excess  of  the  90-day  Treasury  bill,  including  loads,  if  appropriate,  and  a  risk  factor  that  reflects  performance  bel 
the  90-day  Treasury  bill.  Ten  percent  of  funds  in  an  asset  class  receive  five  stars,  22.5%  receive  four  stars,  35%  receive  three  stars,  22.5%  receive  two  stan 
and  10%  receive  one  star.  Data  provided  by  Morningstar,  Inc.  Although  gathered  from  reliable  sources,  data  completeness  and  accuracy  cannot  be 
guaranteed.  Morningstar  is  a  registered  trademark  of  Morningstar,  Inc.  and  is  not  affiliated  with  Fidelity  Investments. 


Fidelity  Mutual  Funds 

Consider  these  strong  performing  stock  funds. 


1  year 

5  year 

10  year/Life 

Fidel 

ity  Aggressive  Growth  Fund34 

49.27% 

30.17% 

28.98% 

Fidel 

ity  Blue  Chip  Growth  Fund 

22.48% 

20.17% 

22.95% 

Fidel 

ity  Contrafund**-5 

13.66% 

19.38% 

22.74% 

Fidel 

ity  Dividend  Growth  Fund 

19.83% 

23.07% 

23.45% 

Fidel 

ity  Export  and  Multinational  Fund34 

32.05% 

22.99% 

26.79% 

Fidel 

ity  Growth  Company  Fund 

61.89% 

28.99% 

26.57% 

Fidel 

ity  Mage//an®Fund5 

12.62% 

17.53% 

20.21% 

Fidel 

ity  New  Millennium  Fund®345 

65.55% 

36.61% 

31.74%' 

Fidel 

ity  OTC  Portfolio 

50.22% 

27.80% 

24.85% 

Fidel 

ity  Large  Cap  Stock  Fund 

17.87% 

22.08% 

22.40% 

Fidel 

ity  Mid-Cap  Stock  Fund3 

69.95% 

26.57% 

26.60% 

Fidel 

ity  Small  Cap  Stock  Fund34 

38.01% 

N/A 

16.20% 

Fidel 

ity  Aggressive  International  Fund4 

10.04% 

11.94% 

11.54% 

Fidel 

ity  Diversified  International  Fund4 

21.50% 

17.76% 

IS.76%1 

INTRODUCING  TWO  NEW  SELECT  PORTFOLIOS®" 
Fidelity  Select  Networking  and  Infrastructure  Portfolio 
Fidelity  Select  Wireless  Portfolio 


Returns  as  of  9/30/00?  Past  performance  is  no  guarantee  of  future  results.  Mutual  fund  returns  have  sustained  significant  gains  and  losses 
recently  due  to  stock  market  volatility  in  certain  sectors.  Current  performance  may  be  lower  than  performance  stated.  Please  visit  Fidelity.com 
for  current  performance  figures.  The  securities  of  smaller,  less-known  companies  may  be  more  volatile  than  those  of  larger  companies.  4Funds 
that  invest  in  foreign  securities  may  involve  greater  risk,  including  political  and  economic  uncertainties  of  foreign  countries  as  well  as  the  risk  of 
currency  fluctuation.  The  fund  is  closed  to  most  new  accounts. 

PWi1!  •>  I",   ||Wp^l|UI|^llWW«i*Jl^lMWIIW|l!|i|llll'l'l.  1 


Fidelity  Investments* 


1-800-FIDELITY  Fidelity.com 


ir  funds  may  be  more  volatile  than  funds  that  diversify  across  many  sectors  and  companies.  'Life  of  fund  is  as  of  inception:  12/28/90  for  Aggressive 
\  A/27/93  for  Dividend  Growth,  10/4/94  for  Export  &  Multinational,  6/22/95  for  Large  Cap,  3/29/94  for  Mid-Cap,  12/28/92  for  New  Millennium, 
5  for  Small  Cap,  11/1/94  for  Aggressive  International,  12/27/91  for  Diversified  International.  'Average  annual  returns  are  as  of  9/30/00  and  include 
s  in  share  price,  reinvestment  of  dividends  and  capital  gains,  and  the  effect  of  any  applicable  sales  charges.  Share  price  and  return  will  vary  and  you 
ve  a  gain  or  loss  when  you  seii  your  shares.  Contrafund,  Magellan,  and  New  Millennium  have  a  3%  sales  charge.  Aggressive  Growth  has  a  1 .50%  short  - 
ading  fee  on  shares  held  less  than  90  days.  Export  and  Multinational  has  a  0.75%  short-term  trading  fee  on  shares  held  less  than  30  days.  Small  Cap 
as  a  2.00%  redemption  fee  on  shares  held  less  than  1,095  days.  Aggressive  International  and  Diversified  International  have  a  1 .00%  short-term  trading 
shares  held  less  than  30  days.  Fidelity  Distributors  Corporation.  1 18415 


It  takes  patience 
waiting  for  the 

WHISKY 

to  age  so  it  can  be  bottled 


It  takes  patience 
waiting  for  the 


to  leave  so  it 

can  be  enjoye 


FACT  AND  C 0 MME N T 


By  Steve  Forbes,  editor-in-chief 
"With  all  thy  getting  get  understanding" 


THEY'LL  NEVER  LEARN 


OLITICAL  CULTURES  EVERYWHERE  HAVE  ONE  COMMON 
laracteristic:  finding  additional  ways  to  pick  taxpayers'  pockets 
)  finance  ostensibly  worthy  critical  services  and  programs. 

The  latest  example  comes  from  Britain,  where  a  think  tank 
sociated  with  the  ruling  Labour  Party  has  proposed  a  Gore- 
ke  scheme  to  raise  that  country's  top  income  tax  rate  from  40% 
)  50%  to  help  fund  the  Sceptred  Isle's  fraying  socialized  medical 
rstem.  The  thought  behind  the  proposal:  People  will  be  less  re- 
stant  to  higher  levies  if  they  know  where  their  money  is  going. 

These  tax-o-philes  also  say  the  higher  rate  will  put  Britain 
lore  in  line  with  the  levels  reigning  in  western  European  colon- 
ies such  as  Italy- — as  if  imitating  destructive  behavior  was  a 
irtue.  The  U.K.  went  from  being  the  sick  man  of  Europe  20 
;ars  ago  to  being  the  most  robust,  precisely  because  under 
largaret  Thatcher  it  broke  ranks  with  its  socialistic  European 
junterparts,  slashing  tax  rates  (from  a  maximum  98%  to 
3%);  whipping  inflation;  eliminating  currency  controls;  priva- 


tizing government-owned  housing,  companies  and  services; 
and  lightening  the  burdens  whenever  possible  on  entrepreneurs. 

But  thanks  to  creeping  taxes  and  additional  business  regu- 
lations, Britain's  growth  rate  in  recent  years  has  sagged  to  the 
Continent's  levels,  prompting  Prime  Minister  Tony  Blair,  with 
an  eye  to  next  year's  election,  to  promise  regulatory  relief. 

Or  take  tax-happy  France,  which  is  leading  the  charge 
against  "tax-shelter  havens"  such  as  Luxembourg  and 
Monaco  instead  of  slashing,  Reagan/Thatcher-style,  its  own 
onerous  exactions. 

And  look  at  us.  George  W.  Bush  was  roasted  by  Democrats, 
most  of  the  media  and  even  a  portion  of  the  business  commu- 
nity for  putting  forth  during  his  campaign  mild,  across-the- 
board,  phased-in-over-several-years  reductions  in  our  income 
taxes.  Criticisms  cascaded  despite  the  fact  the  economy  is  slow- 
ing, the  piece  of  your  income  going  to  government  is  the  highest 
since  WWII  and  Washington  is  enjoying  budget  surpluses. 


GET  RICH! 


fELL,  $10,000  RICHER,  WHICH  AFTER  THE  SLAUGHTER  OF 
igh-tech  equities,  may  now  look  enticing  again. 

Forbes.com  is  launching  its  2001  Forecasting  Contest  and 
ill  award  $10,000  to  the  individual  who  can  best  predict  what 
5  economic  indicators  will  be  on  Dec.  31,  2001,  among  them 
le  Nasdaq  Index,  the  Dow  Jones  industrial  average,  the  market 
due  of  the  Forbes  Internet  Index,  the  unemployment  rate, 


euros  per  dollar  (we  assume  that  new  currency  will  survive  the 
year)  and  the  number  of  Forbes  400  individuals/ families  in  tech- 
nology. Whoever  comes  closest  to  the  final  numbers  will  win 
that  $10,000  plus  an  evening  cruise  around  Manhattan  with  a 
friend  on  the  Forbes  vessel,  The  Highlander,  on  a  mutually  con- 
venient date.  So  go  to  our  Web  site  and  put  your  forecasting 
skills  to  the  test.  You  have  until  Ian.  31  to  change  your  answers. 


HOT  AIR 


RECENT  MULTICOUNTRY  CONFERENCE  ON  GLOBAL  WARMING 
lapsed  in  recriminations.  The  confab  was  supposed  to  flesh 
ut  details  on  how  to  carry  out  the  goals  of  the  1997  Kyoto  Pro- 
)col.  Although  Britain  and  France  made  headlines  because  of 
le  cat-and-dog-like  spat  between  their  negotiators,  the  real  "vil- 
ins"  were  the  U.S.  and  Japan.  Washington  wanted  emissions- 
eduction  credits  from  the  absorption  of  carbon  dioxide  in  our 
ast  forests  and  farmlands,  so-called  carbon-sinks. 

Good  thing  this  get-together  couldn't  get  its  act  together, 
leorge  W.  Bush  was  being  polite  in  one  debate  when  he  ob- 
;rved  that  there  is  no  scientific  consensus  on  what  causes 
lobal  warming — if  indeed  the  phenomenon  is  taking  place. 
Vlost  of  the  temperature  increases  of  this  last  century  took 
lace  before  1940.) 

What  we  don't  know  about  what  causes  weather  changes 


would  fill  the  Library  of  Congress.  Experts  haven't  authorita- 
tively figured  out  what  brought  on  the  various  ice  ages.  Many 
scientists  speculate  that  we  are  still  undergoing  the  receding 
of  the  Great  Ice  Age;  at  its  peak  ice  covered  30%  of  the  Earth's 
surface  and  now  covers  10%.  A  major  volcano  can  instantly 
spew  more  weather-changing  stuff  into  the  atmosphere  than 
all  of  the  Earth's  industrial  factories  have  done  in  100  years. 

Significant  weather  changes  are  the  norm.  Centuries  ago, 
for  instance,  southern  England's  climate  was  so  temperate 
that  it  was  a  wine-growing  region.  This  desire  "to  do  some- 
thing" about  global  warming  is  actually  a  manifestation  of 
the  collapse  of  socialism— attempts  by  self-appointed  elites 
to  gain  more  and  more  control  over  our  everyday  lives  in  the 
name  of  saving  us  from  a  supposedly  impending  environ- 
mental catastrophe. 
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The  Forbes  2000 
All-Star  Eateries  in  New  York 


Herewith  the  fulfilling,  digested  wisdom  of  brothers  Bob,  Kip  and  Tim,  and 
three  other  Forbes  colleagues,  Tom  Jones,  Patrick  Cooke  and  Monie  Begley. 


*  *  *  * 


Alain  Ducasse 
Aquavit 
The  Carlyle  Restaurant 
Chanterelle 


The  Four  Seasons 
Jean  Georges 
Le  Bernardin 
Le  Cirque  2000 
Lespinasse 


March 
Nobu 
Oceana 
'21"  Club 


Alain  Ducasse  is  the  newest  addition  to  our  Four  Star 
empyrean.  Despite  its  bad  press,  a  decor  where  art  deco 
meets  bordello  and  prices  that  could  retire  the  national 
debt,  this  restaurant  is  great,  with  every  morsel  truly  di- 
vine. Another  new  body,  rather  underpublicized,  in  this 
gourmet  galaxy  is  The  Carlyle  Restaurant  with  its  elegant 


ambience,  impeccable  service  and  superb  food.  Lespinass 
remains  a  Four  Star  only  because  we  don't  give  Five.  A 
Aquavit,  dining  beneath  the  atrium  waterfall  only  make 
the  fish  taste  better.  Nobu  still  knocks  you  out.  Oceana  ca 
turn  even  the  most  boisterous  beef  eater  into  a  sublime 
seafood  aficionado. 


*  *  * 


Aureole 

AZ 
Daniel 
Danube 
Donguri 
Eleven  Madison  Park 

Etats-Unis 
Gotham  Bar  &  Grill 
Gramercy  Tavern 
Honmura  An 


II  Cantinori 

II  Mulino 
La  Caravelle 
La  Grenouille 
Le  Regence 
Lutece 
Mr.  K's 
Montrachet 
Nippon 


Periyali 
Peter  Luger  Steak  House 

Russian  Tea  Room 
71  Clinton  Fresh  Food 
Shun  Lee  Palace 
Sparks  Steak  House 

Tabla 
Union  Square  Cafe 
Veritas 
Wallse 


Considerable  ferment  in  this  firmament,  with  1 1  new  addi- 
tions making  a  great  leap  upward.  If  you're  into  Austrian 
gastronomic  delights,  try  Danube,  an  eatery  that  is  a  sumptu- 
ous homage  to  fin  de  siecle  Vienna;  or  go  to  Wallse,  where 
the  food  is  sehr  gemiitlich,  despite  the  harshly  stark  interior. 
Dream  about  a  small,  family-run  Japanese  country  inn,  then 
patronize  Donguri  to  fulfill  your  fantasy.  Brand-new,  hip  and 
happening,  AZ  boasts  a  handsome,  postmodern  space  and 
mouthwateringly  good  exotic  eats.  71  Clinton  Fresh  Food  is  a 
current  favorite  of  the  Vandyke-beard,  Clark-Kent-glasses 
set;  the  taste  of  the  cuisine  more  than  matches  the  place's 


deafening  roar.  The  setting  will  remind  you  of  an  old-tim 
savings  bank,  but  Eleven  Madison  Park's  food  is  a  wow.  Hoi 
mura  An  offers  gracious  Zen-like  tranquility,  with  its  seren 
setting  and  delicious  meals.  Tabla's  staggeringly  goo 
desserts  are  the  toast  of  the  town.  Mr.  K's  is  the  most  luxur 
ously  pampering  of  all  New  York  City's  Chinese  restaurant 
Find  graceful  East  Side  opulence  at  Le  Regence.  The  Russia 
Tea  Room  offers  intriguing  interiors  with  first-class  fan 
Food,  sendee  and  ambience  are  all  tops.  There  is  no  bettt 
Chinese  food  in  the  city  than  that  at  Shun  Lee  Palace,  whet 
any  emperor  or  empress  would  feel  right  at  home. 


O  R  B  E  S 


Special 

Blue  Hill — New  Greenwich  Village  sensation  with  a  sophisticated  menu. 
Bolo — Both  food  and  presentation  are  fresh  and  have  panache  in  this  stylish  Spanish  restaurant. 
Brasserie — It's  back,  with  a  far-out,  fashion-runway  decor,  and  good  food  to  boot. 
Bull  and  Bear — In  the  Midtown  madness,  a  place  for  a  civilized  lunch. 
Cafe  des  Artistes — Old-fashioned,  hearty  and  plentiful  food  served  in  an  environment  that 
would  please  an  about-to-be  ex-President. 
Caffe  Grazie — Nothing  museum-like  about  this  Italian  eatery  near  the  Met. 
Campagna — Gramercy  Park's  Italian  gem. 
Canton — Superb  Chinese  foodery  in  Chinatown. 
Christer's — Scandinavian  version  of  culinary  Utopia. 
Circus — Hip  Brazilian  bistro. 
City  Crab  and  Seafood  Co. — Fish  heaven  in  the  Big  Apple. 
Club  Guastavino — Fine  food  in  fun,  festive  place. 
Dial-a-Dinner — Magnificent  meals  from  an  array  of  arresting  restaurants,  only  a  phone  call  away 
Erminia — Amorous  atmosphere,  Italian-style. 
Fireman's  of  Brooklyn — Simple,  delicious  fare  in  ample  portions  in  this  big,  sprawling, 
old-fashioned  seafoodery.  Drinks  are  great,  too. 

Gabriela's — Marvelous  Mexican  meals  on  the  Upper  West  Side. 
Gus'  Figs  Bistro — Best-in-the-city  lamb  shank  is  the  standout  of  French-Italian-Greek  specialties  here. 
Inagiku — Exquisite  Japanese  food  offered  with  impeccable  service  in  an  island  of  tranquility. 
Keens  Steakhouse — Home  of  enormous,  legendary  mutton  chops.  When  not  eating, 
savor  the  politically  incorrect  collection  of  pipes  decorating  the  ceiling. 

The  Lobster  Club — Deliciously  done  arthropods. 

Madras  Mahal — Funky  Indian/kosher/vegetarian  eatery.  The  food,  surprise,  is  creative  and  delicious. 

Maya — Noisy  Mexican  hot  spot. 

Michael  Jordan's  Steak  House — Merry  place  serving  generous  portions  of  high-scoring  food. 

Orso — Most  chic  place  in  the  Theater  District.  Enjoy  the  pastas  and  pizzas  as  you  spot  celebrities. 

Osteria  del  Circo — Bring  friends  for  fabulous  food  and  fun. 

Pastis — Vibrant  scene  spices  marvelous  meals. 

Patria — Pulsing  energy,  lively  Latin  fare. 

Payard  Patisserie  &  Bistro — Restaurant-cum-bakery  offers  fantastic  French  fare  at 
less  than  eye-popping  prices.  Spectacularly  seductive  desserts. 

Petrossian — Promised  land  for  caviar  connoisseurs. 

Pinocchio — Premier  pastas,  mouthwatering  desserts. 

Salaam  Bombay — What  a  spicy  Indian  restaurant  should  be. 

Second  Avenue  Kosher  Deli — Plentiful  portions  at  this  expensive  New  York  classic. 

Serafina — Place  for  prized  pizzas. 

Serendipity  3 — What  kids  think  a  restaurant  should  be:  copiously  caloric  ice  creams,  hot  dogs  and  the  like. 

Shark  Bar — Vibrant  setting  for  sensational  soul  food. 

Swifty's — Glamorous  successor  that  emerged  from  Mortimer's  ashes  and  is  better 
than  its  ancestor  ever  was. 

The  Tonic — Perfect  for  those  who  want  an  excellent  meal  but  can't  make  up  their  minds  about 
what  atmosphere  they  prefer.  Something  for  everyone. 

Turkish  Kitchen — Can  easily  claim  to  serve  the  best  fried  calamari  in  town. 

Vong — French-Thai  cuisine  is  great  if  you  can  take  the  noise. 

Wild  Blue— Heavenly  vistas,  heavenly  New  American  menu. 

Windows  on  the  World — Great  views,  great  wines,  awesome  eats. 

Zarela — Welcoming  fiesta  ambience  unmasks  magnificent  Mexican  meals. 
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/ERYONE'S  TELLING  YOU  HOW  THEY  CAN  "THINK  OUTSIDE  THE  BOX." 

WE  DON'T  EVEN 

WORK  IN  A  BOX. 


A  headquarters  for  financial 
services.  The  advantages  that 
come  from  thinking  different. 

For  personal  and  corporate  needs,  our 
way  of  looking  at  things  creates  innovative 
and  better  ideas  that  make  your  money  work 
bigger,  harder  and  smarter.  When  you  work 
with  ING,  you're  getting  our  vast  global 
presence,  innovation  and  expertise  confidently 
thinking  for  you. 

Your  financial  future  won't  happen  from 
inside  the  box.  As  one  of  the  world's  largest 
integrated  financial  services  organizations, 
we  have  over  $360  billion  in  assets  under 
management,  90,000  people  worldwide  and 
over  25  companies  across  the  Americas  to 
help  you  prosper  in  today's  financial  world.  We 
bring  an  extensive  array  of  insurance,  banking 
and  asset  management  products  and  services 
to  your  life  and  business  challenges,  along 
with  the  benefits  of  global  strength  and 
innovation  everywhere  your  money  matters. 
ING,  ready  to  think  differently  about  your 
future.  Big  time. 

The  Confidence  To  Put  You  First. 


ING 


Risk  Management  (Bermuda)  ltd. 
Security  Life 
Southland  Life 
USG  Annuity 
Variable  Annuities 

and  in  over  60  other  countries  worldyvide. 
Americas':  Atlanta,  GA 

luct  availability  varies  by  company  and  state. 


OTHER  COMMEMXS 


Opportunity  is  missed  by  most  people  because 
it  is  dressed  in  overalls  and  looks  like  work. 

^THOMAS  EDISON 


Over  the  Top  Alan  Greenspan's  unrepentantly  harsh 
series  of  interest-rate  increases  represents  unreasoning 
overkill.  This  fearsomely  steep  rise  in  overnight  rates  for 
banks  has  wounded  such  key  areas  as  the  auto  industry,  soft- 
ened the  underpinnings  of  the  jobs  market,  threatened  con- 
sumer confidence  and  caused  a  more  severe  slowdown  in 
overall  economic  growth  than  was  anticipated  or  desired. 

The  Fed  may  not  ever  publicly  acknowledge  that  it  went 
too  far  but,  more  important,  will  begin  reducing  rates  in  the 
year  ahead.  The  market  may  surge  sooner  than  you  expect.  At 
that  point,  perhaps  it  would  not  be  too  much  to  ask  that  the  Fed 
return  to  its  proper  and  more  modest  mission  of  maintaining 
stable,  noninflationary  growth  in  the  money  supply,  instead  of 
presumptuously  posing  as  our  national  nanny  and  investment 
expert — for  which  role,  it  is  once  again  apparent,  the  Fed's  ac- 
tual credentials  have  never  been  even  remotely  discernible. 

—LOUIS  RUKEYSER,  Louis  Rukeyser's  Wall  Street 

Misreading  Global  warming  is  a  fallacy,  a  retired  Welling- 
ton, New  Zealand  scientist  says.  Changes  in  measuring  equip- 
ment, not  climate,  caused  higher  temperature  readings  world- 
wide, said  Vincent  Gray,  formerly  of  the  Department  of 
Scientific  and  Industrial  Research.  Dr.  Gray's  comments  to  a 
Royal  Society  of  New  Zealand  meeting  last  [month]  came  as 
the  World  Conference  on  Climate  Change  at  The  Hague  sought 
agreement  on  methods  of  combating  global  warming. 

Increased  human  activity  near  weather  stations  has  caused  a 
worldwide  increase  in  temperature  reading,  Dr.  Gray  said.  World 
War  I  and  its  aftermath  disrupted  equipment  between  1910  and 
1940,  and  an  apparent  temperature  fall  between  1940  and  1975 


"This  place  is  one  of  New  York's  best-kept  secrets.' 


was  accompanied  by  the  movement  of  weather  stations  fron 
cities  to  airports.  The  so-called  temperature  rise  since  1975  fol 
lowed  better  living  standards,  airport  development,  and  the  clos 
ing  of  many  rural  stations,  he  said.  "The  conclusion  that  globs 
warming  is  an  artifact  of  closeness  to  humans  is  proved  by  th 
fact  that  all  measurements  of  global  temperature  that  are  mad 
far  from  human  habitation  show  no  sign  of  any  warming." 

— The  Press  (New  Zealand 

Christmas  Bonus  The  Christmas  season  has  come  t<l 
mean  the  period  when  the  public  plays  Santa  Claus  to  th 
merchants. 

— JOHN  ANDREW  HOLMEI 

Big  Dipper  Fondues  were  alwavs  a  feature  of  m 
childhood,  as  we  went  skiing  every  year.  I  [Clarissa]  love< 
the  suspense  of  not  dropping  my  dipper.  As  I  got  older, 
loved  the  bottle  of  wine  when  someone  else  dropped  theii 
and  the  alternative  of  the  kiss  from  some  snow-bronze< 
hunk.  Today  I  just  like  fondues. 

—  Two  Fat  Ladies:  Gastronomic  Adventure! 
by  JENNIFER  PATERSON  &  CLARISSA  DICKSON  WRIGH' 

The  Only  Way  tO  Fly  Night  flying  over  charts 
country  by  the  aid  of  instruments  and  radio  guidance  ca: 
still  be  a  lonely  business,  but  to  fly  in  unbroken  darknes 
without  even  the  cold  companionship  of  a  pair  of  ear 
phones  or  the  knowledge  that  somewhere  ahead  are  lighl 
and  life  and  a  well-marked  airport  is  something  more  tha; 
just  lonely.  It  is  at  times  unreal  to  the  point  where  the  exis 
tence  of  other  people  seems  not  even  a  reasonable  probabil 
ity.  The  hills,  the  forests,  the  rocks,  and  the  plains  are  on 
with  the  darkness,  and  the  darkness  is  infinite.  The  earth  i 
no  more  your  planet  than  is  a  distant  star — if  a  star  is  shin 
ing;  the  plane  is  your  planet  and  you  are  its  sole  inhabitant. 

Before  such  a  flight  it  was  this  anticipation  of  alonenes 
more  than  any  thought  of  physical  danger  that  used  to  haur 
me  a  little  and  make  me  wonder  sometimes  if  mine  was  th 
most  wonderful  job  in  the  world  after  all.  I  always  conclude 
that  lonely  or  not  it  was  still  free  from  the  curse  of  boredon 
—BERYL  MARKHAM,  West  With  theNigl\ 

Season  of  Miracles  The  things  we  do  at  Christma 
are  touched  with  a  certain  extravagance,  as  beautiful,  in  som 
of  its  aspects,  as  the  extravagance  of  Nature  in  June. 

—ROBERT  COLLYER  I 
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Cross  the  world 
in  one  elegant 
movement 


Reverso  Duo 

Two  dials, 
back  to  back. 
I  wo  time 
zones 
beating  as  one.  The 
Reverso  Duo  owes  its 
intriguing  double  lite  to 
a  single  complicated 
movement,  the  kind  ot 
unique  creation  that  the 
Reverso  has  inspired  tor 
over  sixty  years.  Our 
watchmakers  love  to  let 
their  imaginations  travel. 


carl  gneve 


731  SW  Morrison  •  Portland  Oregon  97205 
503-223-7121  -  800-284-2044 


^aeger-ieCoultre* 


J 


J. 


WHY. 


Introducing  Acura  MDX.  We  saw  the  path  of  least  resistance.  Then  took  a  sharp  left.  The  240-hor. 
MDX  was  designed  with  one  true  goal.  To  deliver  more.  More  power,  performance,  comfort  and  flexibility  than  just  about  any  other  luxu; 
in  its  class.  So,  if  you're  combing  snowy  backroads  in  Breckenridge,  you  won't  just  enjoy  features  like  a  leather-appointed  interior,  7-pi 


MUX  wd.  Touring  Packa»  shown.  Acura.  M  DX  and  VTM-1  are  trademarks  of  Honda  Motor  Co,  lid.  Boee»  H  a  registered  trademark  of  Bow  Corporation.  Please  fasten  your  seat  belt. »  200n  .Acuta  Divisor,  of  American  Honda  Ml 


ty  or  even  an  available  Acura/Bose"  Music  System  with  in-dash  6-disc  CD  changer.  You'll  have  the  ability  to  tackle  almost  any 


hanks  to  our  revolutionary  VTM-4"*  electronic  4-wheel-drive  system.  So  you  can  wander  right  along  with  your  imagination.  Where  to  next? 

ng  the  SUV  to  a  p  never  been  before.  ®ACURA 


morij  tuf orrrutlion,  call  l"800_r(  )"ACURA  or  Utkc  a  Lrip  to  acurii.com. 


($■$99  te<halfcCOC»'»W  click    :Oj*n  anfeaurif  &  2000  E*TRAOE 
vfei;f*WA,QE  is  a  fegisfefe41radsm8fk'ol  E*  TRADE  Secufities.  inc."  . 
e'tomsdsei  -condtiiw.3,  sysem'pedoAaoce,  and  cfher  factor . 


Who's  handling  your  money?  At  E*TRADE,  not  only  are  we  here  for  you  24/7  but  we've  also  created  uni 
features  designed  to  help  you  stay  abreast  of  timely  market  trends  and  conditions.  To  sign  up  with  E*TRADE  Account  Exp 
and  begin  investing  in  minutes,  go  to  etrade.com,  aol  keyword:  etrade,  or  call  1-800-ETRA 


our  moi 
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COMMENTARY 


On  Events  at  Home  and  Abroad 

By  Caspar  W.  Weinberger,  chairman 


AUSTRIA  AT  THE  END  OF  2000 


JSTRIA,  THE  LINCHPIN  BETWEEN  EASTERN  AND  CENTRAL 
lrope  and  the  springboard  from  which  Western  trade  with 
e  newly  democratic  countries  of  the  East  begins,  is  in  excel- 
nt  condition.  The  U.S.  Embassy  in  Vienna,  under  the  skilled 
id  popular  leadership  of  Ambassador  Kathryn  Walt  Hall,  re- 
)rts  that  the  economy  is  expected  to  grow  by  3.5%  this  year, 
ith  growth  of  2.8%  estimated  for  2001.  The  drop  in  next 
ar's  growth  is  partly  because  of  the  high  energy  costs  affecting 
ost  developed  nations  and  partly  because  of  the  new  market - 
iented  government's  cutting  of  federal  spending  as  it  works 
ward  a  balanced  budget  in  2002. 

Almost  all  the  standard  economic 
easures  are  favorable:  Inflation,  at 
3%  this  year,  is  expected  to  decline  to 
5%  next  year  if  petroleum  prices 
)ld  at  around  $27  per  barrel.  Unem- 
oyment  is  predicted  to  decline  next 
ar  to  about  3.2%,  or  below  200,000 
r  the  first  time  since  1992. 

The  absurd  attempt  by  the  EU  (led 
r  France)  to  impose  sanctions  on 
jstria,  because  some  members  did 
)t  like  the  center-right  government 
iters  elected  last  year,  did  no  damage, 
le  total  collapse  of  the  sanctions  effort  weakened  an  already 
mfused  EU  and  was  a  principal  factor  in  Denmark's  rejec- 
)n  of  the  EU  in  its  plebiscite  vote  earlier  this  year.  An  at- 
mpt  to  punish  a  democratic  country  simply  because  you 
)  not  like  the  way  it  votes  demonstrates  a  contempt  for 
Tnocracy  that  bodes  ill  for  the  future  of  the  EU. 

Austria  is  the  third-richest  (measuring  by  per  capita  GDP) 
J  country.  Exports,  accounting  for  45%  of  GDP,  are  on  the 
crease.  Privatization,  which  has  already  produced  many 
und  benefits,  will  proceed  with  sales  of  government-owned 
sets  in  all  fields  from  banking  to  tobacco  to  the  partially  pri- 
tized  Austrian  Airlines  to  the  OMV  petroleum  company. 

The  new  Conservative-Freedom  Party  Coalition  govern- 
ent  has  broken  with  the  old  tradition  of  securing  a  consensus 
reement  from  everyone  before  proceeding  with  any  policy, 
lat  change,  drastic  for  Austria,  should  increase  the  pace  of 
reded  reforms  in  social  programs,  as  well  as  reductions  in 
nsions  and  taxes  and  further  reductions  in  entry  barriers  and 
gulations.  These  are  too  high  now,  largely  because  of  EU- 
ide  regulations,  which  Austria's  new  government  does  not 
;e.  Most  nontariff  barriers  are  gone.  Government  spending, 
>wever,  is  still  54%  of  GDP.  That  figure  will  lessen  as  the  gov- 
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President  Klestil  and  CWW  discussing 
Austria's  bright  future. 


eminent  works  to  meet  its  commitment  to  balance  the  budget. 

Foreign  investment,  including  nearly  $4  billion  from  the  U.S., 
continues  apace.  Two  of  Austria's  most  valued  and  attractive  as- 
sets to  foreign  investors  are  its  education  system  and  its  highly 
trained  and  stable  (but  expensive)  labor  force.  Another  asset — 
which  accounts  for  the  strong  growth  in  tourism — is  the  enor- 
mous number  of  cultural,  artistic,  musical  and  dramatic  events 
available  throughout  the  year.  Vienna's  weekly  postings  of  op- 
eras, plays,  concerts,  art  exhibits,  etc.,  is  nearly  as  long  as  Lon- 
don's. The  quality  is,  of  course,  world-class,  as  are  the  magnificent 
opera  house  and  other  historic  venues  for 
these  cultural  activities  throughout  the 
city.  And  looming,  literally  and  figura- 
tively in  the  background,  are  the  Alps, 
with  some  of  the  most  spectacularly 
beautiful  scenery  to  be  found  anywhere. 

To  some  extent  Austria  is  in  transition 
as  its  new  government  moves  away  from 
traditional  socialist  policies  toward  the 
free  market,  with  less  and  less  govern- 
ment domination  of  the  economy.  The 
results  have  been  sufficiently  beneficial 
that  most  of  the  people  we  spoke  to  feel 
certain  that  the  days  of  big  government 
spending  and  control  are  over  and  that  no  matter  who  wins  in 
coming  elections  the  new  policies  being  applied  will  not  change. 

A  1998  survey  by  the  very  active  and  respected  American 
Chamber  of  Commerce  in  Austria  summed  up  well  Austria's 
strengths  and  weaknesses  as  a  focus  for  foreign  investment.  It 
said  there  is  great  unanimity  regarding  Austria's  strengths: 
"its  central  geographic  location,  excellent  infrastructure, 
highly  skilled  and  motivated  work  force  and  stable  labor  con- 
ditions." As  for  its  weaknesses,  most  frequently  mentioned  are 
the  high  costs  of  electricity,  telecommunications  and  labor,  as 
well  as  the  many  burdensome  government  regulations.  Sig- 
nificantly, the  new  center-right  government,  so  feared  by 
the  EU,  is  working  to  reduce  the  impact  of  these  problems. 

Austria's  president,  Thomas  Klestil,  former  ambassador  to 
the  U.S.,  told  us  he  is  optimistic  about  Austria's  future,  par- 
ticularly regarding  its  relations  with  its  neighbors  that  have 
recently  emerged  from  the  thralldom  of  the  Warsaw  Pact. 

Some  of  these  assessments  of  the  future  may  be  overly 
optimistic,  but  certainly  Austria's  present  level  of  prosperity 
and  its  prospects  for  the  near  term  are  strong  arguments  that 
Austria  is  an  excellent  place  in  which  to  invest  and  an  even 
better  place  in  which  to  live.  F 
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Information  gives  you  a  running  start.  But  ideas  only  take  off  when 
you're  open  to  inspiration.  That's  how  ABN  AMRO  Bank  and  Bangko 
Sentral  ng  Pilipinas  embarked  together  on  an  ambitious  plan  to 
launch  a  landmark  USD  500  million  syndicated  term  loan  in  the  early 
months  of  the  new  millennium.  Analysts  called  local  conditions  tough, 
but  the  deal  closed  oversubscribed  with  25  banks  in  the  syndicate, 
and  set  a  new  benchmark  for  public  and  private  sector  issues.  That's 
what  happens  when  ambitions  are  fueled  by  insight,  and  above  all  by 


inspired  commitment.  And  that's  why  IFR  named  us 
"Loan  House  of  the  Year"  in  the  Philippines. 


r 


ABN  AMRO  Bank 


www.abnamro.com 


DIGITAL  RULES 


By  Rich  Karlgaard,  publisher 


pubhshcr"forbcs.com 


WHEN  CASH  IS  KING 


)UITY  STINKS.  CASH  IS  KING  AGAIN.  THE  MIDNIGHT  BELLS 
5t  tolled  for  LateToParty.com.  February  promises  a  cold 
nd  and  something  called  a  "down  round,"  which  will  turn 
ur  startup's  common  stock  into  paper  snowflakes.  And 
at's  only  if  you're  hustling  and  connected  enough  to  raise 
oney.  Safer  to  count  on  no  new  money  at  all.  Your  ac- 
unts-payable  department  is  heroic  in  trying  to  cook  soup 
>m  snowmelt  and  bones,  but  its  survival  rate  is  that  of  the 
inner  party.  It's  a  small  consolation  that  your  fleet  of  shiny 
.B.A.s,  every  last  twerp  of  them,  has  flown  the  coop  back  to 
nsulting  (their  idea  of  B2C)  or  banking  (B2B). 
What  do  you  do? 

Just  survive,  baby.  If  you  can  make  it  . . .  if  you  can  make 
...  the  next  five  years  will  be  golden:  stunning  innovation, 
iring  rates  of  venture  capital  formation  and  yet  more  wild- 
?d  startups  that  change  the  world.  Of  this  be  certain.  No- 
dy  yet  has  passed  a  law  against  Moore's  Law.  The  Luddite 
n't  even  see  lambdas.  Dick  Gephardt  remains  in  the  minor- 
,  and  thus  any  IQ  tax  will  be  dead  on  arrival.  (You  think  I'm 
iding?)  Free  trade  is  still  supported.  (Try  stopping  it  in  a 
ber  economy.)  Most  of  the  world  still  clamors  for  Sun 
■vers,  Oracle  databases  and  Lara  Croft.  In  short,  the  funda- 
;ntals  are  good.  The  2000s  indeed  will  be  the  Roaring  2000s. 

Assuming  you  can  survive  those  rotten  next  six  months!  But 
w?  Try  these  tips  from  some  old  pros  in  the  world  of  startups: 
Imagine  you're  a  startup  again.  From  here  on,  the  only  uni- 
rse  that  matters  to  you  is  the  one  spreading  itself  in  front  of 
u.  Sunk  costs  are  history;  don't  be  a  dope  and  try  to  rescue 
zml  They  are  valuable  only  as  your  education.  (And  a 
key  and  painful  one  it  was!)  With  your  top  cohorts  take 
i  weekend,  no  more,  and  whiteboard  a  new  plan,  knowing 
lat  you  now  know.  Cut  everything  and  everybody  who 
esn't  fit  the  new  vision. 

Cut,  cut,  cut.  Be  like  Michelangelo,  who  saw  a  finished 
jlpture  in  his  mind's  eye  and  mercilessly  cut  all  that  didn't 
.  Work  up  a  holy,  righteous  anger  about  it!  Commence  a 
ad  against  expenses.  Follow  the  wisdom  of  Don  Valentine, 
e  legendary  founder  of  Sequoia  Capital  and  funder  of 
>ple,  Cisco  and  Yahoo.  At  a  board  meeting,  Don  likes  to 
ake  a  big  show  of  unsnapping  his  three-ring  binder, 
moving  the  board  meeting  documents  and  shoving  the 
ipty  binder  across  the  table  to  the  surprised  CEO.  Message: 
riders  cost  something;  don't  waste  anything. 
Dne-minus  staffing  I  once  asked  Bill  Gates 
i  philosophy  for  staffing  projects  at  Mi- 
jsoft.  He  confided  he  had  a  formula  in  his 


mind  that  he  called  "one-minus  staffing."  For  every  project, 
figure  out  the  bare  minimum  of  people  needed  to  staff  it.  Cut 
to  the  absolute  muscle  and  bones,  then  take  out  one  more. 
"You'd  be  surprised,"  said  Gates.  "When  you  understaff,  peo- 
ple jump  on  the  loose  ball.  You  find  out  who  the  real  per- 
formers are.  Not  so  when  you're  overstaffed.  People  sit 
around  waiting  for  somebody  else  to  do  it." 

•  Bet  your  job.  After  you've  cut  expenses  to  the  bone  and 
staffed  projects  along  a  Gatesian  one-minus  metric,  be  sure 
to  motivate  your  remaining  core  team  with  incentives. 
Reprice  options  if  you  must.  Be  willing  to  bet  your  job  with 
the  board  of  directors  over  staff;  it's  that  important. 

•  Follow  your  eagles.  Capitalist  economies  always  trounce 
planned  economies,  because  the  capitalist  always  has  an  ear 
to  the  market,  which  feeds  news — and  surprises — by  the 
minute.  Over  time,  the  market  will  prove  some  of  your  best 
ideas  to  be  pure  turkeys.  But  life  has  a  way  of  balancing  out, 
too.  Some  of  your  offhand  ideas  will  be  revealed  as  soaring 
eagles.  Follow  them.  Shoot  your  turkeys. 

•  Drop  goofy  titles.  Sorry,  but  the  era  of  goofy  titles  is  over. 
Now,  I'm  not  damning  the  "chief  yahoo"  or  "chief  evange- 
list" bunch — these  connote  enthusiasm,  much  needed,  espe- 
cially now — but  the  mushy  title  that  connotes  nothing. 
Worst  one  to  emerge  was  the  slangy  "VP  of  Biz- Dev."  Basi- 
cally, that's  sales  without  quotas.  Biz-Dev  is  the  2000s'  equiv- 
alent of  the  leisure  suit,  and  it  attracts  the  same  sort  of  shift- 
less sleazeball. 

•  Create  heroic  metaphors.  Ten  years  ago,  when  Japan  was 
supposed  to  eat  the  world,  T.J.  Rodgers  of  Cypress  Semicon- 
ductor jogged  through  Tokyo's  streets  in  his  American-flag 
shorts.  Don't  sell  cornball  short.  It  still  works. 

•  Move.  During  summer  2000,  some  outfit  in  Silicon  Valley 
leased  an  office  on  Sand  Hill  Road  for  $20  a  square  foot — a 
month!  That's  two-and-a-half  times  the  top  rate  in  midtown 
Manhattan.  Prices  in  some  vacated  floors  beneath  the 
FORBES  Silicon  Valley  headquarters  in  relatively  cheaper 
Burlingame  list  for  $100  a  year.  Gee,  we'd  like  to  have  neigh- 
bors, but:  Get  outta  here!  You  can't  afford  it!  Go  to  Cyber- 
town Cincinnati,  with  a  fast  wireless  Broadwing  LAN 
stretching  for  blocks  around  offices  and  into  chic  coffee- 
houses; space  there  goes  for  $2  a  year.  Or  try  a  university 
town  in  the  heartland,  such  as  Lawrence,  Kans.;  or  Knoxville, 
Tenn.;  or  St.  Paul,  Minn.  Good  young  engineers  and  software 

writers  can  be  had  for  $30K,  plus  options. 


To  see  past  Digital  Rules 

columns,  visit  our  Web  site  at    Rent  goes  for  $5  a  year.  When  cash  is  king, 

www.forbes.com/karlgaard.        you  can't  beat  it.  F 
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What  Soft 
Landing? 

economy  Technology 
spending  fueled  the  booming 
economy  but  suddenly  is 
slowing.  Fasten  your  seat  belt. 

BY  ROBERT  LENZNER 
AND  MICHAEL  MAIELLO 

UNRESTRAINED  SPENDING  ON  IN- 
formation  technology  fueled  the 
boom  of  the  1990s,  but  today  the 
money  is  gone.  Makers  of  chips,  telecom 
gear,  PCs  and  servers  are  bracing  for 
slower  growth  rates  next  year. 

That  bodes  ill  for  the  entire  economy 
Tech  spending,  reinvesting  gains  from 
tech  stocks  and  related  items  contributed 
up  to  two  full  points  of  the  4%  to  5%  an- 
nual growth  in  gross  domestic  product 
through  1999  and  the  first  quarter  of  this 
year,  says  Allen  Sinai,  chief  global  econo- 
mist of  Decision  Economics  in  Boston. 

A  tech  pullback  will  produce  "harder 
than  a  soft  landing,  but  softer  than  a  hard 

Blood  on  the  Tarmac 


Slow-growing  revenues,  stingy  lenders  and  devalued 
stocks  means  IT  managers  will  have  to  make  do  with 
less— and  that's  just  going  to  further  slow  the  economy 

25%    Year-to-year  percent  change,  3-month  moving  average 
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Orders  of  information 
technology  equipment 


Source:  Salomon  Smith  Barney. 
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landing,"  he  says.  He  forecasts  3%  GDP 
growth  next  year,  down  from  4.4%  this 
year  and  5.4%  in  1999.  That's  no  reces- 
sion, but  the  slowdown  will  hit  hardest 
in  technology. 

Since  1996  capital 
spending  has  soared 
26%  a  year.  A  narrower 
measure  of  hardware 
and  software  sales  rose 
9%  this  year  (to  $2.35 
trillion)  but  may  grow 
only  6%  in  2001,  says 
the  Information  Tech- 
nology Association. 

The  Internet  boom 
and  a  telecom  building 
binge  drove  much  of 
the  growth — and  now 
the  collapse  of  Web 
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and  telecom  stocks  is  hurting  sales, 
firms  have  a  harder  time  raising  mon« 
they  are  delaying  or  halting  orders 
servers,  routers  and  other  gear. 

WorldCom  said  last  month  it  wou 
cut  back  on  orders.  AT&T,  swamped  wii 
$60  billion  in  debt,  has  just  canceled  c 
ders  from  broadband  suppliers  such 
Scientific  Atlanta.  Agilent  Technology 
which  supplies  testing  equipment  ai 
chips  to  telecom  makers,  sees  "a  pause" 
torrid  growth.  Orders  grew  50%  this  ye 
but  will  grow  only  20%  next  year,  it  sa; 

"I  don't  view  that  as  a  recession — i 
a  return  to  more  normal  market  cone 
tions,"  says  Agilent  President  Edwa 
(Ned)  Barnholt. 

A  vicious  cycle  is  at  hand:  The  sto 
market  chokes  off  IPOs  for  telcos  a| 
Weblets,  and  banks  tighten  their  loai 
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Economist  Allen  Sinai  warns 
that  you  don't  need  a  recession 
to  have  a  rotten  year. 


•  the  firms  cut  back  on  orders;  that 
irts  suppliers'  stocks,  which  makes  in- 
stors  all  the  warier — and  that  makes 
harder  to  raise  money  for  more  gear. 

"We  are  in  a  depression  in  the  In- 
met  sector,"  one  banker  frets.  The 
ock  of  Rhythms  NetConnections,  a 
>L  service  provider,  is  now  at  a  dollar, 
)wn  from  $50.  A  rival,  NorthPoint 
Dmmunications,  dropped  from  a  high 
$35  to  half  a  buck.  Covad  Commu- 
cations  just  fired  a  third  of  its  work 
rce.  PSINet,  which  provides  IT  support 
id  equipment  to  Internet  firms,  trades 
$1  a  share,  down  from  $60  in  March, 
i  market  cap  of  $227  million  is  a  frac- 
m  of  the  $4.6  billion  in  debt  and  pre- 
rred  stock  on  its  balance  sheet.  No 
Dnder  PSINet  is  cutting  back;  at  year- 
id  it  will  have  14  network  centers,  10 


fewer  than  planned. 

Portal  Software,  a  Cupertino,  Calif, 
maker  of  e-commerce  billing  systems, 
saw  its  stock  drop  93%  from  a  February 
high  of  $86.  North  American  sales 
growth  is  down  from  27%  to  just  2%. 

The  downslide  spreads.  Orders  of 
semiconductor  equipment  grew  an  as- 
tonishing 90%  this  year,  to  $63  billion — 
but  may  grow  a  puny  9%  in  2001,  says 
Risto  Puhakka,  an  analyst  with  San 
Jose,  Calif. -based  VLSI  Research. 

The  tech  slowdown  coincides  with  a 
tightening  of  bank  credit  in  other  parts 
of  the  economy  (see  related  story,  right). 
Last  year  146  companies  defaulted  or 
missed  interest  payments  on  $42  billion 
in  junk  debt,  including  Cellnet  Data- 
systems  (which  filed  Chapter  1 1  and  de- 
faulted on  $889  million  in  junk  bonds), 
United  Artist  Theatres  (missed  a  $275 
million  interest  payment)  and  Path- 
mark  Stores  (missed  a  $959  million  in- 
terest payment).  Now  tighter  credit 
standards  and  tougher  loan  terms  will 
emerge,  says  a  Fed  bank  survey,  espe- 
cially for  movie  theaters,  telecom,  tex- 
tiles, retail  and  trucking. 

"Life  in  America  under  these  con- 
ditions ...  would  mean  companies  see- 
ing single-digit  profit  growth,  less  hiring 
and  more  unemployment,"  says  Sinai 
of  Decision  Economics.  "It  wouldn't  be 
a  recession — but  it  would  feel  as  if  there 
were  recessionary  aspects." 

The  scary  part  is  how  far  the  tech 
slowdown  may  spread.  Even  after  the 
decline  in  the  stock  market,  the  long- 
running  bull  has  created  a  $13  trillion 
increase  in  household  net  worth  since 
1995.  But  most  of  it  is  still  paper  wealth 
that  could  disappear  in  a  heartbeat. 

No  wonder  the  consumer  confi- 
dence index  is  down.  Sinai  says  con- 
sumer spending  will  increase  less 
rapidly  next  year,  and  housing  starts 
and  car  sales  will  slow.  Orders  for 
durable  goods  fell  by  13%  in  July  from 
a  year  ago.  Momentum  works  both 
ways.  "The  party  is  over,"  says  Sinai. 
"The  momentum  of  no  one  being  able 
to  find  workers,  and  closing  your  eyes 
and  throwing  darts  at  tech  stocks — 
those  days  are  gone."  F 


Banking  on  Trouble 

F  I  N  A  N  c  E  l  Bank  regulators 
are  cracking  down  on  weak 
loans,  and  that  could  mean 
trouble  for  some  of  the  biggest 
names  in  finance. 

BY  PHYLLIS  BERMAN 

MANY  BIG  BANKS  REPORTED  AN 
increase  in  nonperforming 
loans  in  the  third  quarter,  and 
the  fourth  quarter  is  likely  to  produce 
more  of  the  same.  That  could  mean  big 
earnings  hits  for  some  banks — and  a 
further  tightening  of  credit,  snagging  an 
already-tiring  economy. 

Bank  of  America's  bad-loan  load 
grew  44%  in  the  third  quarter  over  the 
same  period  last  year;  FleetBoston's 
30%;  and  Bank  One's  29%.  A  big  re- 
gional, Wachovia,  saw  its  nonperform- 
ing loans  almost  double  to  $460  mil- 
lion. All  four  have  conceded  that  the 

Continued  increases  in 
nonperforming  loans 
could  mean  big  ear  n- 
ings hits  for  banks. 

fourth  quarter  could  bring  still  more 
troubled  debt. 

The  federal  regulator's  annual  re- 
port on  the  banking  industry  released 
in  October  estimated  that  $56  billion 
in  commercial  banks  loans  classified 
adversely.  That  is  8%  of  the  total  $701 
billion  of  outstanding  commercial 
loans,  up  from  5.3%  just  last  year. 
Within  weeks  regulators  were  again 
pressing  the  banks  to  go  even  further 
and  reclassify  still  more  loans  as 
risky — and  that  could  force  banks  to 
increase  their  reserves. 

Our  bank  industry  sources  tell  us  that 
federal  bank  examiners  have  been  swarm- 
ing over  syndicated-loan  portfolios  at  sev- 
eral leading  banks  and  forcing  down- 
grades. The  examiners  rate  loans  on  a 
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scale  of  shakiness  that  ranges  from  1  (gilt- 
edged)  to  10.  They  are  pushing  banks  to 
reclassify  some  3-  and  4-rated  loans, 
which  compel  up  to  1.3%  in  reserves 
against  the  loan,  to  7  (5%  reserve),  8 
(15%)  or  9  (50%).  Once  a  loan  is  reclas- 
sified, all  institutions  holding  a  piece  of 
the  loan  are  bound  by  the  new  rating. 

The  tricky  part  is  figuring  out 
which  banks  may  be  most  vulnerable. 
Chase  and  Bank  of  America  together 
account  for  about  50%  of  the  origina- 
tion of  syndicated  leveraged  lending, 
but  nobody  knows  what  they  or  any 
other  banks  have  in  their  leveraged 
portfolio  today. 

But  J. P.  Morgan's  Romain  Bur- 
nand,  with  the  help  of  bank  re- 
searchers LoanWare,  devised  a  vague 
indicator  of  current  bank  holdings  by 
looking  at  all  loans  extended  since 
1997.  Chase  and  Bank  of  America  top 
his  list  of  subinvestment-grade  loans 
to  telecom/cable  industry  clients,  ap- 
proximately $19  billion  over  that  time 
period.  In  the  latest  two  years,  risky 
loans  to  these  industries  amounted  to 
10%  of  Chase's  recent  market  cap  and 
15%  of  BofA's.  Contrast  that  with  two 
Canadian  banks — Scotia  Capital  (with 
$7.7  billion  in  telecom/cable  leveraged 
lending)  and  Toronto  Dominion 

It  is  almost  inevitable 
that  lenders  and  their 
borrowers  will  be  under 
heightened  pressure. 

($10.2  billion)— which  are  far  more 
exposed.  For  both  of  these  banks  sub- 
grade  telecom/cable  loans  since  1999 
exceeded  30%  of  the  banks'  recent 
market  capitalization. 

So  far  this  year  earnings  are  up  at 
Bank  of  America,  Scotia  and  Toronto 
Dominion,  and  off  about  11%  at 
Chase.  But  it  is  almost  inevitable  that 
lenders  like  these — and  their  borrow- 
ers— will  be  under  heightened  pressure 
in  the  next  year.  F 


Softbank 
landing: 
Masayoshi  Son 


buy  opportunity. 


After  the  Crash 


moguls  Any  regrets  from 
the  fellow  who  is  down  $63  billion 
on  his  Net  stocks?  Scarcely  a  hint 


BY  JUSTIN  D0EBELE 

NO  ONE  IS  MORE  IDENTIFIED 
with  the  late,  great  Internet 
craze  than  the  head  of  Japan's 
Softbank,  Masayoshi  Son,  briefly  the 
fourth-richest  man  on  the  planet. 
Today  Softbank,  perhaps  the  biggest 
single  holder  of  Internet  ventures,  is 
90%  off  its  share-price  high  in  Febru- 
ary, and  Son's  wealth  is  down  by  $63 
billion,  to  $7  billion.  But  his  ambi- 
tions are  undiminished. 

"The  market  became  filled  with 
people  who  had  no  understanding  of 
the  Internet,"  he  says  over  tea  at  his 
Tokyo  offices.  "They  had  no  passion 
for  the  Internet,  they  just  had  a  passion 
for  making  money.  It  was  a  boom 
without  belief.  With  the  market  correc- 
tion, those  who  are  passionate  just 
about  making  money  are  leaving.  Now 
it  is  a  better  situation  in  which  to  make 
investments.  Prices  are  more  realistic." 

So  Softbank  has  pumped  up  the 
number  of  companies  in  its  invest- 
ment portfolio  from  about  150  a  year 
ago  to  over  600  now.  Son  says  that 
within  a  decade  he  expects  the  number 
to  climb  to  3,000.  In  China  alone  he 
wants  to  have  500  investments  within 
five  years,  up  from  27  at  present. 


In  late  Octobei 
Softbank  put  up  $4( 
million  to  take  a  40°/< 
stake  in  a  Japanese  joini 
venture  with  U.S.  e- 
commerce  compan) 
Ariba.  A  recent  govern- 
ment report  says  the 
e-commerce  market  ir 
Japan  will  be  wortr 
$680  billion  in  2003 
Son  grandly  predict: 
that  the  enterprise 
could  capture  $K 
billion  a  month  ir 
transactions  through  it: 
electronic  marketplace: 
in  Japan,  on  whicl 
Softbank  could  earn  j 
1%  commission — a  poi 
tential  $1.2  billion 
annual  windfall.  "It  wil 
be  bigger  than  anythinj 
you  can  think  of,"  he  enthuses. 

Meantime,  Son  continues  trying  a 
bring  fast  broadband  Web  service  t« 
his  home  nation,  dominated  by  legac 
telecom  NTT.  He  is  still  working  on 
troubled  joint  venture  with  Microsol 
called  SpeedNet.  Failing  that,  he  coult 
work  with  some  big  foreign  telecom 
trying  to  break  into  the  lucrativ 
Japanese  market.  Son  says  only:  "Be 
cause  of  NTT,  Internet  access  in  Japai 
is  slow  and  expensive.  But  now  we  hav 
a  chance  to  compete  against  NTT  am 
we  are  preparing  for  battle." 

This  43-year-old  ethnic  Korean  ha 
always  defied  the  odds.  And  he  is  nc 
going  to  let  a  bad  turn  in  the  marke 
change  his  headstrong  ways.  "Every  da 
I  am  thanking  God  for  this  secon 
chance,"  he  says.  "We  had  our  firs 
chance  five  years  ago  when  everyon 
was  skeptical.  They  didn't  understan 
the  business  model  back  then.  How  ca 
you  make  money  with  something  the 
is  free?"  It  was  then  he  made  his  fir: 
and  still  best  investment  in  an  unknow 
upstart  called  Yahoo.  Son's  insister 
message  now:  There's  more  where  th; 
came  from. 


For  more  on  Softbank,  see  http://www.forb 
com/globcjl/2000/1211/softbank.html. 
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On  the  Twelfth  Day  of  Christmas 
My  True  Love  Finally  Got  to  the  Point. 

Lavish  the  ones  you  love  with  some  of  our  luscious  indulgences  and  you'll  definitely  be  giving  them  something  to  sing  about. 
To  order  a  gift  or  locate  a  Codiva  boutique  near  you,  call  i-800  9  CODIVA  or  visit  www.CODIVA.com. 
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GODIVA 

Chocolatier 
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Brussels 
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Policy  Factory 


government  A  Texas  think  tank  toiled  in  obscurity  for  two 
decades.  In  a  Bush  presidency  it  suddenly  could  be  hot  stuff. 


BY  DANIEL  FISHER 

IF  GEORGE  W.  BUSH  FINALLY  MOVES 
into  the  White  House,  it  will  be  a  per- 
sonal victory  for  one  lohn  Goodman, 
a  little-known  economist  and  founder 
of  a  conservative  think  tank  in  Dallas. 
Not  because  Goodman,  54,  is  in  line  for 
a  Cabinet  seat — "I  don't  have  the  right 
personality  for  that,"  he  says — but  be- 
cause Bush  had  the  guts  to  run  on  a 
delicate  issue  Goodman  has  champi- 
oned for  years:  investing  Social  Security 
funds  in  the  stock  market. 

Goodman  and  his  National  Center 
for  Policy  Analysis  have  been  on  a  lonely 
crusade  to  get  somebody — anybody — 
interested  in  Social  Security  privatiza- 
tion for  well  over  a  decade.  When  he 
first  pitched  the  concept  to  Social  Secu- 
rity officials  in  the  mid-1980s,  "They 
told  me  they  couldn't  even  study  it  be- 
cause Congress  would  go  nuts," 
Goodman  says.  "And  they  were 
Reagan  appointees." 

Now  Goodman  and  his  l^^^fl 
colleagues  at  NCPA  are 
poised  to  enter  the  inner  cir- 
cle, joining  such  well- 
known  think  tanks  as  the 
Hoover  Institution  and  the 
American  Enterprise  Insti- 
tute. The  Clinton  Admin- 
istration just  appointed 
Thomas  Saving,  an  NCPA 
senior  fellow,  as  one  of  two 
outside  trustees  on  the  So- 
cial Security  board.  Good- 
man, who  was  a  Bush  ad- 
viser on  health  care  policy, 
also  helped  author  pending  H 
bills  in  the  House  and  Senate 
that  offer  a  $2,000  tax  credit  for 
health  insurance. 

It's  a  big  change  from  1983, 
when  Goodman  started  out  with  a 
$25,000  grant  from  Sir  Antony 
Fisher,  a  British  industrialist  and 
disciple  of  economist  Friedrich 
Hayek,  a  Nobel  Laureate.  Born  in 
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Waco,  Tex.,  Goodman  earned  his  Ph.D. 
in  economics  at  Columbia  but  left  in 
1976,  fleeing  a  political  environment 
that  ranged  "from  McGovern  to  the 
left."  He  taught  at  Dartmouth  and  later 
worked  at  AEI  and  Hoover,  where  he 
studied  Britain's  efforts  to  privatize  its 
social  security  and  health  care  systems, 
sharpening  a  libertarian  sense  and  a 
willingness  to  compromise. 

Goodman  kept  his  budding  think 
tank  outside  the  Beltway  for  as  long  as 
possible  ( it  now  has  a  six-person  office 
in  Washington).  Instead  of  studying 
glamorous  topics  like  na- 
tional security,  NCPA 

Social  Security 
shepherds  John  and 
Jeanette  Goodman. 


focused  on  more-obscure  issues  like  tr 
looming  insolvency  of  taxpayer-funde 
retirement  and  health  plans.  "I  realize 
if  we  were  going  to  start  a  new  thin 
tank,  we  couldn't  do  the  same  thinj 
other  think  tanks  did,"  he  says. 

With  the  help  of  his  wife,  Jeanette, 
veteran  marketing  executive,  Goodma 
promoted  the  center's  work  with  flash 
press  releases,  eye-catching  graphh 
and  easy-to-read  text.  He  even  ble 
more  than  $1  million  on  TV  ads  1 
draw  viewers  to  a  Web  site  where  the 
could  calculate  their  benefits  under  va. 
ious  Social  Security  schemes.  Goodma 
vows  to  repeat  the  experiment  if  h 
donors  will  go  along.  "It's  like  sellir 
soap;  we  just  have  a  different  produ 
line,"  says  Jeanette  Goodman,  a  Wi. 
consin  native  who  now  is  in  charge  « 
fundraising  at  NCPA. 

Goodman's  entrepreneurial  af 
proach  has  charmed  the  private  foui 
dations  and  rich  backers  that  supp 
80%  of  the  outfit's  S6  million  annu 
budget.  His  benefactors  include  on' 
time  presidential  candidate  Pierre 
Pete)  du  Pont.  But  Goodman,  wh 
earned  $275,000  last  year,  hasn 
™-    been  as  successful  with  corpora 
"  donors. 

"We've  never  gotte 
anything  from  the  gu 
industry,  and  we  shou 
have,"  he  says,  give 
NCPA's  opposition  i 
gun  control.  "We  ah 
should   have  gotte 
money  from  the  pr 
vate-prison  industr 
because  we  keep  sayii 
what  a  great  deal  it  is." 
Most  surprising  is  tl 
lack  of  support  from  tl 
insurance  industry,  whio 
could  sell  millions  of  na 
policies  under  Goodmar 
tax-credit  plan.  "Insuran 
people  are  naturally  coi 
servative  in  the  bad  sen 
of  the  word,"  Goodmi 
says  with  a  shrug.  "WI 
would  they  support  ai 
change?" 


Digex  and  Spalding 


We  manage  Web  servers, 

They  manage  to  improve  your  game. 

Together,  we  do  e-Business. 


Spalding  has  been  a  leader  in  golf  ball 
manufacturing  for  over  100  years  - 
that's  their  business.  Through 
Spalding.com,  they  offer  only  the 
BEST  products  -  Ben  Hogan,  Etonic, 
Strata  and  Top-Flite.  At  Digex,  we  may 
not  know  much  about  sporting  goods 
but  we  do  know  what  it  takes  to  run  a 
successful  e-Business. 

We  supply  the  hardware,  software  and 
pre-engineered  platforms  that  include 
best-of-breed  technology  to  get  your 
site  up  and  running  -  fast  and  reliably. 
Our  world-class  data  centers  and 
networks  are  optimized  for 
performance  and  availability,  so  your 
site  is  online  24x7x365.  We  provide  the 
administration,  monitoring  and  security 
services  necessary  to  make  sure  your 
site  remains  secure. 


Spalding  is  a  hit  for  its  online  customers. 
Digex  is  a  hit  for  Spalding. 


Digex     keeps  e-business  In  business" 


www.digex.com/spalding2     1-800-455-2968  Ext.  506 

Where  managed  hosting  began. 
Where  managed  hosting  is  going. 
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The  Undertaker 

LAW!  They  may  be  the  busiest  people  in 
Silicon  Valley  these  days,  but 
bankruptcy  lawyers  still  get  no  respect. 


BY  JULIE  PITTA 

CRAIG  PRIM  HAS  THE  SOMBER 
demeanor  one  would  expect  from 
someone  whose  business  is  dis- 
mantling dreams.  Prim,  47,  is  a  senior 
partner  at  Murray  &  Murray,  Silicon 
Valley's  largest  bankruptcy  boutique. 
Since  Nasdaq's  spectacular  spring  crash 
he's  been  inundated  with  work:  Prim 
oversees  as  many  as  50  bankruptcies  at 
a  time  and  is  looking  to  hire  two  more 
lawyers  to  take  on  a  workload  only  ex- 
pected to  get  heavier.  Says  Prim:  "We're 
the  undertakers  of  the  legal  industry." 

Many  of  the  clients  come  from  Wil- 
son, Sonsini,  Goodrich  &  Rosati,  the 
Valley's  best-known  law  firm.  That  firm 
has  no  interest  in  the  ugly  business  of 
bankruptcy,  so  it  passes  the  business 
along  to  Murray  &  Murray. 

While  the  dot-com  disaster  is  a 
boom  for  some  lawyers  in  California, 
nationally  business  bankruptcies  are  still 
dropping,  to  36,000  this  year.  Even  so, 
Prim  is  no  revered  figure  around  town. 


'This  is  Silicon  Valley,"  he 
says.  "People  want  to  talk 
to  the  winners.  At  a  party 
people  will  always  cross 
the  room  to  talk  to  the 
venture  capitalist." 

Putting  the  best  possi- 
ble gloss  on  his  job,  Prim  prefers  to  be 
called  a  "reorganization  attorney" 
rather  than  a  "bankruptcy  lawyer."  But 
the  moniker,  it  turns  out,  is  a  misnomer 
in  the  case  of  the  dot-coms.  In  most 
cases  they  don't  have  assets  worth  reor- 
ganizing. "They  have  people,  who  are 
walking  out  the  door,  an  idea  and  occa- 
sionally, but  only  occasionally,  intellec- 
tual property,"  Prim  explains.  There's 
little  more  to  do  than  shut  the  doors 
and  wait  for  the  court-appointed 
trustee  to  sell  off  a  domain  name  and  a 
few  chairs,  and  distribute  the  proceeds 
to  the  creditors. 

These  Chapter  7  liquidations  gen- 
erate paltry  fees  when  compared  with 
more  complex  Chapter  1 1  reorganiza- 
tions, where  a  company  works  out  a 
plan  to  appease  its  creditors  until  it  can 
be  sold  or  get  back  on  its  feet.  A  typical 
Chapter  7  brings  in  about  $5,000  in 
fees,  while  a  Chapter  1 1  can  yield  mil- 
lions. "You  wouldn't  want  to  build  a  law 
firm  around  Chapter  7s,"  says  Prim.  F 


Mixed  Drinks 

RETAIL!  Java  isn't  the  only 
thing  giving  coffee  shops  a  jolt 

BY  DAVID  ARMSTRONG 

■  T'S  5  P.M.  AND  XANDO  COSI,  A  TREND 
I  coffee  joint  in  Washington,  D.C., 
Bmorphing.  Lights  are  dimmed,  car 
dies  are  lit  and  on  the  CD  player  Moza 
yields  to  Macy  Gray. 


worst  nightmare:  Craig  Prim  is  sought  after  the  way  a  plague  is. 


"At  the  end  of  the  day, 
there  is  only  so  much 
coffee  you  can  sell."  

But  the  ambience  isn't  the  on] 
thing  changing.  While  most  custome; 
linger  over  lattes  and  cappuccinos, 
bartender  begins  pouring  cocktails  fc 
the  happy  hour  set. 

Mixing  mochas  next  to  martinis  m< 
not  be  a  barfly's  cup  of  tea,  but  it  keef 
customers  coming  in  around  the  clod 
Higher-margin  fare  like  beer  and  wir 
has  helped  a  typical  Xando  outlet- 
there  are  32  in  17  cities — rake  in  < 
much  as  SI. 5  million  in  revenue  a  yea 
compared  with  $750,000  for  the  averag 
alcohol-free  Starbucks.  About  25%  ( 
Xando  Cosi's  evening  business  com< 
from  alcohol  sales,  says  Xando  Chaii 
man  Andrew  Stenzler. 

Other  coffee  chains  are  also  expanc 
ing  into  booze.  In  Ohio  Arabica  Coffe 
House  sells  beer  in  5  of  its  28  location 
Rebecca  McKinnon,  president  and  chi< 
executive  of  Timothv's  World  Coffee, 
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Deutsche  Banc  Alex.  Brown  identifies  the  US  investment  banking  activities  of  DB  Alex.  Brown  LLC  (formerly  BT  Alex.  Brown  Incorporated)  and  Deutsche  Bank 
Securities  Inc.,  which  are  indirect  subsidiaries  of  Deutsche  Bank  AG.  t  Trademark  application  pending. 


Deutsche  Banc  Alex.  Brown 


The  expertise  to  preserve  the  value 
of  your  equities 


You  have  applied  sound  principles  to  the  investment  of  your 
time  and  energy.  You  now  need  to  apply  the  same  principles 
to  preserve  what  you  have  created.  Your  investments  are 
now  a  huge  success  and  have  created  wealth  for  you  and 
your  investors/shareholders  -  on  paper.  But  your  newfound 
successes  have  led  to  sleepless  nights  -  what  if  there's 
another  big  correction?  Is  there  a  way  to  lock-in  a  portion  of 
the  gains  and  still  participate  in  the  upside?  Can  you  create 
liquidity  out  of  your  restricted  stock  positions?  Can  you  do  it 
with  a  $5  million  position?  $500  million? 

Sound  familiar? 

With  one  of  the  most  sophisticated  advisory  services  in  the 
world,  we  have  the  expertise  to  help  you  manage  your  risk 
and  protect  your  profits  and  wealth.  We  can  structure 
solutions  whose  aim  is  to  preserve  the  value  of  assets 
when  the  market  drops.  We  can  transform  a  single  major 
asset  into  a  diversified  portfolio  or  turn  seemingly  illiquid 
assets  into  cash  -  all  in  a  tax-efficient  manner. 

Let  our  experts  assist  in  preserving  your  wealth. 

Whoever  you  are 

•  High  Net  Worth  Individuals 

•  Corporations 

•  Venture  Capitalists 

•  LBO  Firms 

Whatever  you  need 

•  Risk  Management 

•  Yield  Enhancement 

•  Tax  Efficiency 

•  Accounting  Planning 

•  Liquidity 


EXPERTISE 


leading  to  results 
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JEV. 
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Deutsche  Bank 


Toronto-based  chain  with  160  outlets 
in  Canada  and  the  U.S.,  says  she  can  see 
the  merit  of  adding  beer  and  wine  to 
Timothy's  menu.  "It  obviously  makes 


sense  to  put  in  something  that  attracts 
evening  business,"  she  says. 

Cafe  Bari,  a  coffee  bar  in  Manhat- 
tan's SoHo  district,  added  a  bar  and 


restaurant  to  give  its  evenin 
business  a  boost.  "W 
change  the  whole  show,  an 
it  becomes  a  full  bar,"  sai 
Sagi  Sakazi,  general  manage 
Although  Starbucks  wi 
not  add  booze  to  its  cor 
business,  it  did  try  to  bu 
Xando.  And  it  currentl 
serves  beer  and  wine  at  tw 
Circadia  locations  in  the  Ba 
Area  and  in  three  Cafe  Stai 
bucks  in  Seattle. 

"It's  probably  the  nej 
logical  progression,"  sai 
Kenneth  Harris  Jr.,  a  partn( 
at  Cannondale  Associates,  a  mark* 
consulting  firm  that  counts  Starbucl< 
on  its  client  list.  "There  is  only  so  muc 
coffee  you  can  sell."  I 


United  We  Tan 

labor  With  strike  fears  runnin 
Hollywood  cranks  up  production 

BY  BRETT  PULLEY 

HOW  DO  YOU  GET  A  TOWN  FULL  OF 
pampered  stars  to  double  their 
productivity?  Threaten  them  with  a 
labor  strike. 

Having  settled  the  rancorous  six- 
month  strike  against  advertisers  by  the 
Screen  Actors  Guild  and  the  American 
Federation  of  Television  &  Radio  Artists, 
the  entertainment  industry  is  bracing  it- 
self for  more  work  outages  next  summer. 
That's  when  members  of  the  Writers 
Guild  of  America  and  the  Screen  Actors 
Guild  are  expected  to  stage  a  walkout 
from  feature  film  and  TV  production. 

A  strike  is  not  a  certainty,  but  judg- 
ing by  the  sudden  work  ethic  gripping 
Hollywood,  everyone's  taking  the  possi- 
bility seriously.  Publicly,  union  leaders  in- 
sist there's  plenty  of  time  to  reach  new 
revenue-sharing  agreements  on  things 
like  foreign  distribution,  the  Internet,  dig- 
ital videodiscs  and  cable.  Privately,  they're 
advising  members  to  bank  their  money 
and  prepare  for  the  worst. 

That's  just  what  the  rest  of  Tinsel- 
town is  doing.  Motion  picture  producers 


g  rampant, 

are  doubling  up  on 
film  projects,  haggling 
over  actors  and  crews 
so  they  can  wrap  up 
production  before  the 
June  strike  date.  Studio 
executives,  loath  to 
make  decisions  before, 
now  green-light  films 
at  a  record  clip.  Even 
the  television  networks 
are  speeding  up  sched- 
ules for  shows  that  will 
air  through  the  spring 
and  are  frantically 
searching  for  new  pi- 
lots for  next  season. 

All  this  has  put  ac- 
tors, writers  and  direc- 
tors in  heavy  demand, 
a  fact  Eunetta  Boone 
discovered  after  visit- 
ing the  offices  of  a  big 
television  network  to  pitch  a  show  for 
next  fall.  "We  usually  don't  pitch  this 
early,"  says  the  veteran  sitcom  writer. 
"There  were  so  many  writers  pitching,  it 


Stars  &  strikes:  picketers  Susan  Sarandon  and  Tim  Robbins. 

was  like  a  drive-through.  Pitch  your  ide 
get  your  fries  and  shake,  and  get  out." 

Besides  squeezing  talent,  the  bul 
work  schedules  put  a  strain  on  technic 
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Hyundai  Electronics: 

Creating  a  Friendlier  Digital  World 


While  others  concentrate  their  efforts  merely  on  making  digital  products, 
one  company  is  building  the' foundation  of  a  new  digital  world.  At  Hyundai 
Electronics,  we've  long  been  a  leader  in  semiconductors,  and  now  we're 
bringing  new  digital  technology  to  the  world.  Through  specialization 
and  an  innovative  management  system,  Hyundai  Electronics  is  building 
the  digital  world  you've  always  wanted  to  live  in.  Hyundai  Electronics. 
Welcome  to  the  friendly  future. 


Semiconductor 


HYUNDAI 

ELECTRONICS 
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facilities,  studio  back  lots  and  sound 
stages.  Strike  fever  has  even  infected  the 
local  lexicon.  Says  director  Reginald 
Hudlin:  "Whenever  you  talk  to  people 
about  a  movie,  they  ask,  'Is  that  your  'pre- 
strike  picture?' " 

Though  risky  for  Hollywood's  cre- 
ative community,  strikes  usually  spawn 
corporate  ingenuity.  When  writers  went 
on  strike  in  1988,  several  prime-time 
television  slots  reserved  for  sitcoms  and 
dramas  were  filled  with  lower-cost 


"There  were  so  many  writers  pitching, 
it  was  like  a  drive-through.  Pitch  your  idea,  get 
your  fries  and  shake,  and  get  out."  


news  magazine  shows  like  ABC's  Prime- 
Time  Live.  This  time  the  vacated  slots 
would  likely  be  replaced  by  game  shows 
and  reality-based  programming. 

Given  the  escalating  cost  of  making 
movies,  maybe  a  shutdown  is  just  what 


Hollywood  needs.  "Times  are  so  tough 
something  has  got  to  give,"  says  Michae 
Medavoy,  chairman  of  Phoenix  Picture: 
and  former  head  of  Orion  Pictures  anc 
Sony's  Columbia  TriStar  studio.  "I  thin! 
studios  wouldn't  mind  a  strike."  t 


Fusion  Cuisine 

companies  Danone  walked  away  from 
Quaker,  but  it's  still  looking  to  feed  American 
mouths.  Markets  are  hungrier  elsewhere. 

BY  LEIGH  GALLAGHER 

INVESTORS  IN  DANONE  GROUP  SIGHED 
with  relief  when  it  pulled  its  estimated 
$15  billion  offer  for  Quaker  Oats  last 
month.  Down  10%  on  news  of  the  offer, 
shares  in  the  Parisian  food  conglomerate 
recovered  nearly  the  full  amount.  Pepsi 
looks  to  get  Quaker  instead. 

But  the  manufacturer  of  Dannon 
yogurt,  Evian  water  and  Lu 


Danone  Group 
1999  revenues 
by  region 


Rest  of 
European  Union 


37% 


cookies  is  still  hungry 
for  a  U.S.  meal.  In  June 
it  made  a  failed  joint 
bid  with  Cadbury  for 
Nabisco;  it  flirted  with 
Keebler  in  the  cook- 
iemaker's  fall  auction  before  bidding 
for  Quaker.  Chief  Executive  Franck  Ri- 
boud,   44,   who   has  transformed 
Danone  from  a  low-growth,  Eurocen- 
tric company  into  a  high-growth  inter- 
national one,  sees  a  void.  The  U.S.  ac- 
counts for  only  7%  of  Danone's  1999 
$13  billion  revenues;  Nestle,  by  com- 
parison, generates  22%  here. 

Danone's  flagship  Dannon  brand 
lost  its  20-year  lead  in  the  yogurt 
market  last  year 


%5 


Source:  Danone  Group. 
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to  General  Mills' 
Yoplait,  which  beat  it  to 
the  booming  children's  and 
drinkable  yogurt  categories;  in 
bottled  water  sold  in  stores,  Danone 
trails  Nestle  badlv.  Lu  has  almost  no 


presence  in  cookies  here,  while  Philij 
Morris  is  rejuvenating  Nabisco. 

But  Riboud's  better  bets  lie  else 
where.  The  packaged-food  market  ir 
the  U.S.  is  growing  at  a  sluggish  3%  < 
year.  Retail  consolidation  is  enablinj 
chains  like  Wal-Mart,  Albertson's  anc 
Safeway  to  dictate  prices  and  terms 
That  trend  is  much  further  advanced  ii 
Europe,  where  the  top  five  chains  con 
trol  70%  of  grocery  sales.  Foodmaker: 
have  seen  their  margins  plummet  t( 
half  those  in  the  US.  Dresdner  Klein 
wort  Benson  analyst  Warren  Ackermar 
expects  similar  results  here:  "Any  Euro 
pean  company  making  a  U.S.  food  ac 
quisition  is  crazy." 

Meantime,  real  opportunity  lies  ii 
emerging  markets  like  Latin  Ameria 
and  China,  where  exploding  middli 
classes  are  driving  30%  growth 
Danone  is  on  fire  in  Asia.  Sales  to  th< 
region — 80%  from  China — have  dou- 
bled in  the  past  1 8  months,  accountinj 
for  9%  of  the  company's  revenues  anc 
a  third  of  its  growth.  Its  pretax  margir 
in  that  region  is  10%  and  growing 
Danone's  secret:  joint  ventures  drawing 
on  homegrown  talent.  "They  sell  loca 
brands  in  China  at  low  prices  run  b) 
local  people — they're  not  trying  to  sel 
Western  brands  at  premium  prices  rur 
by  expatriates,"  says  Ackerman.  In  199( 
Danone  took  a  majority  stake  in  Chi- 
nese beverage  concern  Wahaha  and  ha; 
built  it  into  the  country's  largest. 

You  don't  find  markets  as  wide 
open  as  China.  Last  year  Danone 
launched  a  Wahaha  cola  that  outsolc 
Pepsi  in  six  months.  P 
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rERRENCE  MURRAY,  CHIEF 
executive  of  Fleet  Finan- 
cial, was  buying  a  drink  at 
a  bar  one  day  when  he 
spotted  a  director  from 
Bank  of  Boston.  He  or- 
dered a  second  glass  and 
Iked  over  to  the  man.  The  betting 
s  that  Bank  of  Boston  would  beat 
array's  outfit  in  the  bidding  for  a 
led  lender  recently  seized  by  the  gov- 
lment.  Fleet  would  then  be  too  small 
t  to  be  taken  over  itself.  But  this  mill 
deer's  son  doesn't  mind  playing  even 
:  poorest  of  hands,  especially  if  the 
ler  fellow  shows  his  cards. 
"It  looks  like  you  won,"  Murray  said 
he  handed  the  director  the  glass.  "It 
s  really  clever  the  way  you  structured 
:  deal." 

The  director  began  to  boast,  giving 
irray,  over  the  next  hour,  an  idea  of 
lat  Bank  of  Boston  had  bid.  Murray 
:  the  bar,  raised  Fleet's  offer  and  won 
a  hairbreadth.  His  bank  moved  from 
irth  biggest  in  New  England  to  sec- 
d,  allowing  it  to  later  take  over  Bank 
Boston.  Talk  about  luck.  But  this  wily 
nker  puts  it  another  way.  "If  you're 
od  enough,"  he  likes  to  say,  "you  cre- 

your  own  luck." 

It  wasn't  the  first  time  that  Murray 
d  escaped  what  could  have  been 
ishing  defeat,  and  it  wouldn't  be  the 
t.  Somehow  through  his  sweet-talk- 
\  charm,  a  refusal  to  overpay  in  deals 
d,  yes,  much  luck,  this  61 -year-old 
th  the  mischievous  smile  has  turned 
iny  Rhode  Island  bank  into  a  re- 
mal  powerhouse.  To  snare  Bank  of 


>ston,  Murray  promised  its  chief  ex- 
itive  that  he  would  pass  the  top  job 

to  him  by  the  end  of  next  year.  He's 
t  one  more  year  to  do  a  final  big  deal 
it  would  catapult  Fleet,  and  himself, 
to  the  national  stage. 

If  Murray  is  preparing  to  buy,  his 


timing  is  near  perfect.  As  the  credit 
cycle  turns,  there  is  a  dwindling  num- 
ber of  banks  with  balance  sheets  strong 
enough  to  support  big  purchases.  Tar- 
gets, meanwhile,  multiply.  High  on 
Murray's  list  is  First  Union,  a  bank  that 
in  better  times  was  rumored  close  to 
buying  Fleet  itself.  But  now  the  high 
cost  of  First  Union's  reckless  buying 
spree  is  emerging.  That  bank  was  once 
three  times  Fleet's  size  in  stock  market 
value.  Now  Fleet  is  bigger. 

Murray  is  a  curious  character.  On 
the  outside  he  is  gregarious  and  irrever- 
ent, a  storyteller  who  gets  people  to 
trust  him  even  as  he  delights  in  tricking 
them.  On  the  inside  he  is  a  predator, 
biding  his  time  or  pouncing  without  re- 
gard to  current  market  wisdom.  He 
waits  longer  than  his  rivals  for  the  right 
price,  but  also  moves  more  quickly  to 
jettison  businesses  and  loyal  executives 
if  they  stand  in  his  way.  His  father  once 
told  him  how  best  to  play  his  dual  eth- 
nic heritage.  "Act  like  an  Irishman,"  said 
the  father,  "but  think  like  a  Scotsman." 

Murray  did  not  get  off  to  a  good 
start  in  business.  For  years  he  toiled 
anonymously  at  Fleet  as  a  mortgage 
lender,  speculating  in  real  estate  in  his 
spare  time  to  supplement  his  salary. 
When  the  bank's  chief  executive  found 
out,  Murray  was  sure  he  would  get 
fired.  But  his  boss,  one  of  the  first  to 
circumvent  restrictions  on  interstate 
banking,  liked  the  entrepreneurial 
spirit.  He  promoted  Murray  to  head  the 
bank's  real  estate  portfolio.  In  1982  the 
boss  had  a  heart  attack  and  resigned. 
Murray,  just  42,  took  the  top  spot. 


Fleet's  assets  at  the  time:  $4.5  billion. 

Murray's  first  brush  with  catastro- 
phe came  in  1986.  He  wanted  to  buy  a 
collection  of  banks  called  Conifer 
Group,  but  failed.  The  loss  would  turn 
out  to  be  a  blessing  in  disguise,  but  it 
didn't  seem  that  way  at  the  time.  Fleet 


was  trailing  bigger  rivals  like  Shawmut 
and  Bank  of  New  England  and  needed 
to  do  a  deal.  Under  the  rules  then  in 
force,  it  could  only  buy  another  New 
England  lender,  and  Conifer  had  been 
the  only  major  bank  available. 

Murray  had  to  come  up  with  some- 
thing fast.  The  next  day  he  drove  VA 
hours  to  a  Cape  Cod  golf  course  for  an 
unplanned  round  with  the  head  of  a 
New  York  bank,  Norstar  Bancorp  of  Al- 
bany. Within  six  weeks  the  two  had 
agreed  to  merge  their  banks.  The  deal 
would  double  Fleet's  assets,  more  than 
making  up  for  the  loss  of  Conifer. 

What  about  those  pesky  regula- 
tions? Connecticut  lawmakers  de- 
manded that  Murray  divest  a  Fleet  sub- 
sidiary in  their  state.  At  the  time  the 
Japanese  were  buying  aggressively. 
Murray  reached  into  his  bag  of  tricks. 
He  phoned  a  lobbyist  in  Hartford, 
Conn.:  Get  me  four  Asians  in  suits.  He 
drove  to  the  city  the  next  day  and 
toured  the  capital  with  them. 

"They're  interested  in  our  bank 
here,"  he  replied  to  curious  politicians. 
"I'm  sorry  I  can't  disclose  more." 

Murray  got  to  keep  his  bank  under 
a  new  law  that  passed  a  few  days  later. 

Three  years  later,  in  1989,  the  com- 
pany that  had  won  Conifer,  Bank  of 
New  England,  was  in  trouble.  The  deal 
had  saddled  it  with  bum  loans.  Murray 
met  three  times  with  the  bank,  all  but 
shaking  hands  on  a  deal  to  buy  it  for 
$1.7  billion.  But  he  noticed  the  bank's 
chief  executive  seemed  distracted  at  the 
negotiating  table.  Murray  suspected  the 
man  was  hiding  big  problems.  So  he 
pulled  out. 

By  1991  Bank  of  New  Eng- 
land had  failed  and  was  put  up 
for  sale.  It  was  about  this  time 
that  Murray  got  that  rival 
bank  director  to  sing  about  his 
bid  over  a  few  drinks.  With  fi- 
nancing from  Kohlberg  Kravis  Roberts, 
Fleet  bid  $625  million  and  won  by  just 
$15  million. 

In  1992  Fleet  was  the  only  big  New 
England  bank  to  turn  a  profit.  Murray 
pressed  his  advantage  by  buying  six  re- 
cession-battered banks  that  year.  By 
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ou  can  make  a  small  bank  into  a  giant  one 
y  buying  willy-nilly  or  by  buying  shrewdly, 
/atch  Terry  Murray  at  work.  |  by  Bernard  condon 


1994  Fleet  had  S50  billion  in  assets,  big 
enough  to  consider  the  juiciest  of  tar- 
gets: Bank  of  Boston,  a  lender  to  China- 
bound  clippers  in  colonial  days  and 
every  bit  as  haughty  and  elite  as  Fleet 
was  scrappy  and  working  class. 

The  nation's  oldest  commercial 
bank.  Bank  of  Boston  hadn't  yet  come 
to  terms  with  its  fallen  status.  But  the 
biggest  obstacle  to  a  deal  was  Ira 
Stepanian,  the  bank's  chief  executive. 
Starting  in  1994  Murray  met  with  him 
a  half-dozen  times  but  got  nowhere. 

So  Murray  decided  to  work  behind 
his  back.  After  a  little  snooping,  he  dis- 
covered that  three  of  the  bank's  directors 
were  Boston  College  football  fans.  He 
ordered  up  a  Fleet  jet,  invited  them  on 
and  flew  with  them  to  Indiana  to  see 
their  team  beat  Notre  Dame.  Murray 
also  began  playing  golf  regularly  with  a 
director  he  thought  had  pull  with  others 
on  the  board:  William  Connell,  owner  of 
an  aluminum  company  in  town. 

The  "long  siege,"  as  one  witness 
called  it,  had  begun.  Murray  refers  to 
these  charm  offensives  as  his  "mission- 
ary work."  Others  think  of  less  lofty 
metaphors. 

"Murray  knows  you  don't  just  go 
up  to  a  woman  at  a  bar  and  ask  to  sleep 
with  her,"  says  someone  close  to  the 
Bank  of  Boston  board.  "You  have  to 
take  her  on  dates  and  talk  about  other 
things  first." 

But  Murray  had  little  time  to  woo. 
At  least  that's  what  the  market  was  say- 
ing. The  banking  industry  was  caught 
in  a  buying  frenzy.  In  February  1997 


Bank  One  bought  First  USA,  making  it 
the  nation's  third-biggest  credit  card  is- 
suer. Six  months  later  NationsBank, 
now  Bank  of  .America,  bought  Florida's 
biggest  lender  for  S 1 5  billion,  or  4  times 
book  value.  Three  months  after  that, 
First  Union  bought  a  bank  with  a  big 
presence  in  New  Jersey  for  S 1 7  billion, 
or  5.3  times  book. 

Murray  was  convinced  it  was  short- 
sighted to  pay  such  prices  and  he  re- 
fused to  do  it.  But  he  was  looking  flat- 
footed.  Rumors  started  spreading  that 
Fleet  would  soon  be  taken  over. 

The  deals  Murray  was  doing  were 
too  small  to  draw  much  attention  but 
they  were  brilliant.  When  the  head  of 
National  Westminster  Bank  let  slip  that 
he  needed  to  sell  his  branches  in  New 
York  and  New  Jersey  by  year's  end, 
Murray  strung  him  along  for  months. 
Then  he  played  the  indifferent  suitor: 
"Maybe  we  should  let  the  holiday  sea- 
son go  by  first."  The  two  soon  signed  a 
deal  for  S3.2  billion,  or  1.5  times  book. 
Later  Murray  bought  a  credit  card  busi- 
ness from  Advanta  for  a  4%  premium 
to  the  value  of  its  loans.  The  price  was 
so  enticing  he  pushed  his  old  buddies  at 
KXR  out  of  the  deal  to  have  it  all  to  him- 
self. Bank  One  had  paid  a  30%  pre- 
mium in  its  big  credit  card  deal. 

While  he  was  waiting  for  indiges- 
tion to  strike  his  rivals,  Murray  was  sell- 
ing some  businesses.  One  was  a  sub- 
prime  lender  that  was  the 
fastest-growing  profitmaker  in  the 
company.  Most  of  his  top  executives 
told  him  it  was  a  wrong  move.  But 


Murray  thought  the  business  woul 
never  fetch  a  higher  price.  Within  a  yea 
Wall  Street's  high  valuations  for  sue 
lenders  had  collapsed. 

"It's  human  nature  to  want  to  hoi 
on  to  your  earnings  when  things  ai 
going  good,"  he  says.  "But  you  shoul 
never  fall  in  love  with  a  business." 

In  the  summer  of  1998  Murray 
patience  began  to  pay  off.  Investoi 
were  getting  jittery  about  all  the  higrl 
priced  deals.  Then  East  Asia  implode 
and  Latin  .America,  the  source  of  a  fifl 
of  Bank  of  Boston's  profits,  sudden! 
looked  vulnerable.  The  bank's  stock  fe 
56%  in  three  months.  Murray  asked  tr 
bank's  new  chief  executive,  Chad  Gi 
ford,  to  his  apartment  off  Boston  Corr 
mons.  The  two  would  dine  eight  moi 
times  there  in  the  next  two  month 
Murray  played  on  Gifford's  desire  1 
keep  the  bank  in  Boston,  rather  tha 
have  it  be  moved,  say,  to  North  Ca: 
olina.  That's  where  Bank  of  Americ 
and  First  Union,  acquisitive  and  sti 
unbowed,  were  based. 

The  lobbying  worked,  but  barel 
On  Mar.  12,  just  24  hours  from  sigr 
ing,  the  deal  started  falling  apart.  Tr 
scene  of  the  action  was  the  New  Yoi 
headquarters  of  Wachtell  Lipto 
Rosen  &  Katz,  Fleet's  lawyers.  Mu, 
ray's  five  executives  all  recommende 
he  reject  the  deal.  Gifford  was  askir 
too  high  a  price,  they  argued.  Was 
really  necessary  to  push  out  Murray 
heir  apparent  at  Fleet,  who  ha 
abruptly  left  the  negotiations  in 
huff?  Even  the  name  of  the  bank  w; 


Tricks  of  the  Trade 

Murray  isn't  the  biggest  bank  buyer,  but  he  certainly  is  the  shrewdest.  Machiavelli  would  blush. 


I.  Hires 
Asians  To 
pretend 
They're  from 
Tokyo  and 
would  buy  his 
ConnecticuT  bank 
should  lawmakers 
There  force  him  to 
sell.  StaTe  allows 
him  To  keep  bank. 


2.  GeTs  direcTor  from  rival 
To  reveal  bid  price  for  a 
failed  bank  over  glass  of 
brandy.  Goes  home, 
raises  own  offer.  Wins. 


3.  Pushes  aside  old 
friends  aT  buyouT  firm 
KKR  to  take  nicely  priced 
deal  all  for  himself. 


4.  Flies  directors  from 
rival  bank  to  big  foofbal 
game  to  cozy  up  with 
Them  so  he  can  Take  ove 
Their  company  behind 
chief  executive's  back. 
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luyer  

Vhile  others  went  on  a  reckless  buying  spree,  Terry  Murray  of  Fleet  played  it  cool.  He  waited  for  prices  to  drop  before  buying. 
Vise  move.  Banks  that  once  saw  his  company  as  takeover  prey  have  tumbled.  Now  they  fear  he  may  take  them  down. 
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April  1991: 
Fleet  buys  Bank  of 
New  England  for  40% 
of  price  offered  two 
years  earlier.  Grabs 
six  other  troubled 
lenders  next  year. 


August  1997:  NationsBank  pays 
4  times  book  value  for  a  Florida 
lender.  Price  for  Fleet  in  its  most 
recent  deal?  1.5  times. 


February  1997:  Bank  One  buys 
credit  card  firm  for  30%  premium. 
Fleet  waits  three  years  and  buys 
similar  business  at  4%. 


November  1997: 
First  Union  enters 
New  Jersey  with 
deal  for  5.3  times 
book.  Fleet  agrees 
to  buy  state's 
biggest  bank  later 
for  2.4  times. 


October  1999: 
Fleet  buys  Bank  of 
Boston  for  3.2 
times  book.  Is  a 
now-troubled  First 
Union  the  next 
target? 


Source:  Interactive  Data  Corp.  via  FactSet  Research  Systems. 
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for  grabs.  Hadn't  Murray  given  up 
ough  by  agreeing  that  Gifford  could 
m  take  the  top  spot? 

The  next  morning  Murray  met  with 
fford  in  a  conference  room  alone, 
fford  would  get  his  guaranteed  suc- 
tion to  the  top  job.  The  name?  Well, 
it  could  be  tabled  for  later.  The  price 
s  Gifford's:  $16  billion,  or  3.2  times 
ok.  Murray's  men  would  have  to 
allow  their  pride. 

Fleet's  stock  fell  40%  over  the  next 
ir.  Now  that  investors  had  seen  the 
•or  of  their  ways,  they  were  in  no 
)od  to  applaud  another  bank  deal, 


projections.  Fleet's  1.6%  return  on  as- 
sets is  above  many  of  its  rivals'.  Fleet 
doesn't  want  to  disappoint.  It  is  pouring 
more  money  than  budgeted  into  adver- 
tising, CD  rates  and  Internet  banking  to 
keep  profits  from  soaring  this  year,  set- 
ting the  bar  too  high  for  next  year.  To  be 
sure,  Fleet's  nonperforming  loans  are 
up  a  third  in  the  past  year,  but  those  are 
nearly  all  less  than  90  days  overdue.  It 
has  increased  loan-loss  reserves,  already 
higher  than  at  most  banks  a  year  ago,  by 
20  basis  points  to  2.28%  of  loans  out- 
standing. What's  more,  in  dispersion  of 
profit  sources — none  contributes  more 


He's  a  predator.  When  the  prey  weakens 
he  pounces.  Will  he  strike  again  soon? 


in  one  consummated  at  a  reason- 
le  price. 

Once  again  Murray  has  proved  the 
irket  wrong.  The  bank,  now  renamed 
;etBoston  Financial,  has  hit  all  its 
it-cutting  targets.  It  exceeded  consen- 
;  earnings  estimates  in  three  of  the 
it  four  quarters,  while  many  other  big 
nks  have  missed  theirs,  even  after 
ering  analysts  downward  in  their 


than  20% — the  bank  is  surpassed  only 
by  Sanford  Weill's  Citigroup. 

Those  looking  for  signs  of  what 
Murray  may  do  with  such  a  strong  bal- 
ance sheet  need  look  no  further  than 
his  latest  deal.  In  October  he  agreed  to 
buy  Summit  Bancorp  of  New  Jersey, 
whose  stock  had  tumbled  after  a  few 
bad  loans  came  to  light.  Murray  is  pay- 
ing 2.4  times  book,  less  than  half  the 


multiple  paid  by  First  Union  in  its  dis- 
astrous foray  into  New  Jersey  three 
years  ago. 

What  about  that  First  Union  deal?  If 
Murray  pulled  it  off  he  would  have  a 
good  excuse,  and  possibly  the  board 
votes,  to  stay  in  his  job.  The  two  banks 
fit  perfectly.  They  are  both  strong  mid- 
dle-market lenders.  What's  more,  First 
Union  would  complement  Fleet's  foot- 
print in  the  Northeast,  giving  Murray 
branches  from  Florida  to  Maine  and 
enough  assets,  nearly  $500  billion,  to 
nip  at  the  heels  of  Citigroup  and  Chase 
IP  Morgan.  But  First  Union's  new  chief 
executive  may  not  want  to 
sell  so  soon  after  taking  the 
I  job.  And  that  bank's  board, 

dominated  by  North  Car- 
olina executives,  might  be 
loath  to  a  buyout  by  a  North- 
erner. It  will  take  more  than  Murray's 
usual  level  of  "missionary  work"  to  get 
this  one  done. 

Whatever  happens,  the  fact  that  so 
methodical  an  acquirer  has  a  good 
chance  of  becoming  one  of  the  na- 
tion's few  surviving  big  bank  bosses 
is  remarkable.  His  odds  rise  with  each 
day's  bad  news  from  this  troubled 
industry.  F 
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Anxious  for  a  recovery: 
Profit  Recovery 
Chief  Executive  John  Cook. 


I    Profit  Recovefy  Group 

I  performed  miracles  for  clients. 

^  Now  it  needs  one  for  itself. 


BY  CARRIE  COOLIDGE 

WHEN  JOHN  COOK  WAS  CHIEF 
financial  officer  at  Caldor 
Stores  in  the  late  1980s,  he 
hired  a  little-known  "recovery  audit- 
ing" firm  run  by  a  former  colleague.  In 
short  order  the  auditors  found  $2  mil- 
lion in  overpayments  Caldor  had  made 
to  vendors. 

Cook,  now  58,  was  so  impressed 
that  in  1990  he  quit  his  job,  put  up  his 
home  as  collateral  and  raised  SI  million 
in  debt  to  buy  the  company,  then 
known  as  Roy  Greene  Associates.  He 
renamed  it  Profit  Recovery  Group  and 
built  it  into  a  powerhouse  player,  based 
on  a  simple  sales  pitch:  We  pore  over 
your  accounts  payable  in  search  of 
overpayments  and  pocket  25%  to  50% 
of  what  we  find — and  if  we  can't  find 
anything,  we  get  zip. 

The  business  proved  to  be  even  bet- 
ter than  Cook  expected.  Starting  with 
revenue  of  $6  million  in  1990,  the  firm 
grew  to  S350  million  last  year,  largely 
via  acquisitions.  Earnings  soared  forty- 
fold  in  the  same  period,  to  S40  million. 
The  stock  hit  $47  in  October  1999. 
Then  the  bottom  fell  out.  Suddenly 
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profits  were  hard  to  find  at  Profit  Re- 
covery. Three  times  this  year — in  Feb- 
ruary, July  and  October — the  company 
has  surprised  Wall  Street  by  saying 
earnings  would  be  lower  than  expected. 
The  shares  have  fallen  to  $6. 

"This  year  was  an  aberration," 
Cook  insists.  "We  will  put  these  prob- 
lems behind  us." 

So  what  went  wrong?  Cook  wanted 
to  extend  the  firm's  find-the-money 
expertise  from  retailers'  bills  from 
suppliers  to  telephone  bills,  real  estate 
leases,  freight  charges  and  overseas 
taxes  for  tech  firms,  government  agen- 
cies and  more.  That  way  PRG  could 
cross-sell  additional  services  to  its  ex- 
isting accounts. 

Alas,  only  2%  of  PRG's  clients 
worldwide  use  more  than  one  of  its  ser- 
vices. But  Cook  puts  a  nice  gloss  on  that 
low  number.  It  shows,  he  says,  how 
much  upside  the  company  really  has. 
His  acquisition  binge,  after  all,  has 
made  PRG  the  largest  in  its  field,  with 
12,000  clients  and  operations  in  45 
countries.  Last  year,  the  firm  boasts,  it 
audited  invoices  worth  some  $  1  trillion 
and  recovered  SI  billion  for  clients — 


companies  like  Hewlett-Packard,  Wal 
Mart,  Cisco  and  Sears.  Today  PRG' 
biggest  rival,  Dallas-based  Howar 
Schultz  &  Associates,  is  only  half  th 
size  of  PRG.  And  the  business  can  resi< 
a  recession  because,  in  a  slowing  econ 
omy,  finding  missing  dollars  is  an  eas 
way  to  pad  the  bottom  line. 

When  Cook  acquired  the  shop  i: 
1990,  recovery  auditing  was  a  ver 
paper  intensive  business,  he  recalls.  Au 
tomate  it  and  the  business  could  seal 
up.  PRG  now  runs  most  of  its  audi 
work  on  a  pair  of  powerful  IBM  servei 
that  can  handle  up  to  17  terabytes  (l 
trillion  bytes)  of  online  data. 

Goody's  Family  Clothing,  a  317 
store  chain  headquartered  in  Knoxvm 
Tenn.,  has  used  Profit  Recovery  sine 
1996  to  audit  its  accounts  payable.  Laj 
year  Goody's  hired  the  firm  for  a  see 
ond  service:  to  scrutinize  the  expense 
submitted  by  landlords  for  mainte 
nance,  insurance  and  taxes. 

Profit  Recovery's  computers  sifte 
through  5  million  invoices  last  year  fo 
the  10,000  retail  stores  on  Army  and  A 
Force  bases,  uncovering  S 1 2  million  i 
overpayments  to  vendors.  In  one  ir 
stance  an  employee  accidentally  logge 
a  0.2%  volume  discount  on  papt 
goods  instead  of  the  2%  that  was  du 
PRG  caught  the  error  and  the  vendc 
coughed  up  $500,000. 

But  PRG's  own  bottom  line  is  tr 
worry'  these  days.  It  found  a  $7  millic 
overpayment  that  the  General  Servio 
Administration  had  made  to  a  shippir 
company.  When  the  GSA  couldn't  ca 
lect  a  refund,  Profit  Recovery  lost  i 
$1.4  million  commission — which 
had  already  reported  as  revenue.  Els 
where,  a  recent  strike  by  workers  in  tl 
tax  division  of  the  French  governme: 
badly  stung  the  firm,  delaying  colle 
tion  of  S4  million  in  fees  for  months. 

As  he  tries  to  mount  a  comebac 
Cook  says  he  is  ending  the  buyii 
binge  to  focus  on  internal  growth,  esp 
daily  from  cross-selling.  Chastened  1 
Wall  Street,  Cook  is  wary  of  predictii 
an  immediate  recovery.  If  2000  is 
year  of  indigestion,"  he  says,  it  will 
the  second  half  of  next  year  before  Pi 
can  get  some  relief. 
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BY  DYAN  MACHAN 


Stranger  than  Science  Fiction 


Famous  author  Arthur  C.  Clarke 
discovers  product  endorsements— 
rather  late  in  life. 

SIR  ARTHUR  C.  CLARKE,  THE  83-YEAR-OLD  SCIENCE 
fiction  writer,  is  sitting  in  his  wheelchair,  where  he 
spends  most  of  his  time  these  days,  talking  over 
lunch  about  his  latest  venture.  Clarke,  who  suffers 
from  postpolio  syndrome,  has  been  living  tax-free 
in  Sri  Lanka's  beat-up  capital  city,  Colombo,  since  1956.  His 
glass-walled  house,  with  high  ceilings,  dim  fluorescent  lights 
and  cool  cement  floors,  feels  like  a  university  admissions  of- 
fice lost  in  a  jungle. 

Our  concentration  is  interrupted  by  electronic  music 
blaring  from  the  television  speakers,  and  by  the  antics  of 
what  Clarke  describes  as  an  attack  dog,  a  one-eyed  chihuahua 
in  a  basket  beneath  his  desk.  Nothing  being  normal  in  this 
steamy  atmosphere,  we  have  lunch  without  food.  Instead  we 
are  served  what  seems  like  a  Sri  Lankan  Tang. 
The  venture  turns  out 

Would  Hal, 


to  be  not  so  much  a 
venture  as  a  marketing 
gimmick,  perhaps  the 
ultimate  spasm  of  millen- 
nium fever.  Sir  Arthur  is 
lending  his  name  to  a  new 
company  that  will,  at  a 
time  when  PC  sales  are 
softening,  go  into  busi- 
ness against  Apple,  Dell 
and  the  rest  with  a  $3,000 
computer.  Clarke  Com- 
puter will  open  for  busi- 
ness with  great  flourish  at 
a  millennium  concert  in 
Okinawa  in  January  2001 . 
Get  it?  Clarke  co-wrote 
the  screenplay  for  Stanley 
Kubrick's  2001:  A  Space 
Odyssey. 

That  marketing  date  is 
clever.  Clarke's  choice  of 
business  partners  is  less 
compelling.  One  of  them 
is  Anthony  Alles,  45,  a 
flamboyant  Sri  Lankan 
industrialist  who  has  been 
involved   in  computer 


the  brain  in 
2001,  have 


vouched  for 
a  $3,000 
computer? 


parts,  bicycles  and  cement  blocks.  The  chief  executive 
Joseph  de  Saram,  28,  a  software  entrepreneur  who  is  cu 
rently  being  pursued  by  suppliers  claiming  that  he  left  behir 
$1  million  in  unpaid  bills  at  his  last  enterprise,  Rhodium  Pli 
a  company  in  London  that  is  now  defunct.  Alles  and  c 
Saram  will  split  a  48%  share,  the  rest  belonging  to  private  ii 
vestors  they  decline  to  name.  Clarke,  who  will  hold  the  chai 
man's  title,  will  get  an  undisclosed  fee  for  lending  his  nan 
and  signing  over  electronic  rights  to  his  80-some  books.  All 
says  that  the  computer,  which  he  designed,  was  inspired  I 
Clarke's  books. 

What's  the  selling  proposition?  "Computing  is  obsolete 
declares  British-born  Clarke  in  his  crisp  Oxbridge  accer 
"Therefore,  omniputing."  The  Clarke  omniputing  machii 
will  run  at  1  gigahertz,  and  features  a  touch  screen  and  an  ii 
frared  keyboard.  Well,  Gateway  sells  a  1.4  gigahertz  PC,  and  f< 
only  $2,000. 

Still,  there's  lots  of  science  fiction  here,  most  of  it  in  t| 
company's  financial  projections.  The  company  is  supposi 
to  earn  $300  million  in  the  first  year  of  operation  on  S6» 
million  of  sales. 

Clarke  seems  dreamily  unconcerned  about  all  that, 
hope  it  will  make  a  few  hundred  dollars,"  he  says,  laughing 

What  would  Hal,  the  computer  in  2001,  have  said  if  ask* 
to  make  a  $3,000  home  computer  fly  off  the  shelves?  "I" 
afraid  I  can't  do  that." 
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Revolutionary 

Northern  Ireland  political  leader  Gerry  Adams 
convinced  the  IRA  to  put  down  its  guns  and  the 
Brits  to  give  representative  government  a  chance. 
He  might  teach  us  something  about  persuasion. 


BY  DYAN  MACHAN 

■  DON'T  THINK  MY  PERSUASIVE 

■  powers  are  so  great,"  says  the  con- 

■  rroversial  Northern  Irish  political 

leader  Gerry  Adarns,  51,  who  is  visit- 
ing New  York  City  from  Belfast.  Isn't 
he  too  modest?  Adams  convinced  the 
Irish  Republican  Army,  whose  raison 
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d'etre  is  war  against  the  British,  to  put 
away  its  guns.  He  helped  persuade  the 
British  to  give  peace  a  chance.  The  re- 
sult is  a  tenuous  truce  that  has  held 
since  1998. 

"I've  seen  Adams  walk  into  a  room 
where  95%  of  the  people  are  against 
him,  and  after  an  hour,  95%  of  the  peo- 


ple are  for  him,"  says  Niall  0'Dow< 
publisher  of  Irish  America  magazine  ar. 
a  player  in  the  peace  process  himself. 

Gerry  Adams  is  many  things  1 
many  people.  As  head  of  Sinn  Fein,  ti 
political  arm  of  the  IRA,  he  is  feared  f< 
his  close  connection  to  a  deadly  gue 
rilla  army.  But  he  is  also  revered  in  tl 
Republic  of  Ireland  and  among  know 
edgeable  Irish-Americans  for  bringii 
peace  to  the  bloodstained  North.  Wh 
better  person  to  speak  of  negotiatic 
skills?  We  ask  him  his  secret.  "I  dor 
have  a  calibrated  marketing  plan 
Adams  says  humorously,  "I  have 
story  to  tell." 

Right.  Adams  is  a  revolutionary,  n 
a  college  management  professor. 


Adams  grew  up  in  a  household  of 
ten  children  in  Belfast  and  dropped 
out  of  school  when  he  was  16 — 
shortly  before  Ireland's  more  recent 
troubles  began.  Although  no  proof  ex- 
ists, it  is  widely  believed  that  Adams 
rose  quickly  to  a  high  position  in  the 
IRA,  proving  himself  a  brilliant  tacti- 
cian and  a  natural  leader.  Though 
never  convicted  of  a  crime,  Adams 
was  sent  to  prison  for  four  years,  dur- 
ing which  time  he  was  routinely 
beaten.  "I  have  always  sought  a  polit- 
ical solution  to  problems.  People  only 
engage  in  an  armed  struggle  when 
there  is  no  alternative,"  Adams  says, 
while  not  commenting  on  his  direct 
involvement  with  the  IRA. 

But  he  has  known  violence.  In  1988 
Adams  came  home  one  evening  to  find 
there  was  an  assassination  attempt  on 


his  wife  and  child.  Many  of  his  close 
friends  have  been  killed  over  the  years. 
"You'd  be  talking  to  them  in  a  restau- 
rant, and  three  minutes  later  you  would 
find  they  were  killed."  In  1985  Adams 
was  shot  five  times  in  one  attempt  on 
his  life.  He  takes  precautions — chang- 
ing the  choice  of  a  location  for  our  ap- 
pointment twice,  for  example.  The  Se- 
cret Service  is  assigned  to  him  in  the 
U.S.,  and  he  never  sleeps  in  the  same 
bed  two  nights  in  a  row  here  or  in  Ire- 
land. 

From  his  latest  bed  in  New  York, 
however,  Adams  seems  well  rested.  He 
good-naturedly  offers  us  a  few  tips  sure 
to  be  handy  when  negotiating  a  cease- 
fire— or  perhaps  a  pay  raise. 

Tip  one  is  very  simple:  "Don't  give 
up."  Did  he  ever  come  close?  Adams 
shakes  his  head,  no.  In  1996  an  IRA 
bomb  in  London's  Docklands  killed 


two,  inflicted  massive  property  damage 
and  set  back  peace  efforts.  At  the  time 
Adams  quietly  confided  to  a  friend  that 
he  still  thought  he  could  turn  the  situa- 
tion around.  He  did.  Another  cease-fire 
was  called.  "There  are  times  when  it  is 
very  depressing,"  he  says,  "but  I  have 
remained  single-minded." 

Look,  he  says,  at  South  Africa's  Nel- 
son Mandela:  "Mandela  never  became 
wishy-washy  or  changed  his  principles. 
Yet  he  could  be  generous  and  forgiv- 
ing." Adams  often  relates  the  struggle  of 
Catholics  in  Northern  Ireland  to  that  of 
the  .American  civil  rights  movement. 

Tip  two:  "You  must  learn  to  control 
yourself.  Anger  can  be  useful,  but  ha- 
tred can  destroy."  Could  he  forgive  his 
would-be  assassins  of  1985?  "Let  me  tell 
you  a  story.  A  few  weeks  back  I  was  at- 
tending a  meeting  with  the  Ulster 


Unionists — the  part}-  of  the  Protestant 
majority — when  one  of  our  men  recog- 
nized the  British  security  guard  as  one 
of  the  group  who  had  beat  me  senseless 
in  the  1970s."  Adams  went  to  him, 
shook  his  hand  and  said,  "  'You  won't 
be  doing  it  again,  will  you?' " 

Adams  explains:  "It  was  a  comfort 
to  the  security  guard,  but  it  was  also  a 
comfort  to  me.  You  only  diminish 
yourself  when  you  are  captive  to 
hatred." 

David  Trimble,  the  first  minister  of 
Northern  Ireland's  new  power-sharing 
government  (and  winner,  with  John 
Hume,  of  the  Nobel  Peace  Prize  in 
1998),  still  refuses  to  shake  Adams' 
hand.  "I  offered  to  hug  David  Trimble," 
says  Adams,  smiling  but  making  a  seri- 
ous point. 

Despite  his  reputation  as  dark, 
brooding  and  enigmatic,  Adams  has  a 


way  of  being  warm,  physically  demon 
strative  and  funny.  Adams  says:  "Mos 
people  think  of  us  as  criminals,  up  t< 
our  elbows  in  blood.  It  helps  when  the 
meet  us  and  see  that  we  don't  hav 
horns." 

How  would  you  describe  yourself 
"If  I  were  to  write  a  personal  ad 
Hmmm.  It  would  say:  Fun-loving  gu 
seeks  peace." 

His  third  tip  on  negotiation:  "Th 
quality  that  any  aspiring  revolutionar 
must  have  is  patience,"  says  Adam; 
Convincing  the  IRA  to  move  away  fron 
violence — a  feat  that  took  years — is  sti 
a  continuing  challenge.  Through  it  ali 
Adams  waited,  heard  the  hard-liner 
out,  then  brought  them  back  to  realit 
time  and  again. 

How  does  he  maintain  patience?  1 
listen  to  music,"  he  says.  He  has  a  larg 
collection  of  American  blues.  "You  tr 
to  realize  that  you're  just  a  little  dot  i 
the  universe.  When  I  was  in  Ireland  laj 
week,  I  came  upon  a  man  looking  up  j 
the  moon.  I  asked  what  he  was  doinj 
and  he  said,  T  was  making  sure  th 
mountain's  all  right.' " 

The  mountain  is  fine,  but  the  fragL 
peace  agreement  is  now  testing  the  pc 
tience  of  all  involved.  Trimble  is  tryin 
to  ban  Sinn  Fein  representatives  fror 
participating  in  the  North-South  cc 
governing  body  unless  the  IR\  begins  1 
decommission  by  June.  The  IRA.  is  im 
about  to  agree. 

The  day  before  our  interviev 
Adams  met  with  British  Prime  Ministi 
Tony  Blair  at  10  Downing  Stree 
Adams'  view  is  that  while  Blair  and  tl 
British  are  intellectually  interested  i 
keeping  the  cease-fire  and  establishir 
a  power-sharing  government,  they  a; 
not  fully  committed.  "Unfortunate 
Britain  will  say,  'Oh,  there's  a  few  hui 
dred  terrorists,  we'll  just  go  in  and  mc 
it  up.'  That  would  be  a  huge  mistake 
warns  our  fun-loving  guy. 

When  asked  whether  he  has  sold  o 
in  making  peace  with  the  British, 
some  think  he  has,  his  answer  is  orner 
"Not  yet,"  he  says,  adding,  "We'll  pr 
vail.  The  back-of-the-bus  days  are  ovei 

Getting  up  to  go,  he  says,  "I  lea- 
you  in  peace."  We  hope  so. 


David  Trimble,  Northern  Ireland's  first 
minister,  still  refuses  to  shake  Gerry 
Adams'  hand.  "I  offered  to  hug  David 
Trimble,"  says  Adams,  smiling  but 
making  a  serious  point.  
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If  it's  part  of  a  focused  strategy, 
your  people  embrace  it, 

your  customers  buy  it  and 
your  technology  supports  it... 


One  idea 


can  take  you 


where  you  want  to  go. 


From  innovation  to  execution, 
our  people  deliver. 


1 

1 

One  good  acquisition 

will  help  George  David 

keep  his  proud  record. 

David's  Hit  List 

Having  lost  Honeywell  to  GE,  United 
Technologies  has  to  buy  something  big 
soon.  It's  likely  to  be  a  surprising  pick. 


BY  HOWARD  BANKS 

GEORGE  DAVID,  UNITED  TECH- 
nologies'  boss,  is  one  cool  cus- 
tomer. When  GE's  Jack  Welch 
suddenly  outbid  him  $45  billion  to  his 
$40  billion  to  buy  Honeywell  in  Octo- 
ber, he  was  tempted  to  raise  the  ante. 
He  knew  he  could  not  beat  Welch's 
deep  pockets,  but  he'd  loved  to  have 
forced  GE  to  pay  more. 

Instead  of  fighting,  he  walked  away, 
seemingly  with  only  passing  regret. 
Why?  Because  to  appear  to  be  really 
keen,  raise  the  price,  then  inevitably 
lose  would  have  left  UT  looking  foolish, 
is  how  he  explained  it  to  his  acquisi- 
tions team.  Even  the  possibility  of  look- 
ing foolish  is  the  last  thing  this  highly 
reserved — some  say  introverted — man 
could  tolerate. 

Now  David  says  he  doesn't  need  to 
rush  out  and  buy  the  equivalent  of  a 


$23  billion  sales  Honeywell  to  sustain 
UT's  growth  at  7%  to  10%  a  year  over- 
all. In  recent  years  four  to  five  points  of 
that  growth  have  come  from  UT's  con- 
tinuing annual  diet  of  $1  billion  to  $2 
billion  in  acquisitions.  Will  there  be 
bigger  ones? 

Don't  bet  the  farm  on  David's 
protestations  that  he  isn't  likely  to  act 
soon.  While  it  is  true  that  he  doesn't 
have  to  rush — UT  has  been  growing  at  a 
12%  clip  in  the  first  nine  months  of  this 
year — the  one  thing  that  David  usually 
manages  in  this  area  is  surprise.  There 
were  no  hints  about  his  Honeywell  bid, 
for  example,  until  a  last  minute  leak. 
And  there  were  no  leaks  in  1999  about 
his  $4.3  billion  buy  of  Sundstrand. 

"We  have  done  the  easy  stuff," 
David  says,  meaning  that  costs  have 
been  cut  and  net  margins  have  been 
raised  to  14%  from  under  10%  in  the 


early  1990s.  "It's  time  to  shi 
gears,"  he  adds.  "It's  time  f< 
greater  emphasis  on  technoloj 
acquisitions." 

So  where  might  David's  e] 
rove?  Two  places,  both  in  tl 
electrical  power  area.  At  the  tc 
of  David's  list  is  fuel  cell  techno 
ogy.  UT  has  already  signed  joii 
development  deals  with  Shell  H 
drogen  (part  of  the  oil  giant)  ar 
with  bus  and  car  makers  such  j 
Hyundai  and  Thor  Industries. 

International  Fuel  Cells,  UI 
fuel  cell  operation,  is  recruitir 
heavily  from  within  UT,  esp< 
daily  from  Pratt  &  Whitney.  Tl 
recruits  will  develop  small,  s< 
called  microturbines,  which  w 
generate  power  where  and  whe 
it  is  needed.  "I  expect  that  UI 
fuel  cell  and  distributed  pow< 
business  will  be  up  to  $2  billion 
year  by  2005  and  $4  billion  Ij 
2010,"  he  predicts. 

David's  other  heavily  rumored  bu 
$14.3  billion  sales  Emerson  Electri 
where  the  long-running  and  highly  rj 
garded  chairman  and  chief  executh) 
Charles  E  Knight,  is  headed  for  retir} 
ment.  This  high-growth  and  high 
profitable  company  is  a  leading  suppli 
of  power  supply  equipment  to  tl 
telecommunications  industry  (alrea« 
25%  of  Emerson's  sales),  a  sector  hij 
on  David's  list.  Providing  uninterrup 
ible  power  supplies  to  Internet  usersi 
growing  at  20%  a  year,  UT  reckons. 

UT  earlier  this  year  took  a  look 
Lucent  Power  Systems,  which  mak 
the  same  kinds  of  equipment,  bl 
backed  off  when  Tyco  paid  $2.5  billio 
This  sector  has  another  attracts 
for  David.  It  is  still  highly  fragmente 
with  the  top  ten  suppliers  having  jj 
20%  of  the  market — meaning  th 
there  are  lots  of  potential  hits. 

The  emphasis  on  big  and  new  a 
quisitions  implies  no  reduced  empha 
on  adding  to  existing  operations.  He 
he  works  closely  with  Karl  Krapek,  nc 
president  of  UT,  but  David's  numb 
two  in  seven  of  his  top  jobs  at  UT. 

Watch  for  at  least  one  more  ma) 
buy  for  elevator  maker  Otis  (whe 
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N  DIVI  DUALLY  NUMBERED. 
it's  MORE  TACTFUL 

than  saying: 
"while  supplies  last." 


Each  individually 
numbered  bottle 
contains  a  rare  blend 
of  a  select  group  of 
our  finest  whiskies. 
And  with  every  sip, 
it  becomes  that 
much  rarer. 
Chivas  Regal  18. 
When  you  know. 


Drink  responsibly.  (But  you  know  that.)  ©2000  Chivas  Regal  18  Year 
Old  Worldwide  Blended  Scotch  Whisky  t,o%  Alcohol  by  Volume  (80  Proof) 
Chivas  Bros.  Import  Co..  New  York,  NY.  www.chivas.com 


UNITED  TECHNOLOGIES 

David  started  his  work  for  UT  in  1975), 
even  though  the  top  ten  makers  have 
over  80%  of  the  world  market.  The  buy 
will  likely  be  in  Asia  (perhaps  Japan).  A 
construction  boom  in  Asia  has  helped 
boost  Otis'  sales  by  almost  10%  in  the 
first  nine  months  of  this  year,  and  lifted 
margins  by  a  half  to  13.4%.  Any  acqui- 
sition in  elevators  should  bring  lots  of 
aftersales  servicing,  a  highly  lucrative 
business  for  Otis. 

Carrier,  the  air-conditioning  and  re- 
frigeration division,  is  in  a  highly  frag- 
mented sector,  with  many  small  private 
equipment  sellers.  Here  UT  scored  a  re- 
cent coup  acquiring  Specialty  Equip- 
ment Cos.,  which 
makes  the  soda 
coolers  seen  in 
fast-food  outlets 
like  McDonald's 
and  Pizza  Hut. 
Carrier's  margins 
are  up  by  a  third, 
to  10.5%,  over  the 
past  year. 

David's  acqui- 
sition of  Sund- 
strand  has  trans- 
formed UT's 
competitiveness  in 
the  avionics  and 
controls  sector. 

Hamilton  Sundstrand  is  now  number 
three  in  this  sector  (following  Honey- 
well and  BFGoodrich),  an  area  where 
there  is  merger  turmoil  right  now.  This 
upheaval  was  well  under  way  before  the 
contest  for  Honeywell.  One  forecast  is 
that  of  the  dozen  suppliers  with  sales  of 
up  to  $2  billion  a  year,  barely  half  will 
still  be  independent  by  2004. 

Among  those  with  defense  electron- 
ics and  systems  operations  on  die  block 
or  rumored  to  be:  Rockwell  Collins,  Lit- 
ton Industries'  avionics  division,  TRW, 
Harris  Corp.  and  ITT.  David  and  his  in- 
ternal mergers  and  acquisitions  people 
just  laugh  when  asked  which  might  be 
David's  favorite  pick. 

David  has  long  wanted  to  boost  his 
Sikorsky  helicopter  operation.  In  1984, 
before  he  took  the  helm,  McDonnell 
Douglas  snitched  Hughes  Helicopters 
(for  about  $470  million)  from  under 


UT's  $496  million  fourth-quarter  net 
was  up  14%  over  last  year  on  $6.5  bil- 
lion sales,  which  were  up  6%. 

operating  earnings  at  Pratt  & 
Whitney  are  still  highest  in  UT,  but  it  is 
no  longer  the  largest  division. 

sales  for  Carrier 
make  air-conditioning  and 
refrigeration  UT's  top  seller. 

or  better  earnings-per-share 
growth  at  UT  has  been  maintained 
by  David  for  the  past  six  years. 


UT's  nose.  It  is  now  part  of  Boeing,  anc 
David  has  offered  five  times  that  for  th< 
unit,  but  Boeing's  chairman,  Philij 
Condit,  says  it's  not  enough. 

So  maybe  he'll  look  elsewhere.  Tex 
tron  owns  Bell  Helicopter,  which  has 
half  share  in  the  Marines'  $19  billion  V 
22  Tiltrotor  program.  Textron's  shan 
price  is  in  the  doldrums  (down  60^ 
from  its  early  1999  peak)  and  could  b< 
a  cheap  boost. 

David's  greatest  problem  lies  wit! 
jet  engine  maker  Pratt  8c  Whitney 
which  is  still  UT's  most  profitable  di 
vision  in  operating  terms.  In  engine 
for  bigger  airliners,  Pratt  has  been  los 
ing  market  shari 
to  its  two  rivals,  Gl 
and  Britain's  Rolls 
Royce — and  ha: 
gained  less  thai 
5%  of  world  or 
ders  for  bigger  en 
gines  so  far  thi: 
year.  Just  a  decadt 
ago  Pratt  was  th< 
world's  top  en 
ginemaker  for  air 
liners.  The  profit 
saving  part  of  thi. 
division  is  th< 
Canadian-baseo 
operation  makinj 
small  engines  for  commuter  planes. 

But  even  at  Pratt  &  Whitney  then 
may  be  surprises.  Pratt's  been  expand! 
ing  in  engine  servicing  and  has  just  fin 
ished  a  deal  with  KLM  that  will  add  t« 
this  business.  The  big  seller  in  the  eni 
gine  market  right  now  is  the  CFM-56  (i 
powers  Boeing's  737  and  some  Air 
buses),  which  is  made  by  GE  am 
France's  Snecma.  Expect  ructions  fron 
GE  when  it  learns  that  Pratt  is  about  ti 
make  and  sell  replacement  parts  for  thi 
CFM-56.  The  engineering  work  for  thi 
is  already  completed. 

David  is  rightly  proud  of  his  recor< 
of  not  missing  the  financial  number 
(for  seven  years  and  counting).  And,  £ 
58,  he  says  with  his  chin  stuck  in  you 
face,  "I  am  not  going  any  time  soon." 

Losing  Honeywell  must  have  been 
tough  blow.  But  George  David  isn't  look 
ing  over  his  shoulder  for  a  second. 
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tome  companies  are  really  on  the  ball. 


40L 


POI/I//yv        Some  of  the  world's  most  forward-thinking  companies  have  transformed  their  Web  sites  into  live  meeting 


03     rooms.  They  have  discovered  the  speed,  reliability  and  scalability  of  the  WebEx  Interactive  Network.  Their 


Z^^^jgpjf  Sltes  now  '1um  w^  PeoP^e  conducting  business  right  in  their  browsers,  without  any  hardware  or  software 

changes.  Now  you  can  give  presentations.  Share  software  and  desktops.  Tour  the  Web.  Voice  and  video  conference. 
.  in  real-time.  All  on  the  Web.  Talk  about  ROI.  Isn't  it  time  your  company  got  on  the  ball?  Visit  webex.com  or  call  1-877-50-WebEx 
see  how  great  minds  meet  online. 

I  real  minds  meet  online  at  webex.com 

bEx  and  the  WebEx  logo  are  trademarks  of  WebEx  Communications,  Inc.  ©2000  WebEx  Communications,  Inc.  All  rights 
erved.  All  other  names  and  logos  are  registered  trademarks  of  their  respective  owners. 


We  develop  innovative  pharmaceuticals  for  the  treatment  of  cardiovascular  disease 


So  that  you  only  feel  your  heart  pount 


Every  person  wants  to  enjoy  life  to  the  fullest.  But,  despite  medical  progress,  cardio- 
vascular diseases  are  still  a  major  cause  of  death.  At  Aventis,  one  of  the  world's  leading  pharmaceutical 
companies,  we  provide  important  contributions  toward  the  health  of  the  heart  and  circulatory  system. 
We  offer  a  number  of  highly  effective  therapeutic  drugs  for  the  acute  and  long-term  treatment  of  people 
suffering  from  cardiovascular  disease.  And  our  research  teams  utilize  the  latest  technologies  for  the 
development  of  innovative  pharmaceuticals  which  are  improving  the  life  of  cardiovascular  patients.  So  that 
people  have  better  prospects  for  a  long  life. 

Aventis.  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York  www.aventis.com 
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So  Sew  Me 

Quilting,  sewing  and  embroidery  buffs 
are  taking  up  another  time-honored 
American  pastime:  lawsuits. 


BY  CHANA  R.  SCHOENBERGER 

THE  NEEDLECRAFT  INDUSTRY  IS  ONE  TOUGH  Busi- 
ness these  days.  Take  Gary  Gardner,  who  sells  em- 
broidery-design software  for  a  living.  His  Great  No- 
tions Embroidery  Designs,  a  $12  million  (sales) 
Dallas  company,  saw  business  drop  by  half  last  year 
when  a  renegade  Web  site  run  by  a  small-town  couple  in  Al- 
berta, Ganada  started  posting  Great  Notions'  20,000  sewing 
patterns  online.  Gardner  got  a  provincial  court  to  shut  down 
the  site  and  settled  for  an  undisclosed  sum.  His  lawyers  are 
now  suing  an  800-member  Yahoo  chat  room  group  where 
his  digital  patterns  trade  freely. 

In  the  latest  intellectual  property  battle,  the  sewing  bee  is 
going  to  court.  Home  sewing  is  a  $3.1  billion  industry  in  the 
U.S.,  an  interwoven  pattern  of  quilt  shows,  sewing  machine 
sales  and  grandmas  selling  their  wares  at  church  bazaars.  But  the 
collision  of  handicraft  with  big  money,  computerized  sewing 
machines  and  the  Internet  has  led  inevitably  to  lawsuits. 

Some  needle  buffs  have  begun  posting  copy- 
righted designs  online  on  sewing-themed  Web 
sites  or  e-mailing  the  patterns  to  friends.  The  latest 
generation  of  high-tech  sewing  machines,  selling 
for  a  typical  $5,500,  can  take  those  digital  designs 
and  sew  them  onto  clothing,  pillows  and  the  like. 
They  also  come  with  software  that  can  digitize  any 
scanned  photo  or  hand-drawn  design,  and  down- 
load the  pattern  instantly  to  the  sewing  machine. 
No  wonder  the  New  York-based  Home  Sewing  As- 
sociation last  year  launched  the  Embroidery  Soft- 
ware Protection  Coalition  to  fight  sewing-pattern 
piracy. 

At  last  year's  International  Quilt  Festival,  the 
largest  quilt  show  in  the  country,  with  55,000  at- 
tendees, one  quilt  nut  took  pictures  of  the  show- 
cased quilts  with  her  digital  camera  and  posted 
them  online  on  a  commercial  Web  site  that  sold 
customized  T  shirts  and  tchotchkes  imprinted 
with  the  stolen  images.  The  photo  files  were 
yanked  after  Quilts  Inc.,  the  Houston  company 
that  runs  the  show,  tiireatened  legal  action. 

As  with  Napster  and  the  other  music-exchange 
sites  now  under  fire  from  the  music  industry,  this 
kind  of  file-swapping  of  copyrighted  designs  is  il- 


legal whether  or  not  money  changes  hands.  Gar< 
ner  says  a  full  collection  of  his  designs,  which  wou 
sell  for  $5,000  in  the  industrial  market,  can  be  he 
on  the  Internet  for  $200. 

The  trickier  legal  issue,  however,  is  determh 
ing  what  makes  a  sewing  design  so  distinctive  th 
it  can  be  copyrighted.  That's  the  question  in 
spate  of  recent  lawsuits.  Quilts  often  contain  fo 
patterns,  like  the  double  wedding  ring  and  k 
cabin  quilts  many  Americans  recall  seeing  in  the 
grandparents'  homes.  Those  designs  are  considered  pa 
of  the  public  domain  and  thus  can't  be  copyrighted.  Bi 
Judi  Boisson,  a  Southampton,  N.Y.  quilt  entrepreneur,  h; 
copyrighted  her  version  of  some  of  those  patterns,  the 
turned  around  and  sued  large  retailers  for  copyrigl 
infringement. 

She  argues  that  as  long  as  you  alter  a  color  or  add  a  di 
tinctive  border,  those  public  domain  designs  can  be  cop; 
righted.  Her  lawyer,  Paul  R.  Levenson  of  New  York,  points 1 
a  1991  Supreme  Court  decision  that  suggested  even  a  tel 
phone  book  can  be  copyrighted  if  the  names  are  arrange 
uniquely. 

So  far  this  argument  has  won  at  least  one  case.  In  Febn 
ary  a  New  York  jury  awarded  her  $370,000  from  her  form 
Chinese  manufacturer  and  U.S.  retailers,  including  QVC,  Dai 
ton  Hudson  and  Burlington  Coat  Factory. 

Grandmotherly  quilters  shouldn't  worry.  Levenson  | 
Boisson  is  only  going  after  big  retailers. 
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Where  low  insurance  rates  and  exceptional  service 

come  together. 

With  the  American  Express  Property  Casualty 
companies,  you  can  save  up  to  20%  on  your 
insurance  premiums  and  get  superior  service,  too. 
We  offer  a  full  range  of  insurance  products, 
including  auto,  home  and  umbrella  policies.  We'll 
help  you  choose  the  coverage,  deductibles,  and 
payment  terms  to  meet  your  needs.  And  with 
24-hour  service  by  phone  or  over  the  Web,  we're 
always  available  to  provide  rate  quotes,  answer 
questions  or  assist  with  claims.  Protect  your 
assets  with  insurance  from  the  American  Express 
Property  Casualty  companies.  We  help  you  do  more. 


online  trading  advice  &  planning  insurance  1-800-842-3344  americanexpress.com 


Property/casualty  insurance  is  underwritten  by  AMEX  Assurance  Company  or  IDS  Property  Casualty  Insurance  Company,  both  in  Green  Bay, 
Wisconsin.  American  Express  Financial  Advisors  Inc.  Member  NASD  and  SIPC.  American  Express  Company  is  separate  from  American  Express 
Financial  Advisors  Inc.  and  is  not  a  broker-dealer.  ©2000  American  Express  Financial  Corporation.  All  rights  reserved. 


Backseat  Driver  By  Jerry  Flint 


Confessions  of  a  Car  Dot-Commer 


YOU  LEARN  THE  DARNEDEST  THINGS  RUNNING  AN 
Internet  company.  "As  soon  as  you  see  an  e-mail 
address  that  ends  in  .edu,  you  can  tell  that  it's 
some  kid  at  3  a.m.,  and  he  wants  to  buy  a  Porsche 
for  $5,000  and  thinks  he's  really  being  funny." 
That's  Maryann  Keller,  author,  auto  analyst  and  one  of 
the  smartest  people  I  know.  Until  a  few  weeks  ago  she  was 
president  of  the  automotive  division  of  Priceline.com.  She 
resigned,  saying  she  didn't  think  third-party  car-buying  ser- 
vices over  the  Internet  would  work. 

What  a  change  from  not  too  long  ago,  when  the  smart 
money  viewed  point-and- 
click  as  the  auto  industry's  fu- 
ture. Buyers  hated  dealers  and 
bargaining,  the  Internet  vi- 
sionaries said.  Well,  it  did  not 
work,  and  the  automobile 
dot-coins  are  falling  fast. 

Why?  Many  reasons.  Here, 
in  no  particular  order,  are 
some  from  Keller  that  I  found 
enlightening: 

■  "People  who  buy  airline 
tickets  from  Priceline  typically 
purchase  them  three  to  five 
times  a  year;  hotel  rooms, 
same  thing.  How  often  does 
someone  buy  a  car?  Once 
every  three  to  five  years.  It's 
very  difficult  to  create  a  brand  with  someone  who  is  going  to 
use  your  service  that  infrequently." 

■  Cars  are  sold  more  often  than  they  are  bought.  People  have 
to  be  coached  to  overcome  the  natural  hesitancy  about 
whether  they  are  doing  the  right  thing.  The  dealers  know 
that  when  somebody  says,  "I  gotta  think  about  it,"  half  of 
them  will  not  come  back.  "So,  despite  the  fact  that  this  is  a 
wonderful  technology,  people  do  not  point,  click  and  buy  a 
car.  That  doesn't  happen." 

■  "Companies  that  think  the  Internet  is  somehow  going  to 
change  dieir  market  share  are  out  of  their  minds.  I  don't  care 
how  many  dollars  General  Motors  invests  in  GM  BuyPower. 
It  is  not  going  to  add  one  iota  to  GM's  market  share.  The 
only  thing  that  can  change  an  auto  company's  market  share 
is  product." 

■  What  about  the  idea  that  people  can  search  dealers'  in- 


Auto  analyst 
Maryann  Keller 
once  thought  that 
car-buying  would 
eventually  move 
to  the  Internet. 
Now  she  doesn't 
believe  it  will 
work. 


ventories  around  the  count 
to  find  just  what  they  wa: 
and  thus  somehow  cut  con 
pany  production  cost 
Maybe.  Customers  can  loc 
for  the  car  with  the  color  th< 
want.  But  the  problem  is  th| 
people  tend  to  search  invei 
tories  for  scarce  or  unavai 
able  vehicles,  like  the  1 
Cruiser,  Honda  Odyssey  t 
BMW  X5.  "Everybody  kno\( 
that  if  they  want  a  Honda  Accord,  it's  at  the  dealer,"  si 
says.  No  search  needed. 

In  fact,  what  people  do  online  is  research.  They  alreac 
know  what  kind  of  car  they  want.  They  get  informatio 
sticker  prices,  invoice  (wholesale)  prices;  they  go  to  buyii 
services  to  see  what  they  are  charging  for  the  car.  Peop 
search  the  Internet  to  find  out  what  the  transaction  pric 
are.  They  are  well  prepared  to  bargain.  The  consumer  is  ve: 
educated  today. 

"Before  CarOwner.com  shut  down,  everyone  knew 
couldn't  last  long,"  Keller  says.  "In  the  chat  rooms  they  we 
saying,  'Buy  your  car  quick.  These  guys  can't  stay  in  busines 
They're  selling  it  for  $1,000  under  invoice.' " 

Today  it  seems  that  upstarts  have  plenty  of  trouble 
auto  retailing,  with  or  without  the  pizzazz  of  the  Interne 
The  Web  is  indeed  relevant  to  auto  buying,  but  its  benefi 
belong  to  the  established  automakers  and  dealers  who  s 
up  their  own  sites.  These  people  already  are  spending  hea- 
ily  to  promote  their  brands,  and  the  Internet  amounts  to 
freebie. 

It  will  take  some  time  to  sort  out  this  new  technolog 
Keller  makes  a  strong  point  that  successful  companies  ii 
tegrate  the  Internet  into  their  businesses.  At  the  Doll; 
Thrifty  rent-a-car  chain,  where  Keller  is  a  board  membe 
30%  of  reservations  come  through  Web  sites,  primarily  tl 
company's  own,  Dollar.com.  "The  cost  of  that  reservatic 
is  just  a  few  cents,  versus  the  commission  paid  to  a  trav 
agent,"  she  says. 

That's  what  Keller  means  about  integrating  the  Intern 
into  the  business.  It's  an  amazing  tool,  and  we  haven't  see 
the  end  of  it  yet  in  the  auto  business. 

But  neither  have  we  seen  the  end  of  the  traditional  c 
dealership — far  from  it. 


Jerry  Flint,  a  former  FORBES  Senior  Editor,  has  covered  the  automobile  industry  since  1958. 

Find  past  columns  at  www.forbes.com/flint  or  use  your  -.CueCat  device  on  the  cue  code  (right)  to  take 

you  there  instantly. 
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Hie  Welfare  Surprise 

which  a  finger  is  gleefully  pointed  at  the  legions 
lat  were  passionately  wrong  about  welfare  reform. 


DAN  SELIGMAN 

■OUR  YEARS  AFTER  ENACTMENT  OF 
I  the  Personal  Responsibility  and 
Work  Opportunity  Act  it  is  time 

a  revisit,  for  two  reasons.  One  is  that 
;  evidence  of  welfare  reform's  success 
itinues  to  mount.  Census  data  re- 
sed  in  the  past  few  months  make  it 
ar  that  this  legislation,  defying  the 
tern  in  Washington,  justified  its  title, 
lignificantly  increased  both  personal 
ponsibility  and  migra- 
ns from  welfare  to  work. 

The  other  reason  is  ad- 
ttedly  less  high-minded, 
ing  back  to  the  act,  and 
:  emotional  arguments  it 
Jgered,  will  afford  a  neat 
portunity  to  observe 
tierica's  left-liberal 
nkers  falling  on  their 
:es.  They  were  more  or 
s  unanimous  in  wrongly 
^dieting  that  welfare  re- 
■m  meant  devastation 
■  the  poor — and  espe- 
illy  for  poor  children, 
id,  best  of  all  for  those 
able  to  resist  a  good  ad 
minem  argument,  they 
re  overwhelmingly  cer- 
n  that  the  Republican 
ingress  pushing  the  legis- 
ion  meant  to  harm  poor 
ildren.  Hugh  Price,  pres- 
ent of  the  National 
ban  League:  "It's  almost 
if  Washington  has  decided  to  end  the 
ar  on  Poverty  and  begin  a  war  on 
•or  children."  Sob-sister  syndicated 
lumnist  Ellen  Goodman:  "Now  that 
s  have  repealed  welfare,  I  have  a  mod- 
:  proposal.  Let's  go  all  the  way  and  re- 
ind  childhood."  In  1995-96,  when 
ssions  about  the  issue  were  peaking, 
ixis  shows  295  articles  with  "welfare 
form"  juxtaposed  with  "mean-spir- 


ited"—  as  in  veteran  New  York  Con- 
gressman Charles  Rangel's  characteri- 
zation of  the  reform  as  "the  most  radi- 
cal and  mean-spirited  attack  against  the 
poor  that  I  have  witnessed  during  my 
service  in  government." 

The  term  "welfare  reform"  has  had 
many  meanings  over  the  years.  At  one 
time  or  another  those  words  have  been 
applied  to  programs  designed  to  in- 
crease benefits,  to  go  after  deadbeat 


dads,  to  do  something  about  job  train- 
ing. But  the  reforms  introduced  by  the 
Republican  Congress  in  1995  were  pro- 
pelled by  a  distinctively  different  logic. 
The  main  problem,  the  reformers  kept 
saying,  was  the  cycle  of  hopeless  depen- 
dency into  which  so  many  young  un- 
married women  with  children  had 
been  drawn,  with  disastrous  results  for 
their  own  lives.  And  the  way  to  break 


the  cycle  was  to  phase  out  the  op- 
tion of  signing  up  for  any  such 
life.  So  the  reformers  abolished 
the  federal  Aid  to  Families  with 
Dependent  Children  program 
and  required  able-bodied  welfare 
recipients  to  find  jobs  within  two 
years.  Working  with  these  guide- 
lines, the  states  were  given  federal  block 
grants  and  told  to  design  their  own 
programs. 

One  influence  on  the  federal  law- 
makers was  the  evident  success  of  sev- 
eral states  that  had  embraced  some  such 
laws — especially  Wisconsin,  where  wel- 
fare rolls  were  down  and  more  and 
more  former  recipients  had  far  higher 
incomes  than  their  benefits  had  pro- 
vided. Wisconsin's  success  was  such  that 
its  governor,  Tommy 
Thompson,  might  well  have 
been  Bob  Dole's  vice  presi- 
dential nominee  if  he 
hadn't  been  another  Mid- 
westerner.  As  the  1996  Pres- 
idential campaign  heated 
up,  both  Bill  Clinton  and 
Bob  Dole  were  spending 
time  in  Wisconsin  to  adver- 
tise their  support  for 
Thompson's  program. 

Clinton's  decision  to 
spring  for  the  reform  pack- 
age that  year  was  particu- 
larly galling  to  welfare  fans 
who  saw  the  decision — and 
in  this  at  least  they  were  cer- 
tainly correct — as  an  un- 
principled surrender  to  vote 
calculations.  Dick  Morris, 
the  political  consultant, 
warned  Clinton  that  he 
dare  not  veto  yet  another 
Republican  welfare  bill.  (He 
had  earlier  vetoed  two  of 
them.)  The  fact  that  Morris  was  soon  af- 
terward caught  in  foot- fetish  mode  with 
a  prostitute  seemed  to  opponents  of  the 
reform  an  apt  symbol  of  the  corruption 
enveloping  the  law.  Utterly  ignored  in 
their  analysis  was  the  possibility  that 
Clinton  had  embraced  a  good  idea  for  a 
bad  reason. 

In  any  case,  they  felt  betrayed.  On 
Aug.  22, 1996,  the  day  the  bill  was  signed, 
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Escape 


Indulge 


The  isolated  and  luxurious  Pangkor 
Laut  Estates  at  Marina  Bay  -  nestled 
on  the  private  island  of  Pangkor  Laut 

off  the  West  coast  of  Peninsular 
Malaysia  -  beckon  you  to  experience 
the  serenity  and  exoticism  of  South- 

East  Asia's  past.  Each  of  the  lush 
compound's  nine  elegantly  appointed 

estates  harken  back  to  a  time  of 
contemplative  simplicity  and  opulent 
tranquility.  Located  in  a  2-million- 
year-old  rainforest  with  top  diving 
and  superb  cuisine,  this  tropical 
haven  has  served  as  a  paradise 
away  from  home  to  such  travel 
connoisseurs  as  Luciano  Pavarotti 
and  Jodie  Foster. 

Pangkor  Laut  Estates 

at  Marina  Eay 

For  information  about  the  serenity  and 
value  of  Marina  Bay,  call  0 1 1  -605-699- 1 100 

OR  TOLL  FREE  IN  THE  us.  877-757-5288 

e-mail:  mari nabay.y tlhp @ y tl .com.my 
www.marinabayestates.com 


WELFARE  REFORM 

Patricia  Ireland,  head  of 
the  National  Organiza- 
tion for  Women,  an- 
nounced that  (gasp!)  she 
could  no  longer  support 
Clinton  in  the  coming 
election.  Also  standing 
on  principle  was  Wen- 
dell E.  Primus,  a  deputy 
assistant  secretary  at  the 
Department  of  Health  & 
Human  Services,  who 
said  he  had  no  choice 
but  to  resign,  because  "to 
remain  would  be  to  dis- 
own all  the  analysis  my 
office  has  produced  re- 
garding the  impact  of 
the  bill." 

It  was  true:  HHS  had 
fearlessly  forecast  disas- 
ter. In  an  evident  effort 
to  forestall  support  by 
Clinton  for  a  1995  ver- 
sion of  the  bill,  the  de- 
partment prepared  a  "confidential 
analysis" — which  was  naturally  leaked 
to  sympathetic  journalists — predicting 
that  the  legislation  would  increase  the 
child-poverty  rate  by  11%. 

Similar  forecasts  were  easy  to  find  in 
1996  as  momentum  for  the  bill  increased. 
In  July  the  Urban  Institute  said  the  pend- 
ing legislation  would  increase  the  child- 
poverty  rate  by  more  than  10%.  Isabel 
Sawhill,  a  former  Clinton  Administration 


The  Liberals  Were  Wrong 

They  were  sure  that  the  1996  welfare  reform  act 
would  swell  the  ranks  of  the  poor,  especially  poor 
children— the  opposite  of  what  happened. 


Against  Reform 

More  voices  on  the  enormously  successful  welfa 
reform  act: 

"Anti-poor,  anti-immigrants,  anti-women  and  anti-ch 
dren. "— AFL-CIO  President  John  Sweeney 
"This  is  not  reform,  it  is  punishment."— New  Yo 
Times  editorial 

"An  obscene  act  of  social  regression.  "—Senator  Dani 
Patrick  Moynihan 

"Calling  the ...  legislation  'welfare  reform'  is  like  callii 
ketchup  a  vegetable."—  Marian  Wright  Edelma 
president  of  the  Children's  Defense  Fund 
"Ingeniously  sadistic."—  social  critic  Barbara  Ehrei 
reich,  in  a  speech  accepting  an  award  from  the  Amei 
can  Humanist  Association 

"If  this  bill  is  enacted  into  law,  it  will  increase  chi 
poverty  more  than  any  other  piece  of  legislation  ei 
acted  in  decades."— Robert  Greenstein,  director  of  tl 
Center  on  Budget  &  Policy  Priorities 
"Shame!  Shame!  Shame!"—  chanted  by  a  crowd  ou 
side  the  White  House  on  the  day  Clinton  signed  tr 
1996  welfare  reform  bill.  —  D. 


Percentage  of  Americans 
below  poverty  level 


Under  age  18  (%) 

20.8  20  5 

5  19.9 

18.9 


All  ages  (%) 

118  137  133 


12.7 


11.8 


SL 


Source:  U.S.  Census  Bureau. 


official  who  had  become  a  senior  analy 
at  the  Urban  Institute,  said  it  had  unde 
taken  this  new  study  because  the  Ac 
ministration  itself  was  no  longer  inte: 
ested  in  grappling  with  the  figures. 

As  is  crisply  delineated  in  the  cha 
below,  they  were  all  sensationally  wroru 
Overall  poverty  rates  have  declined  i 
every  year  since  the  legislation  w; 
passed,  and  the  child-poverty  rate  has  dl 
clined  even  more  rapidly  (from  20.8% 
1995  to  16.9%  in  1999).  Tl 

  economic  boom  obvious! 

played  a  part  in  these  decline 
but  note  two  critical  poinl 
The  critics  of  welfare  refer 
were  not  resting  their  case  ( 
an  impending  recessio 
which  in  any  case  w 
nowhere  in  sight.  During  ti 
prior  economic  boom  in  t 
1980s  the  child-  poverty  r< 
scarcely  moved  at  all.  As  u 
employment  fell  steadily  fro 
1984  to  1989,  child  poverty  i 
mained  stuck  around  20( 
The  logic  of  the  1996  £ 
clearly  made  a  difference,  ai 
the  act's  critics  were  hug* 
wrong. 


16.9 
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A  dynamic  network  is  how  business  manages  change.  . 

You  are  now  able  to  link  your  internal  systems  and  your  automated  business 
processes  across  the  Internet  with  customers,  vendors/and  partners.  And  in 
turn,  with  these  businesses'  customers,  vendors,  and  partners.  This  is  how 
businesses  manage  change—  a  dynamic  network,  a  limitless  network  of  business 
connections,  all  powered  by  the  ebusiness  platform  from  Vitria. Vitria.com 


VITRIA 


At  Pfizer,  we're  determined  to  find  the  cures 
of  the  future.  A  cure  for  your  father's  Alzheimer's, 
your  sister's  heart  disease,  your  best  friend's  diabetes. 
A  cure  for  the  ailments  that  touch  all  our  families. 
To  help  create  this  better  world,  we  decided  to 
create  an  even  better  company.  At  the  newly 
^  expanded  Pfizer,  we  have  the  largest 

pharmaceutical  research  team  in 
the  world,  with  a  scientific  staff  of 
12,000  dedicated  people  looking  for 
solutions  to  age-old  problems. 
This  year  we're  spending  approximately 
$4.5  billion  searching  for  new  cures,  and 
in  the  coming  years  we'll  invest  even  more. 
We're  now  poised  to  do  more  for  human  health 
than  any  other  pharmaceutical  company  in  history. 

At  Pfizer,  our  company  has  changed, 
but  our  mission  hasn't. 


oo 


Life  is  our  life's  work. 


www.pfizer.com 


The  weird  thing  about  sports:  A  little  financial  collusion  can  make  a  game 
more  competitive  on  the  playing  field.  At  least,  it  worked  in  college  football 


BY  DANIEL  KRUGER 

FOR  MOST  OF  THE  104  YEARS  OF  THE 
football  "civil  war"  between  the  Ore- 
gon State  University  Beavers  and  the 
University  of  Oregon  Ducks,  it  was  not 
much  remarked  upon  outside  the  North- 
west. And  why  should  it  have  been?  Since 
the  1960s  little  has  been  at  stake  besides 
school  pride. 

But  this  year  was  different.  Both 
teams  entered  the  November  game  with 
9-1  records  and  postseason  bowl 
invitations  hanging  in  the  bal- 
ance. For  the  first  time  the  old  ri- 
valry was  important  enough  to 
snare  front-page  ink  in  USA  Today 
and  merit  a  national  broadcast  by 
ABC  TV  in  a  slot  usually  reserved 
for  UCLA  versus  USC. 

Who  gets  credit  for  this  turn- 
around? Bean  counters.  The  cost 
of  football  scholarships  was  get- 
ting out  of  hand,  so  colleges  con- 
spired to  cut  them  back.  A  dozen 


years  ago  they  pushed  through  a  National 
Collegiate  Athletic  Association  rule  that 
gradually  lowered  the  number  of  foot- 
ball scholarships  that  any  one  college  can 
offer,  from  105  under  the  previous  rule  to 
85  for  the  1 995  season.  That's  still  a  gen- 
erous allotment — only  about  40  players 
typically  see  much  action  in  a  game. 

If  grain  traders  rig  the  price  of  lysine 
they  can  go  to  jail.  But  universities  can 
legally  set  the  price  of  programs  by  col- 


luding on  the  rules  for  scholarships.  Re: 
son:  It's  all  in  a  good  cause.  In  1984  tl 
U.S.  Supreme  Court  ruled  against  tl 
NCAA's  restrictions  on  TV  broadcasts,  b 
didn't  extend  the  injunction  to  cov 
rules  relating  to  athletes  at  the  schools 
Apart  from  saving  money  for  the  cc 
leges,  the  NCAA  rule  on  football  schola 
ships  had  a  nice  side  effect  on  the  game 
It  made  them  more  competitive.  "Then 
no  question  in  my  mind  that  that's  wl 
there's  so  much  parity  in  colle 
football,"  says  Oregon  Sta 
coach  Dennis  Erickson,  who 
career  spans  the  period. 

It's  true  that  the  top 
teams  in  college  football  tr 
season  include  a  lot  of  famili 
names:  Florida  State,  Not 
Dame,  Nebraska  and  Aubur 
But  as  you  go  deeper  down  in 
conference  standings  and  tj 
scores  of  individual  games,  ii 
clear  that  the  game  is  far  mc 
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Is  your  portfolio  rcadly^  \ 
for  the  next  level  of  J 
investment  management? 


flanage  Your 
'ortfolio  with 
'rudential 

Investment 
planning 

Protection 
strategies 

Real  estate 
solutions 

Tax 

strategies 

Estate 
planning 


It's  a  question  many  successful  investors  will  face.  Because  the  more  a 
portfolio  grows,  the  more  demanding  and  nerve-wracking  it  is  to  manage. 
Talk  to  Prudential  about  professional  investment  management  services 
designed  to  make  managing  a  sizable  portfolio  easier. 


The  unique  advantages  of  a  fee-based 

advisor.  Whether  you're  looking  for  new 
ideas,  second  opinions  or  full-time  portfolio 
management,  a  highly  skilled,  fee-based 
advisor  can  offer  the  objective  perspective  and 
consistent  oversight  you  need  to  help  manage 
your  portfolio  for  growth  and  preservation. 

A  systematic  approach  to  asset 
allocation.  After  a  thorough  analysis  of  your 
investment  profile,  risk  tolerance,  and  time 
horizon,  a  Prudential  professional  will  use  state- 
of-the-art  planning  tools  and  quantitative  models 
to  determine  your  optimal  asset  allocation.  Then, 
through  ongoing  performance  monitoring,  we'll 
help  make  sure  your  portfolio  stays  on  track 
to  meet  your  long-term  goals. 


Only  the  top  names  in  asset  manage- 
ment. Prudential  continuously  screens  the 
asset  management  universe  to  bring  you 
best-in-class  providers.  Our  investment 
experts  evaluate  each  selection  for  style 
consistency,  risk-adjusted  performance  and 
overall  management  quality. 

Call  today  for  more  information.  Learn 
more  about  our  range  of  asset  management 
services  and  find  a  financial  advisor  near 
you.  Be  sure  to  ask  for  our  free  brochure, 
Managing  Your  Wealth. 

1-800-THE-ROCK  ext.  8428 
or  visit  us  at:  prudential. com 


(»  Prudential 


ie  Prudential  Insurance  Company  of  America.  ALL  RIGHTS  RESERVED.  Shares  of  the  Fund  are  distributed  by  Prudential  Investment  Management  Services  LLC.  Prudential  Investment  Management  Services  LLC 
PC),  100  Mulberry  Street,  Gateway  Center  Three,  is  a  wholly  owned  subsidiary  of  The  Prudential  Insurance  Company  of  America,  751  Broad  Street,  Newark,  NJ  07102-3777.  Equal  Housing  Opportunity.  t=H 
fentia!  nor  its  soles  professionals  render  legal  or  tax  advice.  Securities  products  and  services  are  offered  through  Prudential  Securities  Incorporated,  199  Water  Street,  New  York,  NY  10292,  member  SIPC, 
•ecurities  Corporation,  member  SIPC,  subsidiaries  of  The  Prudential  Insurance  Company  of  America,  751  Broad  Street,  Newark,  NJ. 
il8-A055924 


WHICH  IS  FASTER, 
YOUR  ASAP  OR 
YOUR  COMPETITION'S? 

As   a   fractional  owner  of  a   Learjet?  or 
Challenger®  business  jet,  modern  CEOs  are  able 
to  respond  with  speed  and  spontaneity  due 
to  less  congested  airfields  and  personalized 
scheduling  built  around  their  specific  business 
needs.  We  offer  the  most  complete  range  of 
latest  technology  aircraft  available  today.  So 
while  there  may  be  other  options  to  Flexjet, 
there  can  only  be  one  choice.  Flexjet.  For  more 
information  on  the  many  affordable  benefits  of 
fractional  ownership  and  our  unprecedented 
level  of  personal  service  and  attention  to  detail, 
call  1-800-FLEXJET. 


COLLEGE  FOOTBALL 


wwwJIexjet.  com 


FLEXJET 

we  build  the  aircraft 


BOMBARDIER 

AEROSPACE 


Call  for 
current  yields 


General  money  funds 


Looking  to  enhance  the 
»sh  portion  of  your  portfolio? 
Try  Zurich  YieldWise  Funds. 

With  over  1 00  years  or  combined  experience,  the 
Zurich  YieldWise  management  team  simpiv 
does  it  better.  Seeking  high  current  yields  while 
keeping  expenses  low. .  .and  without  sacrificing 
stability. .  .is  always  in  style. 

Call  toll-free  now: 

1-888-523-4144  ext.  672 

Yield  shown  is  the  average  annualized  net  investment  income 
per  share  for  the  7  days  ended  11/1 7/00. 
Past  performance  is  no  guarantee  of  future  results.  Past  results 
were  improved  by  fee  waivers.  The  advisor  is  waiving  expens- 
es of  .39%  for  Zurich  YieldWise  Government  Money  Fund. 
Otherwise,  the  respective  yield  would  have  been  6.03%.  A 
money  market  fund  investment  is  not  insured  or  guaranteed  by 
the  Federal  Deposit  Insurance  Corporation  or  any  other  gov- 
ernment agency.  Although  these  funds  seek  to  preserve  your 
investment  at  S1 .00  per  share,  it  is  possible  to  lose  money. 
For  more  complete  information,  including  management  fees 
and  expenses,  call  Kemper  Distributors,  Inc.  for  a  free  prospec- 
tus kit.  Please  read  it  carefully  before  you  invest  or  send  money. 
www.zurichfunds.com 
1105750  (3/21/00) 


125  years  of  history, 
managing  over 
$435  billion  globally. 


ZURICH 


even  than  it  was  a  decade  ago  (see  cha 
p.  102). 

The  effect  of  the  lower  NCAA  ceil 
has  been  "to  help  spread  the  play 
around,"  says  Andrew  Zimbalist,  an  ei 
nomics  professor  at  Smith  College  w 
studies  athletics.  Now  second-tier  fo 
ball  schools  can  be  financially  compi 
tive  when  recruiting  a  high  sch< 
player — and  can  remind  him  that  if 
goes  to  a  bigger  school  he  may  spend  a 
of  time  on  the  bench.  "Notre  Dame  \ 
have  a  harder  time  getting  the  next  gr 
tailback,"  Zimbalist  says.  Certainly 
next  two  backs. 

Look  around  the  country  and  yo 
see  many  programs  that  once  were  do 
mats  in  their  conferences — Northwt 
ern,  Texas  Christian,  the  University 
South  Carolina — getting  bowl  ga: 
berths.  On  the  other  side  of  the  coin  t( 
perennial  winners  Penn  State,  Alaba 
and  USC  will  end  this  year  with  mi 
losses  than  wins.  With  talent  spre 
evenly,  a  few  key  players  or  a  new  co; 
can  tip  the  scales. 

That's  what  happened  at  Oreg 
State  with  Erickson,  whose  coaching  1 
tory  includes  the  1989  and  1991  natio 
championships  with  the  University 
Miami  (Fla.).  He  joined  the  Beavers 
1999  and  immediately  led  the  team  to 
first  winning  season  since  1971. 

The  financial  commitment  I 
school  had  to  make  to  lure  him  to  1 
feckless  program  was  relatively  sm; 
The  school  made  a  ten-year  nami 
rights  agreement  to  its  35,000-si 
stadium  for  $5  million  with  lo 
processed-food  magnate  and  OSU  gi 
Alvin  Reser.  That  was  enough  to  st 
financing  the  $9  million  training  facil 
Erickson  said  he  needed.  OSU  admit 
trators  like  the  football  program  at 
current  scale  and  have  no  plans,  for 
stance,  to  build  a  70,000-seat  stadii 
or  to  aim  for  perennial-champ  status 
don't  think  we  have  aspirations  to  b 
powerhouse  year  after  year,"  s) 
school  President  Paul  Risser.  "I  want 
to  be  in  the  top  third  and  win 
league  occasionally." 

Spirits  are  soaring  in  Corvallis  (p 
51,000),  OSU's  home.  When  athletic 
rector  Mitch  Barnhart  arrived  from 
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Dominance  in  Decline 


Greater  competitiveness  in  college  football  since  1990  means  the  Granddaddy  of  bowl  games  is  hosting  a  wider  variety  of 
teams  in  Pasadena.  Meantime,  conference  games  in  the  Pacific  10  have  gotten  closer  since  the  scholarship  cap  was  lowered. 


Frequency  with  which  USC  and  UCLA  represented  the 
Btg  10  Conference  in  the  Rose  Bowl 


1-2000 


USC  UCLA 


University  of  Tennessee,  a  longtime 
power,  he  noticed  OSU  students  had  es- 
chewed the  school  colors  for  those  of 
Notre  Dame  and  Georgetown  University 
duds.  Now  kids  are  awash  in  orange  and 
black  clothes,  face  paint  and  hair  dye. 

Shops  in  town  used  to  keep  Beaver 
colors  out  of  their  windows  because  they 


Frequency  with  which  Michigan  and  Ohio  State 
represented  the  Big  10  Conference  in  the  Rose  Bowl 


Michigan    Ohio  State 

didn't  sell,  says  Robert  Burton,  proprietor 
of  Burton's  Restaurant  for  33  years.  "We 
couldn't  sell  anything  with  orange  on  it," 
he  says.  For  the  civil  war  game  Burton 
says  he  used  to  have  to  resort  to  gimmicks 
like  featuring  duck  on  the  menu  (Oregon 
rejuvenated  its  program  earlier,  going  to 
the  Rose  Bowl  in  1995).  But  this  year  din- 


Average  score  of  a  Pac-10  game 
33 


winners  losers  ■     I  winners  losers 
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Source:  Pac-10  Conference. 

ers  were  chewing  over  the  game  instea 
OSU  won,  23-13,  likely  ensuring  a  Ne 
Year's  Day  bowl  invitation. 

Cartels  are  usually  evil,  but  spor 
present  a  special  case.  It's  no  fun  watel 
ing  a  lopsided  game.  Now  if  we  could  ju 
get  the  Yanks  to  stop  monopolizing  tl 
World  Series. 


All  Over  the  Map 

Cable  pioneers  like  John  Rigas  have  always 
had  to  tangle  with  banks  and  regulators. 
Now  they  have  another  worry:  competitors. 


BY  NATHAN  VARDI 

JOHN  RIGAS  NEVER  TOOK  THE  TIME 
to  eat  his  76th-birthday  cake.  The 
patriarch  of  one  of  the  last  family- 
run  cable  dynasties  wanted  to  catch  the 
hockey  match  featuring  his  Buffalo 
Sabres,  taking  place  outside  his  arena 
suite.  As  the  scoreboard  screen  followed 
him  to  his  game  seat,  1 5,000  fans  joined 
in  wishing  the  owner  well. 

Rigas  himself  was  cautious  in  his  cel- 
ebrating at  dinner  earlier.  "When  I  think 
of  my  last  years,  one  word  comes  to 
mind,"  he  said.  "Survival." 

Rigas  wasn't  talking  about  his  health, 
although  he's  rebounded  from  triple-by- 
pass surgery  last  year  and  only  skips  the 
office  occasionally  for  treatment  at  the 
Mayo  Clinic.  Rather,  what  he  had  in 
mind  was  his  company,  Adelphia  Com- 
munications, now  the  nation's  sixth- 
largest  cable  concern.  Like  others,  it  has 


been  stretching  for  size:  Industry  consol- 
idation has  pushed  out  many  of  the  pio- 
neering families  and  left  only  ten  com- 
panies to  serve  nearly  90%  of  the 
country's  subscribers. 

The  price  has  been  a  huge  debt:  $10 
billion,  which  is  a  lot  for  a  $2.9  billion 
(expected  2000  revenues)  company.  It's 


►  By  the  Numbers 


Playing  the  Averages 

Adelphia  hopes  one-time  costs  will  be 
offset  by  luring  viewers  to  go  upscale. 

The  average  Adelphia 
spent  to  acquire  a  new  subscriber. 

spent  per  subscriber  on 
things  like  upgrades  so  far  this  year. 

The  average  monthly  cable 
rate  paid  by  each  subscriber. 

Source:  Adelphia  Communications. 


also  a  high  eight  times  operating  incon 
(net  before  depreciation,  interest  ar 
taxes).  This  ratio  is  20%  above  the  ave 
age  for  the  sector,  and  growing.  One  re 
son  is  that  equity  is  an  especially  hard  s« 
for  Rigas  and  his  three  sons,  who  ho 
30%  of  Adelphia.  Investors  are  hesita: 
to  bet  on  a  company  based  in  a  town  tb 
can't  find  on  a  map  (Coudersport,  Pi 
pop.  3,000)  and  controlled  by  a  fami 
they  know  little  about. 

Nonetheless,  Adelphia  shelled  out  $ 
billion  to  triple  in  size  in  three  years,  wii 
5.4  million  subscribers  clustered  in  six  i 
gions  ranging  from  Los  Angeles  to  Ne 
England.  Its  most  audacious  purcha: 
$5.2  billion  in  cash  and  stock  for  Leona 
Tow's  Century  Communications.  (Tc 
now  has  17%  of  Adelphia.) 

Players  like  AT&T  and  Microsoft  c 
founder  Paul  Allen  have  spent  billions 
acquire  cable  properties,  hoping  tha 
shift  to  digital  will  allow  them  to  sel 
bundle  of  video,  Internet  and  phone  s< 
vices,  raising  revenue  per  subscriber 
an  average  of  $100  a  month  from  $< 
Adelphia  might  hope  for  the  same,  t 
subscribers  it  bought  for  as  much 
$6,000  each  have  other  options.  Satell 
companies  like  Hughes  Electronics  ai 
EchoStar  Communications  are  e 
croaching  on  cable's  territory,  carryi 


NetJets: 
For  People 
Who  Value  Experience 
Choice  and  Time. 


ence  Counts 

;  Executive  Jet,  Inc.  introduced  the 
fractional  aircraft  ownership  program, 
onizing  business  aviation  and  making 
affordable  than  ever  before.  This  year, 
■  more  than  180,000  flights  to  over  90 
:s  to  support  our  NetJets  fractional 
owners.  You  buy  only  what  you  need 
your  transportation  requirements, 
ility,  costs  and  a  buyback  of  your  asset 
ranteed. 

s  Matter 

offers  12  different  types  of  the  world's 
afest  and  most  reliable  light,  midsize  and 
bin  aircraft  to  meet  our  owners'  varying 


needs.  In  2000,  we  will  operate  over  330  aircraft 
to  support  our  NetJets  owners.  Since  1997, 
NetJets  has  ordered  40%  of  the  world's  business 
jets  (over  600  aircraft  worth  $13  billion). 

Time  Counts 

NetJets  owners  gain  time  and  efficiency  while 
balancing  their  business  and  personal  lives. 
NetJets  programs  are  available  in  the  U.S., 
Europe  and  the  Middle  East.  Owners  can  fly  in 
any  NetJets  program  on  an  interchange  basis 
without  having  to  purchase  additional  shares. 

The  Industry  Leader 

Since  1963,  we  have  gained  more  corporate 
aviation  experience  than  any  other  company. 
With  the  most  advanced  management  software 


system  in  corporate  aviation,  NetJets  provides 
you  with  the  world's  most  personalized  service. 
Benefit  from  our  experience...  have  more  aircraft 
choices...  and  gain  valuable  time.  Choose  NetJets 
and  find  out  how  affordable  the  ultimate  in 
business  and  personal  transportation  can  be. 

1-800-821-2299 

www.netjets.com 

NetJets^. 


The  pioneer  and  worldwide  leader  in 
fractional  aircraft  ownership.1"' 

Executive  Jet  is  a  Berkshire  Hathaway  Company 


Wants  the  entire  company 
to  move  to  e-Business. 


SmartForce"  e-Learning  transforms  your  company  by  transforming  your  peo\ 

Smart  business  leaders .  know  that  moving  an  entire  enterprise  to  advantage.  Enter  SmartForce"  e-Learning.  It's  the  only  e-Learning  pic 
e-Business  takes  more  than  an  investment  in  technology.  It  takes  an  that  cross-trains  all  your  people  in  e-Technology  and  e-Business.  \ 
investment  in  people,  so  they  can  use  technology  to  gain  a  competitive     means  everyone  from  the  board  room  to  the  boiler  room  will  under 


ADELPHIA  COMMUNICATIONS 


hundreds  of  channels,  including  local  of- 
ferings, with  digital-quality  picture  and 
sound.  Meantime,  local  phone  compa- 
nies are  starting  to  sell  high-speed  Inter- 
net access  through  digital  subscriber  lines. 

Adelphia  borrowed  half  of  what  it 
needed  for  the  acquisition  binge.  In- 
vestors, who  have  punished  the  cable  in- 
dustry in  general  for  its  delayed  rollout 
of  new  services,  have  thrashed  Adelphia 
in  particular.  The  stock  is  off  57%  this 
year  to  a  recent  $28.  Adelphia's  debt,  al- 
ready in  junk  territory,  was  downgraded 
another  notch  in  August  by  Moody's.  Its 
ten-year  bonds,  which  were  trading  at 
lower  yields  than  Paul  Allen's  Charter 
Communications'  debt  six  months  ago, 
now  yield  some  300  basis  points  more. 

Rigas  is  used  to  owing  money.  He 
started  in  1952  by  borrowing  $10,000, 
mosdy  from  his  Greek-immigrant  father, 
to  buy  the  Coudersport  movie  theater. 
Shortly  after,  small  towns  in  Pennsylvania 
started  bringing  in  television  by  wire, 
which  Rigas  realized  would  cost  him  box- 
office  receipts.  So  he  bought  the  local 
cable  franchise  for  $300  and  started  bor- 
rowing and  building.  Says  Rigas,  "The 
debt  keeps  getting  bigger  and  bigger." 

Indeed,  now  the  debt 
is  ballooning  again,  not 
just  to  make  acquisitions 
but  because  of  costly  up- 
grades. Even  as  it  now 
loses  customers  when  it 
doesn't  produce  results, 
Adelphia,  like  all  cable 

companies,  is  finding  that    crusaae.  we  can  make  it  without  it. 

to  offer  new  services  it 
must  replace  more  coaxial  cable  than  ex- 
pected with  bigger  and  cleaner  fiber  lines 
to  serve  as  the  trunk  of  its  networks. 
Where  it  was  thought  one  fiber  line 
could  serve  1 ,000  homes,  now  it  will  take 
two,  if  not  three. 

The  result:  Adelphia's  capital  spend- 
ing quintupled  in  the  first  nine  months 
of  this  year  to  $854  million.  "It  is  an 
overused  term,  but  right  now  it's  all  about 
execution,"  says  Timothy  Rigas,  second- 
oldest  son  and  the  man  running  the  com- 
pany day  to  day.  "The  trick  financially  is  to 
make  sure  we  have  the  funding." 

Tim  Rigas  was  the  only  son  not  to 
heed  his  father's  insistence  on  going  to 
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law  school.  Back  then  rate  and  franchise 
regulation  was  a  bigger  issue  in  cable  than 
finance  and  marketing.  Regulation  still 
matters,  but  managing  the  enterprise 
takes  other  skills. 

Take  Adelphia  Business  Solutions,  a 
Nasdaq-listed  competitive  local  exchange 
carrier,  in  which  Adelphia  Communica- 
tions has  a  60%  stake.  Run  by  the 
youngest  Rigas  son,  James,  ABS  provides 
telephone  services  to  business  customers 
and  was  a  telecom  highflier  before  its 
stock  tumbled  92%  this  year  to  $4. 

It  has  built  a  quality  telecom  network 
on  the  cheap  by  digging  up  the  street  and 
laying  fiber  to- 
gether with  its 
parent.  But  when 
it  took  ABS  too 
long  to  expand  its 
network  into  re- 
gions where  the 
parent  wasn't 
present,  it  started 
renting  access  to 
networks  that  be- 
longed to  telcos 
already  in  those 
markets  at  a  slim 


Rigas  has  long 
refused  to 

carry  pornography.  "It's  not  a  moral 


discount  and  reselling  to  customers,  often 
at  a  loss.  The  Rigases  stubbornly  refuse  to 
retreat  from  this  strategy,  fearful  poten- 
tial customers  could  be  lost  forever.  Adel- 
phia Communications  has  been  left  to 
foot  the  bill,  committing  $450  million 
(volunteered  on  the  parent's  balance 
sheet,  but  not  applicable  to  its  debt  ratios) 
to  help  keep  the  telephone  unit  afloat 
until  the  summer  of  2001. 

Add  to  this  exposure  an  independent 
streak  that  can  make  Wall  Street  nervous. 
The  Rigas  family  chose  to  develop  its  own 
Internet  service  provider,  Power  Link, 
rather  than  align  on  services  such  as 
AtHome  or  Road  Runner. 

Dffl 


"The  Rigases  march  to  their  owr 
drummers  in  almost  everything  the) 
do,"  says  Oren  Cohen,  the  high-yiek 
media  analyst  at  Merrill  Lynch. 

Just  ask  the  1.2  million  subscriber; 
in  Los  Angeles  who  got  a  notice  thai 
Adelphia,  which  had  recently  acquirec 
the  cable  lines  running  into  theii 
homes,  was  pulling  the  Spice  sex  chan 
nel  from  its  system  and  replacing  i 
with  the  Health  Network.  John  Riga; 
has  long  refused  to  carry  pornograph) 
even  if  he  loses  customers  by  not.  "It'; 
not  a  moral  crusade,"  he  says.  "But  w< 
can  make  a  good  living  without  it." 

What's  offensive  tc 
Wall  Street  are  th< 
family's  private  part- 
nerships. The  com 
pany  uses  them  to  buj 
cable  properties  along- 
side its  Adelphia  asset 
without  increasing 
debt  on  the  public 
books.  Even  the  Sabre 
are  leveraged,  with  th< 
third  highest  debt-to- 
value  ratio  in  the  Na- 
tional Hockey  League 
(FORBES,  Dec.  11). 

The  company's  en 
clave  in  Coudersport 
100  miles  from  thj 
nearest  sizable  airport 
in  Buffalo,  hasn't  mad 
it  easy  to  tap  the  capita 
markets  during  thi 
credit  crunch  eithe 
(though  there's  a  pri 
vate  Rigas  phone  in  most  of  the  town' 
13  restaurants  in  case  a  banker  does  call} 
Tim  Rigas  can  sell.  He  has  persuadei 
523,000  subscribers  to  pay  $55  a  montl 
for  his  digital  system,  some  of  them  b1 
moving  premium  movie  channels  exclu 
sively  to  digital.  Can  he  make  money 
Losses  in  the  first  nine  months  of  thi 
year  increased  to  $347  million  fror 
$154  million  a  year  ago.  "Net  income? 
he  repeats  an  inquiry.  "We  haven't  see 
it  in  the  history  of  the  industry,  mostl 
because  there  is  always  a  new  technolog 
that  people  are  willing  to  reinvest  in."  . 

The  price  of  survival,  it  seem: 
keeps  going  up.  I 
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BY  PETER  BRIMELOW 


Too  Much  Homework? 

Will  loading  on  the  school  assignments  boost  test  scores?  Doubtful. 


625 


Eighth  graders'  average  math  scores 

Japan's  overall  math  score 


Japan 
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iUREAUCRATS  THROW  MONEY  AT  A  PROBLEM.  TEACHERS  THROV 
.homework  assignments  at  their  students.  If  nothing  else,  heav; 
'homework  punishes  those  pesky  parents  who  are  upset  with  the  dis 
appointing  performance  of  schools.  Homework  absolutely  requires  parents'  participa 
tion:  It  now  starts  when  children  are  really  young.  As  of  1996  one  in  six  fourth  graders  wai 
doing  more  than  an  hour  of  homework  every  night. 

The  educational  value  of  homework  is  questionable.  Our  chart  reflects  an  international  phenom 
enon:  The  heavier  the  homework,  the  poorer  the  test  performance.  Japan  is  only  a  weak  exception  to  th 
rule.  This  may  be,  of  course,  not  cause  and  effect  but  the  reverse:  A  heavy  load  may  be  a  futile  effort  by  th 
teacher  to  rescue  weak  students.  But  either  way,  homework  may  have  reached  a  point  of  diminishing  re 
turns.  Perhaps  surprisingly,  U.S.  students  are  already  working  almost  as  hard  as  Asians:  24%  of  eightl 
graders  do  more  than  three  hours  of  homework  a  night  versus  28%  in  Japan — and  only  17%  in  German) 
Signs  of  a  backlash  include  the  San  Diego-based  Parents  United  for  Sane  Homeworj 
(www.sanehomework.com),  run  by  Daria  Doering,  who  describes  herself  as  "an  extremely  overextendet 
mother  of  three"  and  part-time  graduate  student.  She  points  out  that  homework  manias  have  come  am 
gone  before.  "It's  just  one  of  those  educational  fashions,"  she  says.  I 

Research:  EDWIN  S.  RUBENSTEIN,  research  director,  Hudson  Institute,  Indianapolis,  edwinr@hudson.org.  Graphics:  DAVID  LADA. 
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What  Top  Management 

Should  Know 
About  Networks 


by  Ellis  Pines 


Once  a  peripheral  cloud,  the  network  has  taken  center  stage. 

As  little  as  a  decade  ago,  networks 
were  hardly  a  primary  consideration 
for  top  management.  Often,  they 
weren't  even  a  major  concern  for 
information  technology  departments. 

The  number  one  communications 
chiefs  portrayed  networks  as  clouds, 
peripheral  to  crucial  hardware  and 
software.  They  governed  the  local 
area  networks  (LANs)  within  office 


walls  and  the  wide  area  networks 
(WANs)  that  covered  larger  geographic 
distances  via  telephone  lines.  But 
information  technology,  as  represented 
by  the  PC  and  the  microprocessor, 
was  king.  Few  considered  proprietary 
network  architectures  as  critical  links 
from  desktops  to  the  outside  world  of 
suppliers  and  customers. 

Experience  didn't  support  the  net- 
work as  an  engine  of  business.  Most 
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nontelecommunications  execs  had 
never  used  a  dial-up  connection  or 
responded  to  an  e-mail.  Specialists  in 
the  company's  climate-controlled 
basement  monitored  the  flow  of  data. 
Their  work  was  perfunctory  except 
for  the  frequent  cataclysmic  down- 
times. During  such  crises,  one  could 
convincingly  rail  against  the  unrelia- 
bility of  data  communications  and 
technological  dependence.  After  the 
problem  was  solved,  one  could  firmly 
scratch  out  line-item  requests  for 
wholesale  upgrades. 

Were  networks  really  an  asset  and 
not  a  cost?  Were  they  fundamental 


to  success  in  an  increasingly 
competitive  global  marketplace?  For 
management,  these  tenets  would  be  a 
matter  of  faith,  not  bedrock  experience. 

Then  the  bedrock  shifted.  An  under- 
current surged.  And  the  Internet 
sprang  into  awareness. 

No  other  networking  advance  had 
ever  drawn  such  seismic  metaphors.  To 
be  sure,  earlier  tectonic  shifts  —  moni- 
tored only  by  the  technical  cognoscenti 
—  had  prepared  the  ground. 

Sputnik  caused  the  first  tremors 
back  in  1957.  Its  aftershock  begot 
NASA  and  the  Defense  Department's 
Advanced  Research  Projects  Agency 
(ARPA).  Around  the  time  Apollo  put  a 
man  on  the  moon,  the  ARPANET 
quietly  connected  four  universities. 


The  ARPANET  made  no  banner 
headlines.  As  the  first  WAN,  it  simply 
proved  that  computers,  even  with 
different  makers  and  disparate  loca- 
tions, could  "share  research."  The 
UCLA  team  could  send  data  to  (and 
play  games  with)  the  University  of 
Utah.  Instead  of  gargantuan  adding 
machines  processing  sequential 
batches  of  nonfolded  and  nonspindled 
cards,  computers  could  be  vehicles  for 
communications. 

From  four  original  hosts,  the 
ARPANET  presaged  the  Internet. 

The  Internet  is  the  ultimate  inter- 
network, linking  smaller  networks 


worldwide  and,  by  extension,  millions 
of  users.  It  is  also  a  work  in  progress 
of  continuing  innovation  and  applica- 
tions. Yet  the  original  impetus  behind 
the  ARPANET  was  so  simple  that  it's 
difficult  to  believe  it  spawned  a 
revolution.  The  Net's  founding  fathers 
realized  that  connecting  four  big  com- 
puters offered  greater  capabilities 
than  an  isolated  giant  processing  unit. 

Computational  devices,  regardless 
of  origin  or  domicile,  should  be  able 
to  "shake  hands''  and  converse.  Nor 
should  distance  be  a  barrier.  This 
elementary  idea  was  astoundingly 
creative  and,  as  daring  thoughts  are, 
staunchly  resisted  in  the  bastions  of 
traditional  computer  science.  Yet  the 
ARPANET'S   founding  fathers  — 


Joseph  Licklider,  Lawrence  Taylor  and 
Robert  Taylor,  to  name  a  few  — 
shared  a  confidence  bordering  on 
prophecy.  Computers  as  "communi- 
cations devices"  had  the  potential 
to  go  far  beyond  their  contemporary 
military  and  academic  uses. 

In  the  early  1980s,  when  the 
ARPANET  was  divided  into  defense 
and  civilian  sectors,  these  under- 
ground rumblings  became  detectable 
to  more  observers.  The  evolving  net- 
work adopted  the  common  language 
of  TCP/IP,  or  Transmission  Control 
Protocol/Internet  Protocol,  allowing 
packets  of  data  to  zip  between  the 
growing  number  of  hosts.  And  the 
word  "internet"  (lowercase  "i") 
slipped  stealthily  into  parlance. 

By  the  early  1990s,  many  of  those 
guiding  the  burgeoning  Internet 
(capital  "I")  felt  the  time  had  come 
for  wider  applications  and  access, 
serving  businesses  and  consumers. 

By  the  turn  of  this  new  century,  the 
explosive  force  of  a  global  inter- 
network of  networks  has  changed  life 
as  we  know  it,  from  courtship  to 
commerce,  education  to  edification. 
Network  concerns  have  moved  from 
the  basement  of  the  subconscious  to 
the  full  light  of  boardroom  agendas. 

Fine,  but  what  do  you  really  need 
to  know? 

The  significance  of  the  modern 
network  remains  unclear.  The  shifting 
bedrock  has  provoked  more  ques- 
tions than  answers.  How  do  you 
weigh  the  volatility  of  tech  stocks 
against  the  building  of  an  infrastruc- 
ture? Has  the  excitement  of  the  Gold 


Network  concerns  have  moved  from 
the  basement  of  the  subconscious  to  the 
full  light  of  boardroom  agendas. 
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NETWORKING  FOR  SUCCESS 


AS  THE  21ST  CENTURY  PROGRESSES,  NETWORKING  AGILrTY  WILL  BECOMETHE  STAN- 
DARD ACCORDING  TO  WHICH  A  BUSINESS'S  VITALITY  IS  MEASURED.  THOSE  COMPANIES 
THAT  BUILD  VALUABLE  TECHNOLOGICAL  CONNECTIONS  WITH  A  UNIVERSE  OF  SUPPLI- 
ERS AND  CUSTOMERS  WILL  VAULT  AHEAD  OF  COMPETITORS.  BUT  THOSE  THAT  ADOPT  A 
"WAIT  AND  SEE"  ATTITUDE  -  AND  FALL  BACK  ON  ANTIQUATED  MODELS  -  MAY  FAIL. 


The  complexities  of  the  supply 
chain  and  the  rapid  ascent  of  e- 
business  and  e-commerce  mod- 
els have  turned  networks  into  mission- 
critical  tools.  Increasingly,  companies 
realize  that  when  a  network  reaches 
beyond  rigid  corporate  walls  and  con- 
nects with  partners  and  clients,  it  has 
the  power  to  maximize  the  value  of 
their  assets  and  relationships.  A  good 
network  literaliy  becomes  the  business 
itself.  Given  the  stakes,  companies 
need  to  surround  themselves  with  a 
top-notch  team  to  build  a  strategic  net- 
work that  meets  the  requirements  of 
the  New  Economy.  These  professionals 
must  have  the  brain  power  to  envision 
the  right  networking  solution  —  from 
IP,  data  and  voice  to  wireless  and 
broadband  —  that  will  enable  a  compa- 
ny to  discover  fresh  potential.  They 
must  also  have  the  muscle  to  quickly 
handle  the  technological  heavy  lifting, 
which  entails  everything  from  installing 
an  infrastructure  to  managing  and 
upgrading  it. 

One  such  trusted  advisor  is  AT&T 
Business,  a  company  which  offers  a 
full  range  of  technical  expertise  and 
leading-edge  technology  as  well  as 
the  scalability  and  the  market  leader- 
ship needed  to  assemble  vendor 
teams.  Some  recent  examples  of 
companies  that  have  successfully 
implemented  AT&T  Business  solu- 
tions include: 

•  A  multinational  bank:  Faced  with 
intense  global  competition,  a  financial 
giant  turned  to  AT&T  Business  for  a 
way  to  aggressively  expand  its  client 
base.  After  sorting  through  various 


options,  it  chose  an  ambitious  solution: 
to  completely  restructure  its  network- 
ing operations  in  order  to  provide  cus- 
tomers with  better  banking  services  in 
100  countries  worldwide.  As  a  net- 
working expert,  AT&T  Business  helped 
the  company  design  and  implement  a 
global,  Internet-based  data  network. 
This  transformed  the  bank's  multiple 
legacy  systems,  resulting  in  a  reliable, 
global  network  that  can  accommodate 
future  growth. 

•  A  global  payments  company:  To  capi- 
talize on  new  markets  in  e-commerce, 
one  major  credit-card  issuer  decided  to 
replace  its  aging  network  with  a  man- 
aged, Internet-based  solution  enabled 
by  AT&T  Business.  The  flexible  and 
cost-efficient  network  proved  seamless 
and  secure  —  and  reduced  company 
transaction  time  by  150%. 


The  lesson  when  searching  for  a  ne) 
work  services  provider  is  to  be  selective 
Choose  according  to  performance,  reli; 
bility  and  flexibility.  Find  one  with 
history  of  managing  and  transformir 
existing  networks,  not  to  mention 
clear  willingness  to  collaborate  with  cu 
tomers  as  they  search  for  ways  to  ha 
ness  technology  and  enhance  their  bus 
ness  performance.  AT&T  Busines 
accomplishes  all  of  these  by  drawing  c 


IN  THE  NEW  ECONOMY,  IT'S  NOT  WHO  YOU  ARE  - 

BUT  HOW  YOU  NETWORK  -  THAT  COUNTS! 


•  A  financial  services  organization: 
Increasingly,  financial  services  cus- 
tomers want  the  flexibility  to  make 
financial  decisions  at  times  and  places 
that  are  convenient  for  them.  One  com- 
pany catering  to  this  particular  market 
automated  its  private  client  information 
delivery  services,  which  gave  its  finan- 
cial consultants  the  ability  to  provide 
real-time  delivery  of  global  products 
and  services  tailored  to  individual 
clients.  By  leveraging  the  power  of  net- 
work computing,  the  company  has 
greatly  enhanced  the  value  of  its  serv- 
ices —  as  well  as  its  ability  to  compete. 


a  wide  range  of  broadband  services 
including  High  Speed  Internet  Acces 
High  Speed  Data  Networking.  Intern 
Data  Hosting,  Digital  Voice  and  Vide 
Wireless  Broadband,  Web  Broadcasts 
Outsourcing  and  Managed  Solutior 
and  Networking  Professional  Services 
When  it  comes  to  networking  t 
New  Economy,  your  competitors  may 
waiting  for  a  miracle  to  happen  —  I 
that  doesn't  mean  you  should,  too. 

For  more  information  on  the  full 
range  of  AT&T  Business  solutions, 
contact  1  800  ATT  3199  or  visit 
www.att.com/business. 


IN  THIS  WORLD,  YOUR  MOUSE 
BECOMES  A  CHEETAH. 


n  AT&T's  broadband  world,  there's  no  more  running  to  the  fridge  during  downloads -whether  you're  racing  to  finish 
•  heavy  graphics  presentation  or  laying  down  music  on  your  MP3.  There's  no  dial  up,  you're  always  on  Only  seconds 
iway  from  whatever  you're  on  the  prowl  for-for  work  at  home  or  play.  Connecting  thousands  daily,  AT&T  makes 
he  internet  experience  a  whole  new  animal. 


AT&T 


B  0  U  N  D  L  E  S  S 


att.com/boundless 


AT&T  Wireless 


Rush  given  way  to  the  sweat  equity  of 
laying  the  tracks?  How  do  you  stay  up 
to  date  without  committing  to  tech- 
nologies that  become  obsolete  before 
they're  up  and  running?  How  do  you 
sort  through  the  voluminous  theories 
on  technology  and  management,  sim- 
plifying without  becoming  simplistic? 

In  short,  what  does  the  generalist 
in  top  management  need  to  know 
about  networks? 

Perhaps  the  best  way  to  begin  is  to 
ask  your  peers  in  the  "network  busi- 
ness." They  match  their  expertise  with 
a  penchant  for  concise  responses  that 
can  be  quickly  grasped.  They  distrust 
jargon.  But  they  appreciate  the  fact 


that  generalist  business  leaders 
today  must  familiarize  themselves 
with  the  language  of  technology  as 
they  have  previously  within  the 
milieus  of  finance  and  management. 

Together,  these  leaders  describe 
the  patterns  that  are  manifesting  now 
and  will  be  amplified  over  the  next  — 
next  what?  Internet  years  are  likened 
to  dog  years  —  i.e.,  less  than  two 
months.  Hence,  their  specific  sugges- 
tions may  help  to  inform  a  decision 
you  make  in  January.  And  their  overall 
frameworks  may  clarify  issues  that 
tomorrow's  "Net  generation"  will  still 
be  struggling  to  resolve. 

In   the   following   "Q  &  A,"  the 


networking  leaders  speak  for  them- 
selves. As  you  will  perceive  from  the 
description  of  their  companies,  they 
represent  diverse  missions.  Some 
focus  on  private  enterprise  networks, 
which  are  increasingly  "extended"  to 
encompass  vendors  and  customers 
as  well  as  employees.  Others  are 
dedicated  to  the  core  network  infra- 
structure that  speeds  information 
across  continents  and  around  the 
world.  A  few  are  concerned  with  both 
enterprise  and  trunk  networks. 

Regardless,  you  will  likely  gather 
from  their  responses  that  any  hard- 
and-fast  delineation  between  "local" 
and  "global"  will  soon  be  history. 


Question  1  What  are  the  basics  that  everyone  in  top 

management  needs  to  know  about  networks? 


Donald  K.  Peterson,  president 
and  chief  executive  officer  of 
Avaya  Communication,  tackles  the 
basics  from  the 
enterprise  and 
e-business  angles. 
Avaya  (NYSE:  AV) 
was  formerly  the 
Enterprise  Networks 
Group  of  Lucent 
Technologies.  Headquartered  in 
Basking  Ridge,  N.J.,  the  company  is 
a  leading  provider  of  communications 
systems  for  enterprises,  including 
businesses,  government  agencies 
and  other  organizations. 

Avaya  offers  converged  voice 
and  data,  customer  relationship 


management,  messaging,  voice  multi- 
service networking  and  structured 
cabling  products  and  services.  The 
company  is  a  worldwide  leader  in 
sales  of  messaging  and  structured 
cabling  systems  and  a  U.S.  leader  in 


safes  of  enterprise  voice  communi- 
cations and  call  center  systems. 
Avaya  intends  to  use  its  leadership 
positions  in  enterprise  communica- 
tions systems  and  software,  its 
broad  portfolio  of  products  and 


ices,  and  strategic  alliances  with 
r  technology  and  consulting  ser- 
3  leaders  to  offer  its  customers 
prehensive  e-business  solutions, 
he  first  thing  you  need  to  know," 
,  Peterson,  "is  that  communica- 
s  networking  isn't  so  much 


everyone  else  in  the  value  chain. 

"The  third  thing  you  need  to  know," 
concludes  Peterson,  "is  that  you  can 
get  these  capabilities  in  a  number  of 
ways  —  starting  from  scratch  or  build- 
ing on  the  existing  infrastructure  you 
have  in  place  today." 


The  rate  of  change  for  network  technology 
s  accelerated,  and  new  applications 
ablers  become  available  every  day." 


Jt  technology  as  it  is  about 
riling  business  enterprises  to 
(I.  What  happens  after  the 
omer  touches  or  says  'one,' 
s  the  revolution.  That's  what's 
g  to  make  or  break  enterprises 
the  next  decade, 
terson  continues:  "The  second 
I  you  need  to  know  is  that  your 
omer  contact  centers,  messag- 
and  telephony  operations  and 
networks  are  among  the  most 
nt  weapons  in  your  competitive 
nal.  With  your  competitors  a 
;  mouse  click  away,  you  need  to 
ide  customers  with  an  experi- 
;  that  will  keep  them  coming 
;.  You  have  to  interact  with  cus- 
;rs  as  if  you've  known  them  for 
s  —  their  preferences,  their 
~\g  history,  what  might  appeal  to 
t  next  and  how  they  like  to  do 
ness.  And  you  need  to  virtualize 
enterprise,  so  that  communica- 
includes  not  only  employees,  but 
jliers,  resellers,  partners  and 


-  Patrick  Netties,  Chairman  and 
Chief  Executive  Officer,  CIENA  Corporation 

Bobby  Johnson,  president  and 
chief  executive  officer  of  Foundry 
Networks,  takes  a  similar  business- 
oriented  approach 
to  networks.  His 
San  Jose-based 
company  focuses 
on  accelerating 
communications  in 
the  IP  infrastructure. 

Foundry  Networks  (Nasdaq:  FDRY) 
is  a  leader  in  high-performance, 
end-to-end  switching  and  routing 
solutions,  including  Internet  routers 
for  enterprises  and  Internet  Service 
Providers  (ISPs).  Foundry's  products 
are  installed  in  the  world's  largest 
ISPs,  including  AOL,  EarthLink, 
AT&T  WorldNet,  MSN  and  Cable  & 
Wireless.  Foundry  products  are 
also  installed  in  large  enterprise, 
entertainment,  pharmaceutical  and 
manufacturing  organizations,  as  well 
as  search  engines,  universities  and 
government  organizations. 

Says  Johnson:  "First,  everyone 


should  ask,  'What  is  the  mission  of 
the  network  —  voice,  video,  data  or 
all  of  the  above?'  The  answer  will 
drive  the  best  choice  for  technology, 
features  and  pricing.  Then,  manage- 
ment should  determine  what 
percentage  of  traffic  is  local  area 
network  traffic  among  local  depart- 
ments versus  wide  area,  long-haul 
traffic  to  remote  sites.  This  will  drive 
user-perceived  performance  and 
choice  of  traffic  and  cost  expecta- 
tions. LAN  traffic  offers  better 
response  times,  while  wide  area 
traffic  is  slower  and  more  costly." 

Patti  Schmigle,  president  of 
Williams  Communications  Solutions, 

emphasizes  the  value  that  networks 
confer  upon  organi- 
zations. Headquar- 
tered in  Houston, 
Williams  Communi- 
cations Solutions, 
LLC,  is  a  unit  of 
the  Tulsa-based 
Williams  Communications  Group 
(NYSE:  WSG). 

Williams  Communications  Solutions 
is  a  North  American  single-source 
provider  of  business  communications 
equipment  and  multimedia  integration 
services  for  data,  voice,  video  and 
multimedia  applications.  Its  network 
support  solutions  include  a  complete 
portfolio  of  full-service  products  from 
the  industry's  leading  manufacturers, 
as  well  as  configuration,  design,  instal- 
lation, maintenance  and  management 
services  for  mission-critical  networks. 
Through  its  subsidiaries,  parent 
company  Williams  Communications  is 


the  largest  independent  source 
of  end-to-end  integrated  business 
communications  solutions. 

"Executives  should  understand 
and  appreciate  the  value  a  network 
brings  to  their  businesses,"  says 
Schmigle.  "According  to  Metcalfe's 
Law,  the  value  of  a  network  increases 
as  the  square  of  the  number  of 
users  on  the  network  increases. 
However,  a  network's  value  can  be 
much  more  than  that  and  should  be 
assessed  beyond  monetary  values. 
Networks  provide  added  value  in 
several  ways:  as  catalysts  for  growth 
and  entering  new  markets,  by 
prompting  speedier  business  trans- 
actions, enhancing  internal  thought 
sharing  and  improving  overall 
business  performance  monitoring. 

Schmigle  points  out  that  there  has 
been  a  transition  in  the  way  manage- 
ment views  these  value-added 
contributions:  "Most  companies  have 
already  shifted  from  'justifying' 
network  investments  to  realizing 
the  business  loss  if  they  don't  keep 
pace  with  emerging  technologies  or 
their  competitors'  communications 
capabilities." 

(Note:  Metcalfe's  Law  is  an  obser- 
vation made  by  3Com  founder  Robert 
Metcalfe,  inventor  of  the  Ethernet,  the 
most  widely  used  standard  for  local 
area  networks.  The  law  states  that 
"networks  dramatically  increase  in 
value  with  each  additional  node  or 
user.  The  value  of  utilizing  a  network 
is  equal  to  the  square  of  the  number 
of  other  users  utilizing  it. "  Consider  a 
telephone  network  with  only  one 
telephone.  With  no  one  to  call,  the 


phone  and  the  network  are  worthless. 
If  you  connect  two  telephones,  both 
telephones  are  worth  much  more. 
With  each  new  telephone  installed, 
the  network 's  value  increases  more 
than  that  of  each  additional  unit. 
Technology  visionary  George  Gilder 
restates  the  principle  as  his  Law  of 


management.  Their  products  and 
services  deliver  all-optical  network 
intelligence  and  mesh  network 
capability.  This  allows  communica- 
tions service  providers  to  realize  a 
significant  gain  in  network  capacity 
to  quickly  accommodate  the  contin- 
uing growth  of  video,  voice  and 


"  You  can  save  40%  to  60%  of  your  networking 
costs  by  converging  voice  and  data  on  a  single 
infrastructure,  but  you  also  need  to  understand 
what  this  will  mean  to  your  business." 


-  Donald  K.  Peterson,  President  and 
Chief  Executive  Officer,  Avaya  Communication 


the  Telecosm:  "The  value  of  a  net- 
work grows  by  the  square  of  the  pro- 
cessing power  of  all  the  terminals 
attached  to  it. ") 

Dr.  David  Huber,  president 
and  chief  executive  officer  of 
Corvis  Corporation,  focuses  on  all- 
optical  networking 
solutions. 

Founded  by  Huber, 
a  pioneer  in  the 
field  of  optical 
communications, 
the  Columbia,  Md.- 
based  Corvis  Corporation  (Nasdaq: 
CORV)  is  revolutionizing  the  way 
communications  traffic  is  moved  in 
the  new  Internet-driven  economy 
by  deploying  the  industry's  first 
all-optical  network  providing 
integrated  all-optical  switching,  ultra- 
long-distance  transport  and  network 


other  data  traffic.  Corvis'  all-optical 
network  further  improves  service 
providers'  competitiveness  by  deliv- 
ering new  and  existing  services  and 
applications  more  rapidly,  while 
significantly  reducing  the  overall 
capital  and  operational  cost  of  build- 
ing and  maintaining  their  network. 

"Optical  networking  is  the  founda- 
tion on  which  the  information  super- 
highway of  the  21st  century  is 
being  built,"  says  Huber.  "A  company 
can  obtain  a  substantial  competitive 
advantage  if  obstacles  to  the 
efficient  delivery  of  services  are 
identified  and  systematically  elimi- 
nated from  the  network.  Technologies 
that  allow  companies  to  use  voice 
and  data  services  more  rapidly  and 
cost-effectively  in  a  more  secure 
environment  without  sacrificing  quality 
of  service  must  be  implemented.  To 
stay  competitive,  top  management 
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The  Former  Enterprise  Networks  Group 
of  Lucent  Technologies 


They're  not  just  customers. 
They're  relationships.  Give  them  the  care 
and  feeding  they  need  to  grow. 
Would  they  prefer  a  rep  on  the  phone? 
A  transaction  on  the  web? 
Or  a  rep  talking  them  through  the  transaction? 
To  have  you  call  them  back?  Fax  them? 
Or  send  what  they  need  to  their  PDA? 
With  Avaya  you  can  do  it  all. 
And  keep  the  conversation  going. 
Visit  avaya.com  or  call  800-784-6104. 
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needs  to  evaluate  network  technolo- 
gies to  ensure  that  obstacles  are 
being  eliminated  and  the  resulting 
networks  have  the  scalability, 
availability  and  flexibility  required  to 
continually  lower  the  company's  over- 
all cost  of  conducting  business." 

Afshin  Mohebbi,  president 
of  worldwide  operations,  Qwest 
Communications  International, 

believes  that  net- 
works must  be 
carefully  examined 
according  to  key 
criteria.  Mohebbi 
was  appointed  to 
his  position  upon 
the  completion  of  Qwest's  acquisition 
of  US  WEST  this  past  summer. 

The  Denver-based  Qwest  Commu- 
nications International,  Inc.  {NYSE:  Q) 
is  a  leader  in  reliable,  scalable  and 
secure  broadband  Internet-based 
data,  voice  and  image  communica- 
tions for  businesses  and  consumers. 
The  QWEST  Macro  Capacity®  Fiber 
Network,  designed  with  the  newest 
optical  networking  equipment  for 
speed  and  efficiency,  spans  more 
than  104,000  miles  globally. 

"All  networks  are  not  created  the 
same,"  says  Mohebbi.  "There  are 
three  key  factors  in  selecting  a 
network:  reliability,  expandability  and 
performance.  Older  networks  that 
were  created  and  patched  over  time 
with  various  technologies  have  a 
history  of  reliability  issues.  These 
networks  face  inherent  difficulties 
expanding  to  meet  the  ever-growing 
needs  of  customers.  Most  older 


"There  are  three  key  factors  in  selecting 
a  network:  reliability,  expandability 
and  performance." 

-  Afshin  Mohebbi,  President  of  Worldwide  Operations, 
Qwest  Communications  International 


networks  also  need  major  retrofits 
to  gain  very  little  extra  throughput. 
Specifically,  in  the  Internet  Protocol 
world,  performance  and  the  ability  to 
get  data  from  point  A  to  point  B  are 
also  major  issues.  Throughput  delay 
factors  of  networks  vary  widely  — 
newer  generation  networks  have  much 
less  delay  and  higher  throughput." 

Patrick  Nettles,  chairman  and  chief 
executive  officer  of  CIENA  Corporation, 

encourages  companies  to  under- 
stand their  real 
needs  in  order 
to  take  advantage 
of  the  increasing 
potential  of  networks. 
The  Linthicum,  Md.- 
based  CIENA  Corpora- 
tion (Nasdaq:  CIEN),  a  global  intelli- 
gent optical  networking  company, 
enables  service  providers  to  deliver 
the  next  generation  of  optical 
networks  and  services  worldwide. 

In  1996,  the  company  pioneered  a 
new  market  when  it  developed  and 
shipped  its  first  intelligent  optical 
transport  system,  turning  fiber  into  a 
revenue-generating  asset  and  meet- 
ing service  providers'  exploding  need 
for  more  bandwidth.  The  new  chal- 
lenges facing  service  providers  are 
managing  the   optically  enabled 


bandwidth,  controlling  network  opera- 
tions costs  and  delivering  new  optical 
services  in  a  competitive  marketplace. 

Today,  CIENA  systems  enable 
carriers  to  rapidly  deliver  new  revenue- 
generating  services  that  differentiate 
their  portfolios  through  distributed, 
software-driven  networking  intelligence. 
With  CIENA  at  the  intelligent  core  of  the 
network,  service  providers  leverage 
dynamic  optical  networking  technologies 
to  deliver  customized  services  of  any 
size,  at  any  time  and  for  any  priority. 

Nettles  cites  "capacity"  first  among 
the  basics  that  every  top  executive 
needs  to  know. 

"The  bandwidth  capacity  of  public 
networks  continues  to  grow  at  a 
phenomenal  rate,  and  this  increase  in 
capacity  can  enable  new  applications 
to  improve  productivity,  creativity  and 
responsiveness  in  any  organization. 
Network  reliability  increasingly  will 
become  a  parameter  affecting  the 
cost  of  services.  Understanding  your 
real  needs  in  regard  to  reliability  — 
really,  availability  —  of  network 
facilities  can  save  you  money.  New 
high-bandwidth  service  deployment  is 
moving  from  a  several-months  to 
several-hours  delivery  for  service 
providers  that  choose  to  deploy 
the  'point-and-click'  provisioning 
capabilities  that  are  now  available. 


Networking  traffic  is  exploding.  So  when  you're  building  a  network 
performance  has  to  come  first.  That's  why  at  Foundry  Networks,  we 
r  make  the  world's  fastest  networking  solutions.  So  far,  over  2,500  customers 

have  chosen   our  record-breaking,  award-winning  Netlron  Internet 
Routers,  Biglron  Layer  3  Switches,  and  ServerlrOn  Layer  4-7  Web  Switches. 
It's  how  AOL,  U.S.  Army,  Cable  &  Wireless,  and  Exodus  power  their 
mission-critical  systems.  Not  to  mention  many  of  the  world's  largest  Internet  and 
Metro    Service    Provider    networks.    Enterprise    networks.    Even  highly 
complex  hostirig  facility  networks.  We  keep  them  all  running' at  top  speed  with 
unbeaten  performance  and  reliability,  backed  up  with  global  service  and  support. 
Because  today,  if  you  don't  think  fast,  you're  not  thinking.  Call  1 .888.TURBOLAN 
7-2652),  email  info%foundrynet.cQm,  or  go  to  www.foundrynetworks.com/fbs. 


EjP.U  N  D.RM 

In  exwo  r  k  sj 


ride  the  light 


Qwest 


Here's  a  radical  idea.  An  IT  solution  built  to  work  seamlessly 
instead  of  one  made  from  a  bunch  of  parts  that  never  will. 


Why  integration  should  mean  integration. 

What  you  do  is  hard.  Some  might  even  say  painful. 
After  all,  having  to  rely  on  a  bunch  of  so  called 
"best  of  breed"  vendors-  for  IT  solutions  invariably 
means  you'll  end  up  with  a  bunch. of  lame  excuses 
and  no  small  amount  of  finger  pointing.  At  Qwest, 
our  approach  helps  us  deliver  what  others  merely 
promise.  True  integration  and  total  accountability. 

How  true-  integration  works. 

Our  approach  starts  with  the  Qwest  global  IP 
network.  It  runs  over  the  world's  most  advanced 
OC192  fiber-optic,  broadband  backbone. 
Integrated  into  our  network  architecture  are  our 
CyberCenters!"  From  these  we  host  our  clients' 
core  business  applications,  including  their  Web 
sites.  And  as  one  of  the  nation's  largest  ASPs,  we 
have  the  certified  software  engineers  who  will 
optimize  your  applications  to  benefit  from  the 
speed  and  reliability  of  the  network. 


professional  services/consulting  division.  Some  of 
the  smartest  tech-savvy  people  around,  who  know 
how  to  make  things  work  in  the  real  world.  It  means 
you'll  get  the  benefits  of  our  advanced  technology 
along  with  the  peace  of  mind  that  comes  from . 
dealing  with  people  capable  of  making  the 
6eemingly  impossible,  possible. 

One  relationship  means  total  accountability. 

Finally,  beyond  the  practical  benefits  of  Qwest  true 
integration,  you'll  also  gain  from  the  efficiencies  of 
dealing  with  a  single  company.  One  that's  responsible 
for  everything  from  solution  design,  to  implementation, 
to  service,  to  billing.  One  that's  also  happy  to  put  what 
you  expect  and  what  it  will  deliver  in  writing.  We  call  it 
the  Qwest  Service  Level  Agreement  (SLA),  and  it's  our 
promise  there  will  be  no  more  finger  pointing,  no 
more  wrangling  about  problems,  and  no  more 
questions  about  who's  responsible  for  fixing  them. 
We  are. 


You're  never  alone. 

Another  key  part  of  Qwest's  approach  to  integration 
is  the  continuing  guidance  we  provide  through  our 


For  more  on  Qwest's  unique  approach  to  integration, 
visit  us  at  qwest.com  or  call  1  800  RIDE  QWEST 

Then  you  can  get  on  with  running  your  business. 


broadband    •    internet    •    hosting     •    applications    •  consulting 
telecommunications    •  wireless 


Choosing  the  right  service  provider  can 
get  your  services  launched  quickly. 

"Finally,"  Nettles  points  out,  "unit 
cost  for  delivering  high-bandwidth 
services  has  fallen  dramatically,  but 
choosing  the  service  provider  with  the 
lowest  costs  can  be  a  mistake.  You 
need  more  than  low  costs;  consider  their 
capability  to  deliver  on  their  promises." 

Rick  Roscitt,  president  of  AT&T 
Business,  states 
that  networks  are 
intimately  tied  to  all 
of  a  company's  vital 
activities.  AT&T  Cor- 
poration (NYSE:  T) 
is  among  the  world's 


premier  voice,  video  and  data  com- 
munications companies.  With  more 
than  160,000  employees,  AT&T  pro- 
vides its  services  to  customers 
worldwide. 

Backed  by  the  research  and  devel- 
opment capabilities  of  AT&T  Labs, 
the  company  runs  the  world's 
largest,  most  sophisticated  commu- 
nications network  and  has  one  of 
the  largest  digital  wireless  networks 
in  North  America. 

A  leading  supplier  of  data  and  Inter- 
net services  for  commercial  use,  the 
corporation  offers  outsourcing,  con- 
sulting and  networking  integration 
services  to  large  businesses. 
Through  its  recent  cable  acquisitions, 


AT&T  delivers  broadband  video,  voice 
and  data  services  to  customers 
throughout  the  U.S.  Concert  —  the 
AT&T  Global  Venture  —  serves  the 
communications  needs  of  multina- 
tional companies  and  international 
carriers  worldwide. 

"Today,  the  value  of  a  network  is 
what  it  can  do  for  your  enterprise  in 
terms  of  growth  and  relationships," 
says  Roscitt,  "and  the  business  of 
networking  now  encompasses  the 
entire  chain  of  interdependent 
activities,  disciplines,  skills  and 
objectives  required  to  achieve  and 
maintain  a  competitive  advantage  in 
an  ever-increasing  communications- 
intensive  world." 


Question  2  Why  is  it  important  for  members  of  top 

management  to  be  constantly  familiar  with  network  fundamentals 
and  their  value  to  their  organizations? 


Avaya's  Peterson  views  networks 
as  having  a  definitive  impact  on 
companies: 

"Today,  companies  are  defined  not 
only  by  what  they  sell,  but  by  their  net- 
works: what  technology  they  use  and 
how  they  use  it.  Faced  with  rising  costs 
and  pressure  from  new,  nontraditional 
competitors,  businesses  are  seeking  to 
differentiate  themselves  with  technology- 
enabled  services  —  personalized 
tools  for  attracting  new  customers 
and  upselling  to  existing  ones.  Voice 
and  data  infrastructures  are  evolving 
into  e-business  infrastructures. 

"You  can  save  40%  to  60%  of  your 


networking  costs  by  converging  voice 
and  data  on  a  single  infrastructure, 
but  you  also  need  to  understand  what 
this  will  mean  to  your  business.  Can 
you  leverage  your  existing  investment 


in  network  infrastructure  and,  at  the 
same  time,  'future-proof  your  network 
by  ensuring  its  upgradability?  Can 
your  network  keep  the  content  and 
context  of  an  interaction  intact  as  it 


'"**5  made  real. 


-  Agilent  Technologies,  Inc.  2000 


Very  nice.  But  can  it  download  a  jpeg? 
With  innovative  FBAR  filter  technology, 

Agilent  helps  make  the  next  generation  ,n 
miniature  wireless  communication  devices 
possible.  So  you  can  do  more  with  less 
Imagine  videoconferencing,  email,  family 
Photos  and  Internet  right  there  on  your 
wrist.  Not  to  mention  the  time  of  day. 


Agilent  Technologies 

Innovating  the  HP  Way 

Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis 
sem.conductor  components  and  meoical' 
products  businesses,  www.agilent.com 


<  <  Networking  is  about  creating  and 
developing  communities  on  a  global  scale." 

-  Rick  Roscitt,  President,  AT&T  Business 


moves  from  front  office  to  back  office 
and  among  different  media  types  and 
network  protocols?  Can  your  network 
provide  the  security,  reliability, 
scalability,  feature-functionality  and 
applications  your  business  depends 
on?  If  you  choose  the  right  network- 
ing vendor,  then  the  answer  is  'yes.'" 

Foundry's  Johnson  has  a  simple, 
clear-cut  answer  to  the  question  of 
technical  improvements  and  value. 

"Networking  is  about  delivering 
data  quickly  and  reliably,"  he  says. 
"This  increases  productivity,  allowing 
more  data  analysis  and  better 
decision  making. 

"The  bottom  line  is  that  top 
management  needs  network  tools  to 


make  timely,  wise  decisions.  The 
choice  of  those  tools  underpins 
subsequent  judgments  in  every  area 
of  corporate  life." 

Williams'  Schmigle  stresses  the 
critical  nature  of  network  investment: 

"Networks  may  already  be  consid- 
ered essential  assets  or  operating 
tools,  but  investments  will  need  to  be 
ongoing  to  keep  up  with  growth, 
changes  in  utilization,  technology  and 
applications.  Enterprise  networks  are 


mission-criticai  and  are  considered  a 
core  asset  for  most  companies.  Net- 
work investments  should  be  evaluated 
as  closely,  and  with  as  much  interest, 
as  any  other  core  investment  being 
made  by  an  organization.  Businesses 
should  ensure  that  the  return  on  the 
investment  is  identified,  that  the  invest- 
ment is  protected  with  security  and 
business  continuity  plans,  that  growth 
is  built  into  the  network  plan  and  that 
communications  or  network  require- 
ments are  considered  along  with  any 


significant  shifts  in  business  process. 

"Years  ago,  the  importance  of  the 
network  might  have  been  to  report 
financial  information  or  to  complete  the 
month-end  close.  A  disruption  might 
have  meant  an  inconvenience  in  inter- 
nal communications.  More  and  more, 
our  networks  drive  external  influences 
and  performance.  Network  limitations 
can  mean  lost  revenue,  customer  dis- 
satisfaction, limitations  on  growth  or 
lack  of  responsiveness  to  business 
opportunities.  If  your  company  isn't  in 


the  practice  of  placing  an  ROI  [return  on 
investment]  on  these  types  of  invest- 
ments, you  may  not  understand  how 
great  an  impact,  both  positive  and  neg- 
ative, your  network  decisions  can  be." 

Corvis'  Huber  underscores  the  sig- 
nificance of  networks  in  gaining  and 
maintaining  a  competitive  advantage. 

"In  today's  hypercompetitive  envi- 
ronment," says  Huber,  "innovation 
and  execution  determine  leadership. 
History  has  shown  that  those 
companies  able  to  recognize  and 
realize  the  potentials  of  new  technol- 
ogy have  been  able  to  succeed." 

Huber  puts  a  strong  emphasis 
on  the  direct  connection  between 
communication  and  time  to  market: 
"The  speed  with  which  a  company 
communicates  directly  determines  how 
fast  they  are  able  to  research,  develop 
and  introduce  their  products  and 
services  to  the  marketplace.  Today,  a 
company's  success  depends  on  the 
quality  and  responsiveness  of  commu- 
nications, and  networks  provide  the 
backbone  for  this  communication." 

Qwest's  Mohebbi  recognizes  the 
need  for  top  management  to  be 
able  to  get  their  hands  on  essential 
information. 

"In  today's  business  world,"  says 
Mohebbi,  "information  is  the  key 
differentiator  for  companies.  Most  of 


"Network  investments  should  be  evaluated 
as  closely,  and  with  as  much  interest, 
as  any  other  core  investment  being 
made  by  an  organization." 

-  Patti  Schmigle,  President,  Williams  Communications  Solutions 


"...  since  Williams 
integrated  our 
entire  network, 
looks  like  we're 
working  together 
better." 


liams  Communications  make  enterprise-wide 
ivergence  effortless.  By  thinking  outside  the  box,  as 
as  between  them,  we  help  businesses  —  people  — 
<  in  perfect  harmony.  And  as  networking's  top  problem 
ers,  we  deliver  industry-leading 'innovation,  cutting-edge 
Ration,  for  e-verything.  •  solutions.  Try  advanced 
ness  phone  systems.  Or  superior  data' networking, 
centers,  advanced  applications,  managed  services, 
/ork  management,  complete  outsourcing  nationwide, 
)  groundbreaking  multimedia  —  with  solutions -from 
-  ' '..  ■  .  Nortel  Networks  tor -die  new.  high- 
f^DTcT by  Performance  Internet.  Networking 
networks™  >eni0!!'V  Technological  superiority. 
^   Perfect  unity.  . 


Williams 

COMMUNICATIONS 


Williams  Coilimunicatiori 
s  Nortel  Networks  andl 


ons  Solutions.  LLC.  fotiwrly  Wjliel.Coiriiiiiiiiic.rtions  E  vorytbinms  a  trademark  of  Williams  Communications       ,  nn  '' 

cJ  the  Nortel  Networks  logd#tf  trJcle/n;iiks  of  Nortel  Networks  All  rights  reserved.  l-800-William$  '*  WWW.WilliamSCOmmUniCationS.C 
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Want  to  dominate  the  competition?  Invest  in  the  network  that  moves  at  the  speed  of  light, 
provides  the  first  Intelligent  All-Optical  Network  that  generates  not  just  more  bandwidth.  I 
scalability  and  instant  provisioning  of  new  sen  ices  you  need  to  capitalize  on  changing  n 


jent  All-Optical  Network.  Now. 


t  growing  customer  demand.  The  result?  A  network  that  will  boost  your  competitive 
and  maximize  your  ROI.  Don't  get  burned.  Put  the  power  of  Corvis  to  work  for 
move  light  years  ahead  of  the  competition.      www.corvis.com  ►  nasdaq:corv 


corvis 
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that  information  now  resides  some- 
where on  public  or  private  networks. 
Therefore,  chief  executive  officers  of 
all  companies  must  know  where  their 
company's  information  resides  and 
how  it  interacts  with  information  from 
others,  such  as  their  competitors, 
industry  partners  or  customers." 

AT&T's  Roscitt  views  network 
advances  as  the  21st-century 
dynamic  for  increasing  prosperity. 

"In  the  e-conomy,"  says  Roscitt, 
"the  clear  way  to  achieve  sustained 


competitive  advantage  is  to  create 
dynamic  competitive  advantage.  In 
order  to  earn  higher  degrees  of  pros- 
perity in  this  new  century,  companies 
must  utilize  advanced  networking. 
Only  advanced  networking  enables 
them  to  be  physically  and  logically 
prepared  to  constantly  reinvent  them- 
selves according  to  the  needs  of  their 
individual  customers  and  business 
partners,  who  believe  the  network 
was  designed  only  for  them. 

"At  minimum,  networking  gives 
management  a  mechanism  for  a  24/7 


dialogue  with  customers,  suppliers, 
employees  and  other  constituents." 

CIENA's  Nettles  notes  that  time 
will  be  on  the  side  of  those  who 
are  quick  to  move. 

"Your  competitors  will  be  using  these 
facilities,  which  means  that  it  will 
increasingly  become  a  source  of  advan- 
tage for  those  who  develop  novel  appli- 
cations to  support  their  business  goals. 
The  rate  of  change  for  network  technology 
has  accelerated,  and  new  applications 
enablers  become  available  every  day." 


Question  3  How  can  top  management  develop  a  framework 

for  major  network  infrastructure  decisions,  keeping  in  mind  the 
pace  of  change,  competition  and  the  balance  sheet? 


Peterson  distinguishes  infrastruc- 
ture investments  according  to 
business  priorities: 

"The  challenge  is  to  get  moving  in 
the  right  direction  quickly.  If  cost  is 
your  main  concern,  the  smartest 
thing  to  do  in  most  cases  is  to 
invest  in  the  infrastructure  layer  and 
get  the  migration  path  to  conver- 
gence established,  building  on  what 
you  already  have.  If  upgrading  func- 
tionality and  the  customer's  experi- 
ence is  your  first  priority,  your  best 
investment  is  in  portals  —  single 
access  points  that  link  users  to  all 
of  the  resources  on  the  network. 

"But  the  key  thing  to  remember  is 
that  it  isn't  about  the  infrastructure  — 
it's  about  the  applications.  Choose  the 
infrastructure  that  will  allow  you  to 


manage  customer  transactions  and 
work  flows  efficiently,  cost-effectively 
and  reliably.  And  choose  standards- 
based,  open  platforms  that  are  flexible 
enough  to  be  upgraded,  no  matter 
where  technology  goes  in  the  future." 

Johnson  encourages  strategic 
planning: 


"Develop  three-year  and  five-year 
plans.  Technology  cycles  can  occur  in 
as  little  as  three-year  cycles  now. 
Decide  where  and  how  technology 
and  quickness  make  the  greatest 
impact  on  your  business.  Focus  on 
those  areas  for  three-year  cycles. 
Focus  on  the  whole  organization  for 
five-year  planning." 


From  East  to  West,  the  Internet  has  taken  off,  and  the  world's  demand  for  high  bandwidth  data 
transmission  is  growing  exponentially.  The  companies  that  optimize  the  Internet  best  are  the 
companies  that  will  go  the  farthest.  And  the  technology  partner  that  can  create  an  advantage 
is  Alcatel.  We  hold  world  records  in  DWDM  terrestrial  and  submarine  transmission.  We  were 
the  first  to  demonstrate  DWDM  transmission  at  40  Gbits/s  on  1  28  channels.  When  it  comes 
to  end-to-end  solutions,  there  is  no  area  where  Alcatel  doesn't  excel.  And  that's  something  you 
can  never  get  enough  of.  Alcatel,  world  leader  in  intelligent  optical  networking. 
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ARCHITECTS  OF  AN  INTERNET  WORLD 


Schmigle  maintains  that  top 
management's  best  approach  is  to 
manage  the  entirety  of  a  company's 
network  infrastructure. 

"There  are  myriad  directions  that 
can  be  taken  where  variables  are 


concerned,  from  applications  to  service 
providers  to  equipment,"  says  Schmigle. 
"There  is  no  one  —  or  right  —  answer." 

How,  then,  does  one  determine 
a  direction? 

Schmigle  responds:  "There  needs 
to  be  a  balance  of  input  from  user 
groups  communicated  to  a  strong 
leadership  group  that  can  take  the 
business  requirements  and  deter- 
mine when  standards  are  beneficial, 
when  to  apply  them  and  how  to  disci- 
pline those  standards.  There  should 
also  be  a  formal  process  for  review- 
ing the  changing  needs  of  the  organi- 
zation, accompanied  by  plans  to  keep 
the  network  flexible  enough  to  accom- 
modate business  changes.  And  net- 
work investments  should  be  put 
through  a  cost/benefit  or  ROI  analysis 
just  as  any  other  asset." 

She  concludes:  "Management 
should  evaluate  whether  or  not  their 
business  has  a  core  competency  for 
their  enterprise  and,  if  not,  consider 
outsourcing  all  or  part  of  the  commu- 
nications network  to  a  qualified 
service  provider." 


Huber,  an  inventor  with  41  patents 
to  his  credit,  underscores  innovation. 

"You  have  to  be  open  to  new  tech- 
nology but  careful  to  distinguish 
the  fads  from  the  genuine  trends," 
says  Huber.  "There  are  many  stopgap 


technologies  today  that  are  designed 
to  provide  some  measure  of  immediate 
relief  without  providing  long-term 
solutions.  Top  management  should 
align  major  network  infrastructure 
decisions  with  an  overall  vision  of  their 
company's  development.  The  align- 
ment process  generally  will  tend  to 
focus  management  on  key  aspects  of 
a  framework  for  the  infrastructure 
decision.  Companies  that  embrace  new 
technologies  that  build  upon  this  frame- 
work will  inevitably  gain  a  competitive 
advantage  in  a  global  economy." 


Mohebbi  gives  a  prime  role  to  part- 
nerships in  developing  a  framework. 

"A  huge  trend  in  the  industry,"  he 
says,  "is  that  companies  big  and  small 
are  now  more  willing  to  work  with  one 
or  two  partners  to  plot  their  data  and 


networking.  Involving  experts  early  on, 
planning  with  them  and  letting  them 
deal  with  issues  of  technology  change 
and  adoption  is  a  wise  way  to  go." 

According  to  Nettles,  "Communi- 
cations services  can  become  a  key 
strategic  force  in  almost  any  business. 

"By  analyzing  how  your  business 
can  benefit  from  enhanced  high- 
bandwidth  services,  you  can  develop 
a  strategic  partnership  for  a  more 
effective  use  of  communications. 
Once  this  strategic  perspective  is 
developed,  the  most  important  issue 
is  to  have  a  clear  understanding  of 
your  requirements:  how  they  change 
over  time,  expected  traffic  (band- 
width) in  addition  to  connectivity, 
network  availability  and  trade-off  for 
those  requirements  that  may  offer 
economic  value  or  competitive  edge. 
Selection  of  a  service  provider  should 
correspond  with  factors  such  as 
facilities  proximity,  cost,  flexibility  and 
responsiveness,  depending  on  the 
relative  importance  of  each  of  these 
factors  to  your  application." 


"  Roscitt  prioritizes  relationships 
and  expertise. 

"Networking  is  about  creating 
and  developing  communities  on  a 
global  scale,"  he  says.  "It's  about 
forming  networking-centric  bonds  — 


"Top  management  should  align  major  network 
infrastructure  decisions  with  an  overall 
vision  of  their  company's  development." 

-  Dr.  David  Huber,  President  and  Chief  Executive  Officer,  Corvis  Corporation 


"The  bottom  line  is  that  top  management 
needs  network  tools  to  make  timely, 

wise  decisions." 

-  Bobby  Johnson,  President  and  Chief  Executive  Officer,  Foundry  Networksi 


low  do  leading  service  providers 
•ecome  leading  service  providers? 


fith  breakthrough  optical  networks.  From  CIENA. 

CIENA,  we're  singularly  focused  on  delivering  market  leadership  to  our  customers. 

tie  leader  in  intelligent  optical  networking,  we  deliver  solutions  that  increase  network 
fitability  while  giving  our  customers  a  competitive  edge.  Our  simplified  networks  and 
ributed  intelligence  with  advanced  network  management  capabilities  slash  the  cost  of 
ailing,  operating  and  scaling  networks.  And  our  state-of-the-art  software  enables  point- 
-click,  real-time  provisioning  and  precise  management  of  customized  high-bandwidth 
ices  that  accelerate  revenue  capture  and  sustain  profitable  growth, 
leadership  in  defining  and  delivering  open  systems  allows  our  customers  to 
;rentiate  themselves  from  the  competition.  We're  their  partner  in  delivering  market- 
ing services.  And  that's  what  makes  them  leaders.  Visit  www.ciena.com  and  find  out 
e  about  why  the  world's  most  innovative  optical  networks  are  built  on  CIENA. 


ested  in  building  a  career  in  optical  networking?  Visit  www.ciena.com/careers 


riENA  Corporation.  All  rights  reserved.  CIENA  is  a  registered  trademark  and  SIMPLY  SMARTER  LIGHT  is  a  trademark  of  CIENA  Corporation 
brands-or  corporate  names  are  trademarks  of  their  respective  owners.  «'K"'<"'""- 


Simply  Smarter  Light 


relationships  based  on  shared 
interests,  needs  and  objectives.  In 
a  networking-centric  corporation, 
the  company's  vision,  processes 
and  tools  come  together  to 
break  down  the  barriers  of  time 
and  space. 

"For  many  businesses,  the  strategic 
solution  is  to  enlist  the  aid  of  experts 
in  strategic  networking  —  that  is,  busi- 
ness advisers  and  technicians  who 
have  the  muscle  to  quickly  manage 
the  heavy  lifting  and  the  brains  to 
apply  it  to  the  extended  enterprise." 

Next  Stop:  The  Unexpected 

Once  the  bedrock  moved,  it  never 
returned  to  equilibrium.  The  plates 
continue  to  shift,  and  a  new  land- 
scape continues  to  emerge. 

It  took  the  evolving  Internet  14 
years  (until  1984)  to  move  from 
four  hosts  to  1,000.  But  it  took  only 
another  12  years  to  reach  the 
9  million  mark,  which  occurred  in 
1996.  Two  years  later,  in  1998,  the 


number  was  close  to  40  million. 

There  is  a  comfort,  however,  even 
in  spectacular  statistical  growth  that 
belies  the  nature  of  cyberspace. 
Statistics,  whether  measuring  batting 
averages  or  network  usage,  always 
reflect  backward,  gauging  the 
present  against  the  past. 

Yet  the  most  remarkable  thing  about 
the  Internet  is  that  it  caught  the  major- 
ity of  Silicon  Valley  savants  unaware. 

Is  there  any  way  to  prepare 
ourselves  for  "the  next  big  thing"? 

Obviously,  the  dialogue  between 
technical  and  nontechnical  leaders 
must  not  only  continue  but  become 
intensified.  Like  the  first  tentative 
ARPANET  "log-on"  between  UCLA  and 
the  Stanford  Research  Institute,  top 
management  must  develop  new  ways 
to  connect  with  customers  and  sup- 
pliers as  well  as  peers  and  experts. 
Pooling  resources,  information  and 
insight  has  become  key  to  survival. 

Not  surprisingly,  the  necessity  for 
sharing  knowledge  has  accelerated 


face-to-face  as  well  as  online  gather- 
ings. This  January,  technical  leaders 
will  meet  in  Santa  Clara,  Calif., 
for  the  inaugural  SUPERnet  Broad- 
band Conference.  According  to  the 
conference  sponsors,  the  Telecom- 
munications Industry  Association  (TIA) 
and  the  International  Engineering 
Consortium  (IEC),  "Computing  and 
communications  will  become  indistin- 
guishable, and  their  integration  will 
constitute  a  core  utility  as  fundamen- 
tal as  lighting,  electricity  and  water." 
In  light  of  the  early  struggles  of 
the  ARPANET,  this  statement  shows 
how  far  the  idea  of  networking  has 
evolved  in  30  years. 

While  no  one  can  anticipate  the 
next  technical  upheaval,  it  is  clear 
that  networks  and  management, 
specialists  and  generalists  must 
remain  linked.  As  the  founders  of 
the  Net  affirmed,  the  linkage  of 
two,  three  or  3  million  has  greater 
value  than  one  alone  ...  a  value  that 
increases  exponentially. 


Dr.  David  Huber,  President  and 
Chief  Executive  Officer 
Corvis  Corporation 

www.corvis.com 

Afshin  Mohebbi,  President  of 

Worldwide  Operations 

Qwest  Communications  International 

www.qwest.com 


Patrick  Nettles,  Chairman 
Chief  Executive  Officer 
CIENA  Corporation 

www.ciena.com 

Rick  Roscitt,  President 
AT&T  Business 

www.att.com 
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Donald  K.  Peterson,  President  and 
Chief  Executive  Officer 
Avaya  Communication 

www.avaya.com 

Bobby  Johnson,  President  and 
Chief  Executive  Officer 
Foundry  Networks 

www.foundrynet.com 

Patti  Schmigle.  President 
Williams  Communications  Solutions 

www.wilcom.com 
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Are  you? 


Make  your  business  mobile 

Your  customers' habits  are  changing. 

^reasingly  they  do  business  how,  where  and  when 
Hpv  olease  -  via  the  Internet.  In  parks,  on  the  road, 

ten  ove  breakfast  in  bed,  people  are  using  w,  re.  ess 
devicel  to  purchase  goods  and  services,  trade  stock, 
book  travel -you  name  it.  u„omhracethe 
Opportunities  abound  for  those  who  embrace 
change  and  make  their  bus.ness  mob.le. 
And  with  Siemens,  it's  easy.  and 

to  make  it  all  work  seamlessly. 
Siemens.  We  make  business  mobile. 

obile  business 


'/2^  Information  and 

IfJi  Comrm|nir,atinns 


People  who  preside  over  large  fam- 
ily businesses  sooner  or  later  con- 
front this  question:  How  do  you 
keep  a  family-owned,  private  com- 
pany family-owned  and  private?  Es- 
tate taxes  take  their  toll  and  the  pas- 
sage of  generations  carves 
ownership  into  smaller  and  smaller 
pieces.  Inevitably,  some  dissidents 
surface  who  want  cash  rather  than 
meager  dividends  from  an  illiquid 
fractional  interest.  And  then  the 
pressure  to  sell  out — or,  at  least,  to 
go  public — may  become  insur- 
mountable. 

In  these  six  pages  we  look  at  two 
large,  privately  held  firms  that  have 
come  up  with  different  solutions  to 
this  problem.  Milliken  &  Co.  is  a  big 
textile  firm  that  remains  in  the 
hands  of  the  family  that 
started  the  business  in  the 
19th  century.  Hearst  Corp. 
is  a  diversified  media  giant 
that — 49  years  after  the 
death  of  the  patriarch  who 
built  the  empire — is  still 
privately  held.  How  long 
can  these  firms  remain  in 
private  hands?  What  can 
other  business  owners 
learn  from  them? 


BY  BRIGID  MCMENAMIN 

■j  F  MOST  AMERICANS  KNOW  OF 
I  Roger  Milliken  at  all,  it's  because  of 
I  his  campaign  to  stop  imports  that 
H  compete  with  the  textiles  made  by 
H  his  135-year-old  family  business. 
But  this  intensely  private  85-year-old 
executive,  who  rules  over  the  $4  billion 


(estimated  2000  revenues)  Milliken 
Co.,  has  another  great  struggle:  to  ke 
his  firm  family-owned.  He  wants  it 
stay  that  way  forever.  It  is  quite  a  ch 
lenge,  given  the  inevitable  generatioi 
fissures  that  creep  into  a  corporati 
this  old  and  this  big. 

When  FORBES  took  a  look  1 1  yei 
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»  (May  29,  1989  and  Nov.  13,  1989), 
grandson  of  founder  Seth  Milliken 
s  in  a  crisis.  Impatient  nieces  and 
jhews  had  sold  some  shares  to  a 
npetitor.  Would  they  force  a  sale  of 
company? 

Today  the  answer  appears  to  be  no. 
airman  Roger  has  neutralized  the 
els.  More  important, 
young  Millikens, 
ist  of  them  far  from 
ger's  home  base  in 
irtanburg,  S.C.,  seem 
lined  to  keep  the  company  in  the  fam- 
after  he  is  gone.  "Absolutely!"  cries 
at-nephew  Cody  Franchetti,  26,  a  New 
k  City  model  who  typifies  the  gener- 
mal  divide  that  Roger  is  trying  to  leap. 
How  is  the  patriarch  doing  it?  Mil- 
;n  himself  isn't  talking,  but  FORBES 
i  report  that  he  stopped  counting 
;ly  on  lawyers  to  preserve  the  family 
iiness  and  set  out  to  win  the  hearts 
1  minds  of  his  young  kinfolk. 
There's  a  history  to  the  familial  fix 
?er  was  in.  His  father,  Gerrish,  gained 
ltrol  of  Milliken  &  Co.  around  1940 
acquiring  the  stake  held  by  his 
)ther  Seth.  Seth's  wife  had  caught 
rrish  cheating  them  of  dividends,  and 
rrish  bought  them  out  to  avoid  a 
ndal.  Gerrish  then  dropped  dead  on 
olf  course  in  1947,  leaving  31 -year- 
Roger  to  take  over  the  company.  He 
urn  consolidated  control  by  keeping 


Family 
Matters 


staff  his  younger  brother,  Gerrish  Jr., 
1  Uncle  Seth's  son  Minot,  chief  finan- 
[  officer,  until  1996.  In  1955  he  fired 

sister  Joan  Stroud's  husband.  After 
t,  Roger  banned  hiring  relatives. 

Bad  blood  still  ran  in  1989  when 
B.  Dixon  Stroud  Jr.,  son  of  Joan,  led 
ee  of  his  six  siblings  in  an  attempt  to 


sell  the  17%  stake  they'd  inherited  from 
their  mother.  The  Strouds,  landed  gen- 
try in  Pennsylvania's  horse  country, 
weren't  satisfied  with  the  dividends 
Uncle  Roger  doled  out  or  the  sums  he 
offered  to  redeem  their  shares.  They  fig- 
ured an  outsider  would  pay  more. 
The  chairman  thought  he  had  them 
nicely  boxed  in  with 
confidentiality  agree- 
ments. He  tried  to  ce- 
ment his  control  by 
tweaking  the  company's 
charter  to  forbid  putting  the  whole  com- 
pany up  for  sale  without  the  consent  of 
the  holders  of  at  least  75%  of  the  shares, 
most  of  which  are  in  trusts  he  controls. 
The  young  Strouds  got  around  the  gag 
by  finding  a  competitor  keen  on  buying 
the  firm  with  junk  bonds:  two  principals 
of  Delta  Woodside  Industries,  in  nearby 
Greenville,  S.C.  The  Strouds  sold  them  a 
few  shares  so  that  they  would  be  entitled 
to  see  Milliken's  books  themselves.  A 
judge  made  Roger  let  them. 

The  Strouds'  gambit  was  foiled  when 
the  junk-bond  market  dried  up  in  1990. 
The  two  suitors  never  added  to  the  small 
stake  they  bought  from  the  Strouds. 

But  Roger  learned  that  the  75% 
amendment  wasn't  as  airtight  as  he 
would  have  liked.  While  it  would  pre- 
vent a  quick  sale  or  merger  of  the  whole 
company,  it  wouldn't  stop  small  share- 
holders from  unloading  their  stakes 


If  you  want  your  family 
business  to  last,  textile 
magnate  Roger  Milliken 
realized,  lawyers  can  do  only 
so  much  for  you.  So  you  had 
better  lobby  your  relatives. 


fourth-  and  fifth-generation  heirs,  Mil- 
liken &  Co.  could  be  on  the  block. 
That's  Roger's  real  problem:  making 
sure  the  trustees  don't  sell  the  company 
after  he's  gone. 

''Trying  to  force  people  you  don't 
trust  to  do  what  you  want  them  to  do 
over  generations  is  doomed  to  failure," 
explains  John  RC.  Duncan,  a  Chicago 
lawyer  who  counsels  wealthy  families. 
"No  matter  what  you  write  into  the  trust 
instrument,  there  are  no  ironclad  guar- 
antees that  the  company  won't  be  sold. 
You  have  to  get  the  people  who  can  make 
or  influence  the  decision  to  keep  the 
company  to  buy  into  your  vision." 

The  hiatus  of  the  junk-bond  market 
gave  Roger  a  chance  to  do  just  that,  show- 
ing his  young  heirs  that  the  business  was 
worth  keeping  so  they  wouldn't  want  to 
part  with  it.  Where  to  begin?  For  Roger 
there  was  no  telling  where  the  danger 
might  lie.  Though  the  Strouds  seemed 
the  most  volatile,  he  couldn't  rule  out  a 
challenge  by  Anne's  three  sons,  or  the  six 
offspring  of  his  meek  brother,  Gerrish  Jr., 
or  even  his  own  brood  (see  family  tree,  p. 
136).  He'd  have  to  court  them  all. 

That  was  a  stretch  for  Roger,  not  by 
nature  the  folksy  family  man.  For  in- 
stance, acquaintances  of  Roger's  son 
David,  now  45  and  a  painter  in  Santa 
Fe,  recall  David  griping  that  Dad  had 
bailed  out  in  the  middle  of  a  family 
therapy  session. 

Roger  also  for- 
bade his  five  chil- 
dren to  join  Mil- 
liken &  Co.  He 
stashed  his  eldest 
son,  Roger  Jr.,  47,  in 
Maine  after  college, 
to  manage  over 
100,000  acres  of 
timberlands  with 
four  employees. 


piecemeal,  eventually  leading  to  the 
same  result.  Say,  after  Roger  dies, 
trustees  for  Cody  Franchetti,  Italian- 
born-and-bred  grandson  of  the  old 
man's  sister  Anne  and  a  Sardinian 
baron,  opt  to  sell  his  stake — perhaps 
3% — despite  the  75%  rule.  If  enough 
such  sales  take  place  among  the  many 


That's  like  a  lemon- 
ade stand  in  this  crowd.  The  only  mem- 
bers of  Roger  Jr.'s  generation  involved  in 
serious  business  are  cousin  Dixon, 
founder  of  Landhope  Farms,  a  small 
convenience  store  chain  in  Pennsylvania, 
and  cousin  John  W.  Milliken,  who  runs 
Utah-based  property  manager  Milcom. 
Dixon  and  Roger  became  estranged  after 
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MILLIKEN  LEGACY 

settling  lawsuits  and  still 
are  cool. 

But  in  the  early 
1990s  Roger  began  re- 
mediation. He  invited 
the  fourth  generation — 
his  children  and  their 
16  cousins — to  regular 
meetings  at  headquar- 
ters, along  with  four 
grandchildren  of  Fran- 
cis G.  Kingsley,  a  trusted 
Milliken  executive  who 
mentored  young  Roger 
in  the  years  after  his  fa- 
ther's death  and  ran 
Mercantile  stores  (the 
Millikens  owned  some 
41%)  until  his  own 
death  in  1986.  Kingsley's  heirs  hold  an 
estimated  10%  of  Milliken  &  Co. 

At  the  meetings  Roger  briefs  them, 
then  turns  the  podium  over  to  execu- 
tives, including  longtime  President 
Thomas  J.  Malone,  whom  Roger  is 
counting  on  to  carry  on  once  he's  gone. 
Management  isn't  allowed  to  hold  a 
single  share,  so  the  young  Millikens 
must  be  ardent  overseers. 


The  Milliken  Threads 


Nearly  90%  of  the  stock  in  Milliken  &  Co.  is  in  the  hands  of  descendants  of  Gerrish  Milliken,  one  of  th< 
founder's  two  sons.  The  grandchildren  of  Roger  Milliken's  mentor  Francis  G.  Kingsley  hold  the  re 
maining  10%.  Teaching  the  4th  and  5th  generations  to  be  good  stewards  is  Roger's  final  mission  in  life 


I  

GERRISH  &  AGNES 


SETH  MILLIKEN 

I  


 1 

SETH  &  ALIDA 


1  

II 

I  

"~1 

1 

ANNE  & 

GERRISH 

JOAN  & 

ROGER  & 

MINOT 

MARIO 

JR.& 

W.B.  DIXON 

JUSTINE 

SETH 

FRANCHETTI 

PHOEBE 

STROUD 

JOHN 

1 

ALIDA 

MARTHA 

STEFANO 

JOHN  W. 

DIXON  JR. 

ROGER 

CLEMENTE 

GERRISH 

JOAN 

JR. 

ANDREA 

PHOEBE 

CYNTHIA 

JUSTINE 

PETER 

STEPHEN 

WESTON 

STEPHEN 

MORRIS 

DAVID 

CODY 

SUSAN 

ANNE 

NANCY 

2  MINORS 

AGNES 

FRANCIS  G.  KINGSLEY 


ORA  &  HOWARD  SMITH 


ROGER  K. 
MARGARET 
2  SIBLINGS 


Once  the  younger  folks  knew  enough 
to  distinguish  between  vortex  spinning 
and  air-jet  weaving,  Roger  invited  a  few  of 
them  to  join  his  board.  Roger  Jr.  turned 
him  down,  so  in  1994  he  chose  daughter 
Justine  Russell,  a  Massachusetts  home- 
maker,  and  Kingsley's  grandson  Roger 
Smith,  an  electrical  engineer.  Son  Weston, 
a  Los  Angeles  consultant  and  gay-causes 
benefactor,  attends  as  an  unofficial  ob- 


Family-Business  Psychology 


Are  your  children  demanding  bigger  dividends?  Cousins  plotting  a  boardroom  coup?  If  you  need 
help  protecting  the  family  business  from  your  own  kinfolk,  help  can  be  had.  Over  the  past  few 
years  an  army  of  family-business  experts— lawyers,  M.B.A.s,  accountants  and  psychologists- 
has  sprung  up,  all  promising  they  can  help  families  prosper  along  with  their  businesses,  for  genera- 
tions to  come. 

Conflict  often  arises  among  the  famiiy  members  who  control  the  business  and  work  hard  at  it 
and  the  ones  who  are  merely  collecting  dividends.  If  the  insiders  dismiss  the  outsiders  as  naive  and 
parasitic,  the  experts  teach  them  to  lead  without  alienating.  "Their  job  is  often  to  learn  to  manage  that 
constituency  with  respect,"  explains  consultant  Ivan  Lansberg.  a  former  Yale  School  of  Management 
professor  and  now,  at  Lansberg,  Gersick  &  Associates  in  New  Haven,  Conn.,  a  counselor  to  families 
that  own  businesses— including  Roger  Milliken's,  which  Lansberg  refuses  to  confirm. 

Lansberg's  firm  typically  charges  $3,500  to  more  than  $5,000  per  day  to  draft  and  implement  a 
strategic  plan,  often  holding  seminars  and  setting  up  a  family  council  to  mediate  relations  among 
working  and  nonworking  shareholders. 

You  don't  have  to  hire  an  expert,  though— you  could  just  get  your  heirs  to  read  one  of  their  books. 
Margaret  Smith,  who  inherited  stock  in  Milliken  &  Co.,  is  a  fan  of  James  Hughes'  Family  Wealth: 
Keeping  It  in  the  Family  (NetWrx,  1997  $15).  An  architecture  school  dropout  living  in  New  York  City, 
Smith  attends  family-business  meetings  in  the  U.S.  and  at  the  Institute  for  Management  Development, 
in  Lausanne,  Switzerland.  So  if  an  outsider  offered  to  double  Roger  Milliken's  bid  for  Milliken  &  Co. 
shares,  would  she  sell?  Unlikely. 

The  Web  version  of  this  story,  at  forbes.com/fambiz,  contains  links  to  two  support  groups  and  five 
experts.  —  B.  McM. 


server.  In  just  a  few  years,  they  went  fro 
knowing  nothing  about  the  business 
pondering  capital  investments. 

Next  step  was  convincing  the  Mi 
liken  heirs  that  they're  not  mere  stocl 
holders,  like  those  tacky  people  who  pi; 
the  market,  but  rather  stewards  of  a  pr 
cious  legacy.  For  that,  Roger  turned 
one  of  the  army  of  experts  helping  pa 
pie  do  just  that  (see  box).  The  proselyti 
ing  seems  to  have  worke 
In  a  1997  Maine  Tint 
story,  Roger  Jr.  mentiom 
"stewardship"  and  oth 
buzzwords  from  the  far 
ily-legacy  consultants. 

In  addition  to  tJ 
stockholders  meetings  ea 
April  and  regular  family  i 
unions,  there  are  also  "far 
ily  forums"  twice  a  year 
spread  the  gospel.  Cha: 
man  Roger  commission 
a  vanity  book  about  t 
family.  Among  the  mc 
enthusiastic  partisans  £ 
Dixon's  sister  Cyntl 
Stroud,  an  artist,  brotr 
Stephen,  who  works  p; 
time  in  a  Costa  Ric 
wildlife  preserve,  and  sis 
Joan,  a  homemaker. 

Paying  bigger  divider 
also  helped  snuff  the  fir 
Roger  greatly  increas 
them  for  common  as  wel 
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;ferred  stock  "Both  have  been  rou- 
lely  raised,"  crows  a  happy  share- 
lder.  But  money  isn't  everything, 
iger's  own  five  children  keep  per- 
ps  $250,000  per  year  apiece  after 
id  invests  most  of  their  take. 

So  determined  is  Roger  to  safe- 
ard  his  legacy  that  he  has  even  dis- 
ced the  content  of  his  will  to  his 
m  children,  a  move  inspired  by 
I  1998  death  of  cousin  Minot  at 
1 82.  The  small  size  and  poor  han- 
ng  of  Minot's  estate  so  embittered 

five  children  that  not  one  said  a 
>rd  at  his  memorial.  Having  seen 
it,  Roger  made  time  to  explain  his 
ate  plan  and  gauge  his  children's 
ictions  while  he  still  has  a  chance 
deal  with  them. 

Meanwhile,  any  Milliken  share- 
lder  who  wants  out  can  have  it. 
lliken  is  ready  to  buy  because 
's  sitting  on  an  estimated  $800 
llion  from  the  1998  sale  of  Mer- 
itile  stores  to  Dillard's.  Swap- 
lg  Mercantile  shares  for  shares 
Dillard's  would  have  avoided 
?ital  gain  taxes,  but  he  wanted 
ih  in  his  estate  to  cover  estate 
:es,  or  so  he  told  a  subordinate, 
r  the  moment,  he  is  too  healthy 
retire — he  evidently  hasn't  had 
/  serious  illness  since  a  heart  at- 
k  earlier  in  life. 

Milliken  will  buy  in  shares  at  a 
ce  set  by  an  independent  appraisal, 
is  year  he's  offering  $174  for  com- 
>n,  $435  for  preferred,  prices  that 
t  the  value  of  the  whole  company 
ust  $913  million,  or  less  than  one- 
irtli  of  sales.  That's  on  the  low  side, 
n  for  this  depressed  sector  of  the 
momy  But  significantly,  it  appears 
it  none  of  the  younger  genera- 
n — and  none  of  Roger's  chil- 
li— have  asked  to  be  bought  out. 
ybe  they've  come  to  treasure  their 
itage,  just  as  Roger  intended.  F 

-five  other  family  companies  that 
>e  staved  off  trouble,  see 
'w.forbes.  com/ fa  m  ta  hie. 


The  Case  of  the 
Ungrateful  Heirs 

When  press  baron  William  Randolph  Hearst 
wrote  his  will,  he  wanted  to  make  sure  that  no 
one  in  his  family  could  mess  with  his 
business.  The  arrangement  preserved  the 
family's  wealth— but  not  its  harmony. 


King  of  the 
Castle:  Hearst 
Corp.'s  Frank 
Bennack  battles 
the  heirs  to  the 
throne. 


BY  MARK  LACTER 

TO  PARAPHRASE  SHAKESPEARE, 
how  sharper  than  a  serpent's 
tooth  it  is  to  have  a  thankless 
grandchild. 

When  he  inherited  a  piece  of  the 
Hearst  media  empire  as  a  young  boy, 
William  Randolph  Hearst  II  had  a  one- 
twentieth  stake  in  a  dividend  payout  of 
$150,000  a  year.  Now,  after  half  a  cen- 


Family 
Matters 

tury  of  professional  stew- 
ardship, the  empire  is 
vastly  more  prosperous 
and  diversified.  The  pay- 
out is  up  to  $93  million  a 
year.  And  what  was  the  re- 
sponse of  this  heir?  To  sue. 

A  sad  development, 
given  how  hard  the  patri- 
arch of  this  family 
fortune  struggled 
to  ensure  pros- 
perity and  har- 
mony for  his 
family  after  he 
was  gone.  Newspaper 
mogul  William  Randolph 
Hearst  died  in  1951  at  the 
age  of  88.  The  will  made 
clear  his  feelings  about 
his  relatives. 
None  of  his 
five  children  (all  sons) 
was  competent  to  run  the  business. 
Control  was  to  be  in  the  hands  of  pro- 
fessional managers  answering  to  a  self- 
perpetuating  board  of  trustees  on 
which  Hearst  family  members  would 
have  only  5  of  13  votes.  The  trusts 
would  last  until  all  the  then-living 
grandchildren  had  died — an  event 
likely  to  occur  sometime  around  2035. 
Any  heir  who  challenged  the  will  would 
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Citizen  Kane's  Pains 


? 


Press  run:  Grandchildren 
of  The  Chief  (with  son 
William  Jr.)  include  Bcnnack 
backer  William  Randolph 
Hearst  III  and  inquiring 
Patricia  Hearst  Shaw. 


^  ui 
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WILLIAM  RANDOLPH 
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WILLIAM  RANDOLPH 
HEARST  III 

AUSTIN  HEARST 
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:  -  1951) 


N  RANDOLPH 
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RANDOLPH  HEARST 

(1915  -  ) 


I    (1910  -  1958) 


JOHN  RANDOLPH 
HEARST  JR. 

JOANNE  HEARST 
CASTRO 

WILLIAM  RANDOLPH 
HEARST B 

DEBORAH  HEARST  GAY 


CATHERINE  HEARST 
VIRGINIA  HEARST 
PATRICIA  HEARST  SHAW 
ANNE  HEARST 
VICTORIA  HEARST 


DAVID  WHITMI 
HEARST  SR. 

(1915  -  198G) 


MILLICENTV.BOU 

DAVID  WHITMOR 
HEARST  JR. 


be  disinherited. 

That  the  Hearst  Corp.  survives  at  all 
today — and  remains  privately  held,  as 
W.R.  Hearst  wanted — says  something 
about  the  wisdom  of  his  estate  plan.  He 
left  behind  some  ranch  land,  15  dailies, 
most  of  them  evening  newspapers  des- 
tined to  be  run  out  of  business  by  tele- 
vision, and  a  handful  of  magazines  (in- 
cluding Good  Housekeeping  and  Town 
&  Country).  Had  the  people  running 
the  business  sat  on  their  hands,  there 
might  be  nothing  left  today.  But  they 
used  profits  from  old  media  to  buy  into 
new  media.  By  doing  so  they  assembled 
a  collection  of  assets  that  includes  26 
television  and  radio  licenses,  17  maga- 
zines and  an  assortment  of  cable  opera- 
tions. FORBES  estimates  the  1999  rev- 
enues of  Hearst  Corp.  at  $4.4  billion. 
Only  one  of  the  founder's  sons  sur- 


vives, but  there  are  approximately  50 
grandchildren  and  great-grandchildren 
benefiting  from  the  profits  of  the 
Hearst  Corp.  Inevitably,  in  a  group  this 
size  there  will  be  unhappy  campers.  In 
1997  grandson  W.R.  Hearst  II,  now  58, 
filed  suit  in  Los  Angeles  Superior  Court 
against  the  William  Randolph  Hearst 
Family  Trust,  demanding  that  its  finan- 
cial records  and  decision  making  be 
opened  to  family  members.  Alongside 
him  as  plaintiffs  were  two  sisters,  Debo- 
rah Hearst  Gay  and  Joanne  Castro. 

What  did  they  have  to  complain 
about?  A  merger  plan.  Frank  Bennack 
Jr.,  67  and  the  chief  executive  of  Hearst 
since  1979,  had  outlined  plans  to  merge 
the  company's  six  television  stations 
with  the  six  owned  by  Argyle  Televi- 
sion, a  new  (and  publicly  traded)  com- 
pany. While  Hearst  would  start  with  an 


86%  stake  in  the  resulting  combinatia 
to  be  called  Hearst-Argyle  Televisio 
the  shares  would  be  used  as  currency 
further  acquisitions  and  the  stake  cou 
be  diluted. 

William  II  didn't  like  the  Arg) 
deal.  The  heir,  who  appears  to  have  : 
paying  job  (says  his  lawyer,  John  Stt 
geon:  "He  does  a  lot  of  travel  and  ma 
ages  his  investments"),  also  didn't  li 
Hearst's  compensation  structure.  1 
asserted  that  Bennack  and  other  ma 
agers  had  collectively  pulled  down  $ 
million  in  bonuses  for  1996.  (The  coi 
pany  declines  to  reveal  pay,  but  in  coi 
papers  denied  the  assertion.) 

The  plaintiffs  also  allowed  that  tl 
didn't  approve  of  Hearst's  tax  structu 
The  trustees  had  arranged  the  busin 
so  that  a  portion  of  it  was  organized  £ 
C  corporation,  with  profits  taxed  at 
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porate  level  and  then  reinvested,  and 
Dther  portion  as  an  S  corporation, 
h  profits  flowing  through  to  benefi- 
ries  and  taxed  to  them.  The  plaintiffs 
nted  the  whole  thing  set  up  as  an  S 
poration — which  would  have  made 
feet  sense,  of  course,  if  the  objective 
re  to  forget  reinvestment  and  simply 
ed  the  company  to  maximize  current 
routs. 

William  II's  shortsighted  view  of 
,v  to  manage  wealth  didn't  stop  him 
m  making  some  grandiloquent  pro- 
ancements  in  court  papers,  like  this 
e:  "The  foxes  have  taken  over  the 
cken  coop  and  have  relegated  to  a 
ondary  position  the  interests  of  the 
ner-beneficiaries  to  whom  they  owe 
highest  fiduciary  duty." 
Sturgeon  says  that  an  informal  poll 
Hearst  heirs  found  three-fourths  op- 
>ed  to  the  Argyle  merger.  That  may 
so,  but  William  II  and  his  sisters 
m  to  be  very  much  in  the  minority 
their  venom  against  Bennack.  One 
ler  beneficiary,  Patricia  Hearst  Shaw 
e  infamous  1974  kidnapping  vic- 
1),  evidently  attempted  to  pry  out 


essentially  controlled  by  non-Hearst 
managers,"  William  II  complained  at 
the  time  to  the  Los  Angeles  Times.  Cali- 
fornia's powerful  Coastal  Commission 
turned  down  the  plans. 

The  dissidents  didn't  fare  as  well  in 
court.  A  judge  threw  out  their  case  in 
1997,  citing  provisions  in  the  will  that 
limit  the  right  of  heirs  to  second-guess 
the  trustees.  An  appeals  court  affirmed 
the  decision.  Meanwhile  Hearst  Corp. 
deducted  $579,000  from  the  heirs'  div- 
idends to  cover  its  legal  fees. 

Is  this  the  end  of  the  matter?  Possi- 
bly. But  William  II  clings  to  some  hope 
of  a  rematch,  in  which  he  would  take 
advantage  of  a  newly  enacted  California 
law  giving  heirs  a  little  more  flexibility 
in  cases  like  this.  The  law  could  override 
in  terrorem  clauses,  like  the  one  in  the 
Hearst  will,  that  seek  to  punish  heirs  for 
filing  court  challenges.  Using  it,  the 
plaintiffs  could  attack  the  Hearst  Fam- 
ily Trust  directly  rather  than  making  a 
backdoor  assault  via  the  corporation. 

But  why  all  the  acrimony?  William 
II's  persistence  may  be  retaliation  for 
the  slights  his  father,  John  Randolph, 


35%  to  a  recent  $18.13.  Merrill  Lynch's 
Je»;<ca  Reif  Cohen  recently  lowered  her 
rating  to  "neutral";  she  expects  cash  flow 
(in  the  sense  of  net  income  plus  income 
tax  and  depreciation)  of  $3.88  a  share 
next  year.  Bennack  has  spent  $400  mil- 
lion buying  up  shares  at  an  average  $25. 

Bennack  is  busy  on  other  fronts.  In 
a  joint  venture  with  Oprah  Winfrey, 
Hearst  launched  the  glossy  monthly  O 
last  April,  hitting  a  circulation  of 
900,000  and  627  pages  of  ads  by  its 
sixth  issue.  Showing  little  nostalgia  for 
the  dying  evening  paper  that  was  once 
the  flagship  of  the  Hearst  chain,  he 
dumped  the  San  Francisco  Examiner 
and  paid  $660  million  to  acquire  the 
morning  San  Francisco  Chronicle. 

In  the  past  two  years  revenues  have 
climbed  16%,  we  estimate,  with  $1.5 
billion  of  last  year's  take  coming  from 
the  magazine  division  (Cosmopolitan, 
Redbook,  Esquire,  etc.);  $1.4  billion 
from  newspapers  (Houston  Chronicle, 
San  Antonio  Express-News,  etc.);  $900 
million  from  cable  holdings  (including 
stakes  in  ESPN,  Lifetime,  the  A&E  chan- 
nel); and  $500  million  from  Hearst- Ar- 


That  the  Hearst  Corp.  survives  at  all  today ...  says 
something  about  the  wisdom  of  his  estate  plan. 


>re  financial  disclosures  in  1994  but 
iched  a  quiet  settlement.  For  the 
:ord,  William  II's  cousin,  venture 
)italist  William  Randolph  Hearst  III, 
rises  Bennack  for  his  business  skills, 
e'd  run  a  lemonade  stand  success- 
ly,"  says  WR.  Ill,  one  of  the  five  fam- 
members  who  sit  on  the  board  of 
!  Hearst  Family  Trust. 
As  the  lawsuit  wound  its  way 
ough  court,  the  fissures  between 
lliam  II  and  the  source  of  his  spend- 
;  money  exploded  to  the  surface  in  a 
ling  battle.  Two  years  ago  he  and  his 
ters  openly  opposed  Hearst  Corp. 
ns  to  develop  a  resort  on  some  of  the 

000  acres  of  land  surrounding  their 
indfather's  beloved  Hearst  Castle  in 

1  Simeon,  Calif. 

"The  San  Simeon  issue  is  a  reflec- 
n  of  the  fact  that  the  corporation  is 


endured  at  the  hands  of  his  larger-than- 
life  father,  the  inspiration  for  the  movie 
Citizen  Kane.  After  losing  his  job  at  the 
Los  Angeles  Examiner,  John  was  hired  at 
Hearst's  American  Weekly,  but  found 
the  salary  lacking.  He  asked  his  father 
for  an  additional  allowance,  according 
to  David  Nasaw,  author  of  the  best- 
selling  biography  of  William  Randolph 
Hearst,  The  Chief. 

"I  am  sorry,  but  I  am  not  going  to 
allow  you  any  expenses,"  Hearst  barked 
at  his  third-born.  "You  are  on  your 
own — sink  or  swim  in  New  York.  If  you 
don't  like  the  job,  don't  take  it.  You  are 
not  an  infant  any  longer,  swinging  on  a 
pap  bottle." 

For  the  moment  the  stock  market 
has  vindicated  William  II's  skeptical 
view  of  Hearst-Argyle.  Since  announce- 
ment of  the  merger  the  stock  has  sunk 


gyle.  Operating  income  (net  before  de- 
preciation, interest  and  taxes)  probably 
topped  $1  billion  in  1999,  up  from  $881 
million  two  years  earlier  and  up  twelve- 
fold in  the  21  years  that  Bennack  has 
been  running  the  company. 

Bennack  swears  his  interests  are 
aligned  with  the  family's.  "I  care  about 
them,  and  I  think  they  know  that,"  he 
says.  But  the  dilemma  faced  by  Bennack 
and  his  successor  (who  will  probably  be 
Victor  Ganzi,  53,  Hearst's  chief  operat- 
ing officer)  is  that  there  is  necessarily 
some  conflict  between  the  genera- 
tions— between  current  consumption 
and  building  for  the  future.  The 
trustees  could  probably  triple  the  pay- 
outs overnight  by  selling  every  single 
asset  and  investing  the  proceeds  in 
Treasury  bills.  But  they  wouldn't  be 
honoring  W.R.  Hearst's  wishes.  F 
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1RST  THERE  WAS  HUNTING.  THEN  THERE  WAS  GATHERING.  THEN 
there  was  collecting. 

It's  not  too  far  a  stretch  to  imagine  some  Cro-Magnon  connoisseur 
hoarding  the  same  dinosaur  bones  Microsoft's  Nathan  Myhrvold  keeps 
today  in  his  giant  warehouse  in  Redmond,  Wash,  (see  cover  story, 
p.  160).  And  for  many  of  the  same  reasons:  because  they're  beautiful  to 
look  at,  because  of  what  they  disclose  about  our  world  and  about  us, 
and,  not  least,  because  someone  else  may  pay  you  even  more  money  for 
them  than  you  paid. 

Anyone  who  buys  solely  to  make  money  is  a  fool,  but  if  the  value  of 
your  collection  goes  down  over  time,  you  haven't  bought  with  much 
refinement  or  finesse.  Money  is  hardly  the  sole  arbiter  of  taste,  but  it's 
far  from  irrelevant. 

Which  is  where  FORBES  comes  in.  FORBES  has  been  celebrating  col- 
lectors and  their  collections  since  we  ran  our  first  regular  column  on 
the  subject  in  March  1989.  We  recognized  then  that  hunting  down  and 
gathering  up  the  world's  treasures,  man-made  and  natural,  is  among 
the  richest  mediums  there  are  in  which  to  turn  money  into  experience. 

Throughout  history,  whenever  you  see  wealth  being  created  with 
special  vigor,  collecting  flourishes.  The  Romans  did  it  with  a  vengeance. 
Petronius,  celebrity  author  of  Satyricon  and  a  crazy  drinking-cup  col- 
lector, owned  a  precious  vessel  that  Nero  coveted.  The  emperor  sent 
over  some  hemlock,  and  Petronius  drank  it  down.  But  he  drank  it  out 
of  his  beloved  cup,  which  he  then  smashed  to  smithereens  before  ex- 
piring. Now  that's  a  collector. 

Collecting  has  come  a  long  way  since  Petronius.  Both  Sotheby's  and 
Christie's  are  adding  lots  of  extra  seats  to  accommodate  the  new 
crowds  (see  story,  p.  180).  The  Net  is  bringing  collecting  directly  into 
the  living  room  (see  story,  p.  186).  The  landscape  is  crawling  with 
Medici  wannabes.  We're  here  to  help  you  invest  prudently  and  wisely. 
After  all,  whether  a  Cro-Magnon  or  a  Myhrvold,  no  bone  collector 
wants  to  get  skinned.  — Joshua  Levine 
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Easy  Come, 


You  can  make  a  pile  of  money  owning  art  or  other 
collectibles,  but  it's  wisest  to  venture  into  the  market  without 
any  such  expectation.  |  by  Godfrey  barker 


'  DO  YOU  MAKE  A  SMALL  FORTUNE  IN  ART?  START  WITH  A 
;e  one.  Okay,  that's  too  cynical.  People  do  come  out  ahead 
ning  collectibles,  if  they  buy  high-quality  stuff  and  hold 
long  enough  to  ride  out  the  bumps.  But  if  financial  re- 
'ds  are  your  only  motivation,  you  would  do  well  to  put 
ir  money  in  a  mutual  fund  instead. 
A  random  flip  through  the  pages  of  Richard  Hislop's  Art 
zs  Index  for  the  1980s  and  1990s  turns  up  some  winners, 
asso's  "Le  Repos,"  a  head-and-shoulders  of  his  sleeping 
itress  Marie-Therese  Walter,  ascended  from  $2.2  million 
993  to  $7.9  million  last  month  at  Sotheby's  New  York,  for 
)%  annual  return.  Renoir's  "Jeune  Fille  Portant  une  Cor- 
lle  de  Fleurs"  climbed  from  $4.8  million  in  November 
17  to  $7.7  million  in  June  1993 — more  remarkable  since 
'3  was  a  recession  year  for  art. 

Now  for  the  nasty  surprise.  The  truth  is  that,  over  the 
t  30  years,  art  has  not  usually  been  a  good  investment — 
when  compared  with  assets  like  stocks  or  real  estate, 
ich  have  risen  12.3%  and  13.8%  a  year  versus  9.5%  for  art 
ing  these  decades.  Throw  in  transaction  costs — com- 
mons at  an  auction  house  sometimes  run  as  high  as 
h — and  fine  art  falls  still  further  behind  the  alternatives. 
Even  these  statistics  exaggerate  what  the  average  collec- 
will  experience.  The  good  returns  are  disproportion- 


ately concentrated  among  the  pieces  that  started  out  high. 
In  1997  the  distinguished  art  market  statistician  Robin 
Duthy  plotted  prices  for  the  top  2%  of  all  auction  pictures 
since  1975,  the  top  10%  and  the  bottom  80%  (see  chart,  p. 
144).  He  added  a  line  for  U.S.  inflation  over  the  same  pe- 
riod. Duthy's  graph  showed  that  only  the  top  2%  of  picture 
prices  had  moved  upward  as  strongly  as  the  S&P  500,  and 
only  the  top  10%  outperformed  the  consumer  price  index. 
The  mass  of  the  market  barely  matched  inflation.  The 
threshold  for  entering  the  top  2%  was  very  high — more 
than  $1.3  million,  putting  serious  art  investment  well  out  of 
reach  for  most  individuals. 

High-end  art  prices  go  in  cycles,  just  like  stocks — but  not 
at  all  in  phase  with  stocks.  Whoever  bought  Picasso's  Blue  Pe- 
riod "Woman  With  Crossed  Arms"  at  a  Christie's  auction  in 
November  presumably  wasn't  counting  on  a  portfolio  of  In- 
ternet stocks  to  finance  the  purchase.  The  bidder  shelled  out 
$55  million,  twice  the  high  estimate. 

Also  note  that  the  art  market  did  perplexingly  well  follow- 
ing the  October  1987  stock  market  crash.  The  two  years  fol- 
lowing were  the  two  best  of  the  century  for  art  prices.  Almost 
everything  made  stunning  gains:  Old  Masters,  impression- 
ists, Picasso,  Matisse  and  Modigliani,  contemporary  artists — 
the  works.  Sotheby's  Art  Index  measured  a  153%  rise  for  av- 
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The  truth  is  tl 


is  not  usually  been  a  good  investnu 


erage  impressionist  and  modern  paintings  in  the  30- month 
period  between  late  1987  and  mid- 1990. 

Some  collectors  make  the  mistake  of  extrapolating  a  pe- 
riod like  this  into  the  assumption  that  you  can't  lose.  To 
some  extent,  the  same  faulty  reasoning  is  applied  to  other 
collectibles,  such  as  fine  furniture  and  classic  cars — though 
fine  art,  meaning  primarily  paintings,  dwarfs  all  other  cate- 
gories in  size. 

"The  world  market  for  paintings  is  a  $10  billion  entity 
and  growing  at  a  15%  to  20%  annual  rate,"  intoned  invest- 
ment house  Alex.  Brown  &  Sons  in  early  1989.  "This  market 
rarely  experiences  cyclical  downturns.  We  believe  its  past 
growth  rate  is  sustainable  over  the  next  five  to  ten  years  ...  its 
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Investors  raced  from  Wall  Street  to  the  auction  houses  after  Black  Monday 
in  1987,  a  boom  that  lasted  just  three  years.  Now  only  the  top  2%  of  art- 
priced  at  $1.3  million  and  higher— has  fared  as  well  as  the  S&P  500. 


2000  Ratio  scale 


supply  and  demand  have  become  global  in  scope." 

But  the  period  1987-90  was  highly  unusual.  It  was  arti- 
ficially inflated  by  a  potent  and  unusual  mix  of  pumped- 
up  European  currencies,  reckless  Japanese  fortune  seekers, 
even  the  occasional  business  tycoon  who  wanted  to  make 
headlines.  Everybody  remembers  the  really  big  scores.  Ar- 
gentinean cement  heiress  Amalia  Fortabat  bought  Van 
Gogh's  "Landscape  With  Rising  Sun"  for  $9.9  million  in 
April  1985  and  sold  it  in  January  1989  for  $50  million.  It's 
harder  to  remember  the  bombs — and  in  any  event  the  fool- 
ish purchases  are  less  likely  to  come  back  on  the  block  and 
provide  a  second  data  point  on  pricing. 

Nobody  believed  the  can't-lose  myth  about  art  more  pas- 
sionately than  the  Japanese.  Kiyotaka  Kori,  a  director  of  Aska 
International  Ltd.  of  Tokyo,  sat  in  the  front  row  at  Sotheby's 
and  Christie's,  New  York  and  London,  for  every  smart  evening 
impressionist  sale  for  four  years  at  the  end  of  the  1980s.  His 
mobile  phone  heated  his  ear  throughout  every  auction.  Kori 
repeated  the  bidding  on  each  lot  to  his  boss,  Yasumichi  Mo- 
rishita  of  Aichi  Finance  in  Tokyo,  and  Morishita  told  him 


down  thedine  when  to  put  up  his  hand  and  when  to  take 
down.  The  hand  went  up  an  awful  lot.  Aska  Internationi 
was  not  just  Japan's  biggest  single  buyer  of  impressionist  pic 
tures  at  auction  from  1987-90,  it  was  the  biggest  corporal 
buyer  of  impressionists  anywhere  in  the  world. 

And  one  of  the  most  driven  to  make  a  profit,  as  a  visit  t 
Aska's  swanky  gallery  in  Aoyama,  Tokyo  a  decade  ago  cor 
firmed.  Kori  waves  at  some  paintings  dimly  discernible  o 
purple  glass-fiber  walls  amid  thick  steam  that  belches  fror 
humidifiers  in  the  corners.  "Here,"  he  says,  wiping  his  eye 
"is  a  Renoir.  This  is  very  fine  painting  and  Renoir  is  very  we 
known  in  Japan.  So  we  say  to  buyers — $2  million!  One-yej 
picture."  Meaning:  The  painting  should  remain  in  possessio 
that  long  until  the  owner  puts  it  back  on  the  marke 

  Next  in  the  mist  emerges  a  Pissarro.  "Now  here 

equally  great  painting  by  Pissarro.  Pissarro  is  vei 
fine  painter,  but"  (voice  dropping)  "not  so  wei 
known  in  Japan.  So  here  we  say  to  clients — $1  mi| 
lion.  Three-year  picture!"  The  lesson  wanders  to  ij 
predictable  conclusion.  Pinned  to  a  pillar  is  a  sma 
and  luminous  pink  landscape  by  Armand  Guillaij 
min.  "Now  this  is  very  good  painting,  very  goo« 
But  Guillaumin,  he  is  not  at  all  well  known  in  Jap; 
So  here  we  say,  $350,000!  Five-year  painting." 

Awesome  sums  fell  upon  a  tiny  market.  Cha^ 
Manhattan  in  New  York  launched  a  $300  millio 
art-investment  fund,  financed  by  pension  fund 
Citibank  in  New  York  and  London  placed  untol 
sums  in  impressionist  and  modern  pictures  with  ij 
art  advisory  service  for  clients  with  holdings  at  tU 
bank  worth  more  than  $1  million.  Toyota  Mote 
Corp.  in  Tokyo  lavished  $508  million  on  pictun 
and  art  galleries  worldwide. 

Funny  thing  is,  nobody  remembers  how  much  of  thl 
glorious  spending  came  to  grief.  In  the  U.S.  it  was  god 
night  to  Chase's  fund,  to  Merrill  Lynch's  $25  million  Gree 
and  Roman  sculpture  investment,  and  good  night  to  tU 
Athena  II  Fund  and  its  $50  million  portfolio  of  coins  an 
medals  and  the  NFAI  World  Coin  Fund.  Centrust  Saving 
Bank  of  Miami's  investment  fund  in  Dutch  and  Flemis 
Old  Masters,  headed  by  a  $13.2  million  purchase  of  Ruben 
"Portrait  of  a  Man  as  Mars,"  closed  with  heavy  losses.  Aft< 
too  many  of  its  buyers  failed  to  pay,  Aska  International  g 
out  of  the  art  business  altogether.  Aska's  art  is  thought  I 
have  been  repossessed  by  creditors  or  sold  at  cut-rate  pric 
in  Japan's  department  stores,  Seibu  and  Mitsukoshi. 

The  closer  you  look,  in  fact,  the  uglier  it  gets.  There's  q 
nightmare  period  of  1991-96  when,  for  example,  the  value 
U.S.  contemporary  paintings  (1945-80)  collapsed  across  tl 
board  between  40%  and  75%,  while  impressionists  and  20tl 
century  School  of  Paris  pictures  fell  by  25%  to  50%  in  valu 
Probably  the  majority  of  paintings  sold  in  the  boom  years 
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88-90  have  yet  to  recover  their  value  after  a 
ocious  recession  set  in  during  1991. 

There  were  two  categories  of  paintings 
lose  prices  rose  between  1991  and  1995,  al- 
3ugh  if  you'd  had  the  temerity  to  predict 
:m  at  a  Sotheby's  or  Christie's  board  meet- 
l  in  1991,  you  would  have  been  invited  to 
»ign  on  the  spot.  They  were  German  Ex- 
;ssionists  and  Irish  art. 

Stock  prices  do  not  always  behave  in  a  ra- 
nal  fashion,  but  at  least  there  is  something 
choring  them  to  reality:  They  represent 
ims  on  a  stream  of  business  profits,  and 
)se  profits  can  be  measured.  No  compara- 
:  anchor  exists  for  a  Matisse.  You  buy  one  if 
u  like  it  and  if  you  can  afford  it. 

Perhaps,  in  a  booming  economy,  too 
iny  people  can  afford  it.  The  art  mar- 
:  is  no  longer  underpinned  by  the  solid 
>e  of  serious  collectors  who  supported 
ices  from  1920-39  and  again  from 
51-80.  Since  1987  the  market  has  been 
amped  by  a  tidal  wave  of  new  money, 
;ger  even  than  the  wave  moved  by 
i>rgan,  Frick,  Mellon,  Widener  and 
mtington  early  in  the  20th  century.  HH^^^^^^^HM 
at  new  money  has  been  spent  cladding  the  walls  of  brand- 
w  mansions,  and  it  often  gives  out  when  the  mansion  walls 
:  covered.  It  has  gone  much  less  into  the  formation  of  coi- 
tions that  one  day  will  find  their  way  into  museums. 

Is  there  any  systematic  way  to  make  money  in  the  art 
irket?  Fortunately,  an  almost  perfect  experiment  took 
ice  in  the  1970s  and  1980s.  In  its  way  it  constitutes  the 
•y  last  word  on  the  subject.  The  British  Rail  Pension  Fund, 
stressed  by  a  U.K.  inflation 
:e  which  briefly  hit  26%  in 
76,  decided  to  diversify  its  as- 
s.  Between  1974  and  1980  it 
^nt  some  £40  million  (then 
10  million),  or  4%  of  its 
rtfolio,  on  art.  It  bought  into 
:  market  at  a  low  moment, 
lowing  the  1974  oil  crisis;  it 
Id  out  for  $236  million, 
)stly  between  1988  and  1990, 
the  highest  point  for  art  in 
|  20th  century. 

It  spread  its  wealth  across 
categories  of  the  art  market, 

it  was  hedged  in  every  di- 
:tion.  Throughout,  it  was  ad- 
.ed  on  what  to  buy  and  when 
sell  by  expert  departments 
Sotheby's.  So  eminent  were 


Exceptions  to  the  rule:  The 
sales  of  this  Renoir  (above)  and 
Van  Gogh  (below)  brought  huge 
returns  to  their  owners. 


Great  Art,  Bad  Busin 

British  Rail:  performance  by  sector,  real  return,  annualized 

Impressionist  and  modern  art  


■ 

Chinese  works  of  art 


17.5% 


English  silver 
19th-century  and  Victorian  pictures 
Old  Masters  (sold  1994) 


5.0% 


Old  Masters  (sold  1995) 
HjO.7% 

Old  Masters  (sold  1996) 
0.5% 

Objets  de  vertu  and  gold  boxes 

■HBBBi3-3% 

European  sculpture/medieval  art 
\  2.5% 


Old  Master  prints 

1  2.5% 


its  purchases — from  paintings  by  Goya  and 
Rembrandt  and  busts  of  Benjamin  Franklin 
to  Assyrian  fragments  and  an  $11.5  million 
Limoges  relic  from  1195 — that  many  works 
spent  their  years  of  British  Rail  ownership 
on  display  in  the  National  Gallery  in  Lon- 
don, the  National  Gallery  of  Scotland  and 
the  Victoria  &  Albert  Museum  in  London. 

When  it  came  time  to  sell,  many  of  these 
works  earned  record  prices.  Some  were  cho- 
sen with  such  distinction  that,  like  Salomon 
van  Ruysdael's  $2.45  million  "Wijdschip  on 
the  River  Waal"  at  Sotheby's  London,  they 
sold  for  up  to  seven  times  their  estimate. 

British  Rail  simply  could  not  have  done  it 
''  •■  V:'  better  (see  chart).  The  outcome?  A  real 
per  annum  return,  between  1974  and 
1996,  of  5.3%.  British  Rail  carried  on 
with  straggling  art  sales  (mostly  of  Old 
Masters)  into  the  1990s,  but  this  was  its 
best  score.  The  same  funds  placed  on 
Wall  Street  would  have  earned  a  7.3% 
real  annual  return. 

Those  who  analyze  what  the 
Japanese  did  wrong  in  art  investment 
say  that  they  broke  the  cardinal  rule: 
Buy  only  quality,  not  third-rate  stuff.  Those  who  spent  vora- 
ciously on  second-,  third-  and  fourth-rate  material  during  the 
Great  Inflation  in  art  prices  are  still  trying  to  catch  up  to  their 
original  prices. 

Other  lessons  from  Japan:  Don't  push  the  market  beyond 
what  the  trade  is  willing  to  pay.  Don't  pay  record  prices. 
Don't  try  to  resell  too  fast,  but  remember  the  adage:  "Five 
years  to  get  your  money  back,  ten  years  to  double  it."  This  is 

not  a  hobby  for  day  traders. 

Money  can  indeed  be  made 
in  the  art  market,  but,  para- 
doxically, rarely  by  people  try- 
1 12.9%  in§  to  rnake  it.  It  is  often  the 
unlooked-for  consequence  of 
accident,  patience,  luck  and 
unbridled  passion.  Unlike 
stocks,  which  must  be  bought 
6.6%  cold  and  sold  with  the  emo- 

tions disengaged,  art  is  col- 
lected primarily  for  love,  not 
money. 

In  the  end  that's  the  only 
way  to  rationalize  this  business. 
If  you  enjoy  showing  off  the  Pi- 
casso on  your  wall,  it  won't 
matter  that  you  earn  only  5%  a 
year.  You  can't  put  a  stock  cer- 
tificate on  the  wall.  F 


1 0.6% 


British  Rail  invested  4% 
of  its  pension  fund 
portfolio  in  20  cate- 
gories of  art  in  the 
1970s.  A  decade  later  it 
cashed  out  for  $236 
million,  a  5.3%  annual 
return.  Investors  would 
have  fared  twice  as 
well  with  the  S&P  500. 


FORBES'  December  25,  2000  145 


The 


What  Microsoft  is  to  Nasdaq,  Pablo  Ruiz  y  Picasso  is 
to  the  international  art  market.  Love  him  or  hate  him 


Art  Market's  financially,  this  dude  is  a  monster.  |  by  Godfrey  barke 

mm 


ICASSO  (1881-1973)  WAS  NOT  SHORT  ON  EGO.  HE 
approached  the  schoolgirl  Marie-Therese  Walter  in 
the  Boulevard  des  Capucins  in  Paris  with  one  of  the 
most  massively  vain  pickup  lines  of  the  20th 
century.  "You  have  an  interesting  face,"  he  informed 
her.  "I  am  Picasso!  We  are  going  to  do  great  things  together." 

That  interesting  face  has  since  become  the  most  expen- 
sive since  Helen  of  Troy's.  Portraits  of  Marie-Therese,  17  when 
the  46-year-old  Picasso  first  accosted  her,  have  now  sold  at 
auction  for  $48.4  million,  $45.1  million,  $28.6  million  and 
$26.4  million  in  New  York.  A  portrait  of  Dora  Maar,  the  mis- 
tress who  ousted  the  much-abused  Walter  after 
1 1  years,  hit  $49.5  million  on  the  auction  block. 

Blue  Period  girls  by  Picasso  haven't  done 
badly,  either,  climbing  to  $55  million  and 
$51.5  million.  Picassos  are  now  six  of  the  ten 
most  expensive  pictures  ever  sold  at  auction, 
exceeded  in  value  only  by  two  Van  Goghs,  a 
Renoir  and  a  Cezanne. 

Still,  as  a  financial  heavyweight  Picasso 
more  than  justifies  his  own  belief  in  his  singu- 
lar place  in  history — a  belief  he  helped  foster 
through  a  lifetime  of  chest-thumping.  He  is 


When  I  was  a  child, 
my  mother  said  to  me: 
If  you  become  a  soldier, 
you  will  be  a  general. 
If  you  decide  to  be  a  monk, 
you  will  end  up  as  Pope. 
In  the  event,  I  became 
an  artist  and  ended  up 
as  Picasso!" 

—  Life  with  Picasso, 
Francoise  Gilot,  1964 


number  one  in  both  dollar  value  and  volume  of  painting 
sold.  He  first  ousted  Monet  and  Renoir  as  the  art  world's  tc 
dog  in  1988-90,  and  though  the  delicate  Renoir  came  back  i 
beat  him  in  the  art-recession  years  of  1990-91  and  1991-91 
Picasso  has  since  pummeled  all  comers. 

His  worldwide  auction  sales  of  $232  million  in  the  yei 
ended  July  2000  were  50%  higher  than  Monet's,  five  tim 
Renoir's.  But  then,  his  volume  is  far  greater.  Picasso  had 
works  at  auction  in  1999-2000;  Renoir,  148;  Monet,  29. 

We  are  talking  extraordinary  dominance.  Since  the  a 
boom  began  in  early  1988  total  worldwide  auction  sales 
Picassos  have  reached  $1.5  billion  (see  cha\ 
p.  149).  Sales  of  Monets  stand  at  $890  millio 
Renoirs,  $736  million.  The  rest  of  the  work 
painters  trail  far  behind. 

It  was  not  always  thus.  The  cult  of  geni 
ascribed  to  Picasso — akin  to  the  19th-centu 
honor  conferred  on  Rembrandt — built  slow 
It  took  a  while  before  it  fattened  prices. 

Picasso  was  rich  by  50,  fabulously  so  by ' 
but  he  watched  others  make  money  off  hi 
before  he  piled  it  up  himself.  First  to  do  so  w 
Andre  Level,  who  in  1904  founded  somethi 
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Have  you  been  very,  very  very  good? 


Whoever  said  it's  better  to  give  than  to  receive  was  obviously  never 
on  the  receiving  end  of  a  Mercedes-Benz  SL500.  Sleek.  Sophisticated. 
Powerful.  What  more  could  you  hope  for  this  season?  The  SL500 


>ur  Web  site,  www.MBUSA.com. 
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It's  a  different  kind  of  world 

You  need  a  different  kind  of  software. 


WebSphere™  is  the  broadest,  most  powerful  e-business  software  platform 
available.  It  helps  you  integrate  with  your  customers  and  suppliers,  grow  as  your 
e-business  prospers  and  personalize  each  user's  experience.  WebSphere  is  part  of  the  IBM  portfolio  of  e-business 
software  that  includes  Lotus?  Tivoli*  and  DB2.1  To  learn  more  about  WebSphere  and  to  get  a  free  copy  of  the 
Patricia  Seybold  Group  report,  "How  to  Succeed  @  e-business,"  visit  us  at  ibm.com/websphere/discover2 


Paint 

by 


Esthetes  will  tell 
you  that  putting 
a  price  on  a 
beloved  work  of 
art — or  a  baseball 
card,  for  that 
matter — is  vulgar. 
Poppycock. 
Every  item  has  its 


"^P^L     "TT  "1  market  value. 

JNumbers 

VERYBODY  KNOWS  THAT  THE  COLLECTIBLES  MARKET  AND  THE  STOCK  MARKET 
are  two  completely  different  things.  You  don't  analyze  a  Louis  XV  chaise  the  way 
you  dissect  Hewlett-Packard  shares,  say.  You  wouldn't  short  Ming  pottery  if  the 
Fed  tightened  or  sell  puts  on  Pontormo  to  hedge  your  Parmigianino. 

Collecting  is  a  labor  of  love.  That  said,  though,  the  numbers  remain  very,  very 
important,  and  don't  let  anybody  tell  you  different.  Anyone  can  pay  top  dollar  for 
greatness,  provided  you've  got  top  dollars  to  pay.  The  real  challenge,  and  much  of 
the  fun  of  collecting,  is  spotting  that  diamond  in  the  rough  and  watching  as  its 
steadily  rising  price  confirms  your  discerning  eye. 

Many  great  collectors  are  great  traders.  Buying  low  and  selling  high  may  not  be 
the  best  way  to  build  a  great  fortune  (see  p.  142),  but  it  is  a  time-honored  way  to 
build  a  better  collection.  Besides,  as  the  Japanese  bubble-buyers  have  made  clear  in 
another  story  in  this  section,  it  hurts  like  hell  to  sell  at  a  loss. 

Recognizing  this,  FORBES  commissioned  Lyons  &  Hannover  LLC,  a  firm  in 
New  Mexico  that  does  fine  art  lending  and  manages  the  Metropolitan  Fine  Art 
Fund,  to  chart  the  price  performance  of  18  categories  of  collectibles  over  the  past 
five  years.  L&H  gathered  sales  prices  from  some  300  auction  sites  worldwide,  and, 
where  appropriate,  primary  dealers  and  auction  houses  as  well.  The  resulting  per- 
formance indexes  are  compared  with  the  performance  of  the  stock  market. 

The  L&H  indexes  more  resemble  the  Dow  Jones  industrial  average  than  the 
S&P  500.  They  are  based  on  the  performance  of  a  dozen  or  so  blue-chip  artists  or 
objects  considered  to  be  the  most  representative — and  the  most  collectible — in 
their  category,  and  not  on  a  broad  spectrum  of  examples  within  the  category. 

So,  for  instance,  in  the  Old  Masters  category,  you'll  find  multiple  sales  of  Ca- 
ravaggio  and  Rembrandt,  but  nothing  for  Rembrandt's  student  Fabritius,  which 
has  little  influence  on  the  market.  This  also  helps  correct  for  so-called  survivorship 
bias  by  insuring  that  the  disappearance  of  marginal  artists  and  white-elephant 
styles  does  not  skew  the  results.  F 


1  i 


European  Modernists 


Cityscapes  and  other  abstract  works  inspired  by 
the  vibrancy  and  alienation  of  20th  century  life 
in  Europe.  Artists:  Mondrian,  Rouault. 
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:ulpture,  scrimshaw,  quilts, 
les— you  name  it— from  18th- 
sntury  American  life. 
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Old  Master  Paintings 


Dutch,  Flemish,  French  and  Italian  masters  of 
the  16th  and  17th  centuries.  Artists:  Rembrandt, 
Canaletto,  Poussin. 
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U.S.  Regional 


Informed  by  the  style  of  19th-century  Europe  but 
inspired  and  invigorated  by  vistas  of  America. 
Artists:  Bierstadt,  Remington. 
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the  most  important  designers  and 
f  the  20th  century.  Tiffany, 
Arpels,  Cartier,  Winston. 


0 

From  early  Han  Dynasty  statues  of  horses 
and  dragons  to  exquisite  Ming  and  Qing 
vases,  bowls  and  figurines. 
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COLLECTORS  GUI   _    E  ■SEHiEIS 


The  color  of  money:  "Woman  with 
Crossed  Arms,"  1901,  sold  for 
$55  million  in  November,  a  world 
auction  record  for  the  artist. 


called  the  Bearskin  Group 
for  the  purposes  of  specu- 
lating in  art.  Bearskin  sold 
off  a  dozen  Picassos, 
bought  when  the  artist  was 
a  circus  pauper,  and  ob- 
tained 11,500  French 
francs  (some  $2,000  at  the 
time)  for  "Les  Bateleurs" — 
more  than  halfway  to  the 
heights  scaled  by  Renoir 
and  Monet.  Picasso  already 
distrusted  dealers. 

Ambrose  Vollard  gave 
Picasso  his  first  show  in 
1901.  Daniel-Henry  Kahn- 
weiler,  one  of  his  three 
major  dealers,  took  on  his  cubist  works  from  1910,  but  Pi- 
casso refused  to  accept  a  stipend  from  anyone  for  exclusive 
delivery  of  his  pictures.  "The  Picasso  business,"  declared 
Kahnweiler  about  these  early  years,  "rested  entirely  on  the 
support  of  four  or  five  individuals." 

Picasso  always  suspected  that  the  art  market  was  rigged. 
He  felt  sure  of  it  after  the  French  government  sold  132  of  his 
pictures,  confiscated  from  the  German  Kahnweiler,  for  de- 
risory sums.  Between  the  wars  Picasso's  habit  was  to  play  his 
dealers  off  against  one  another,  principally  Kahnweiler  ver- 
sus Sam  Cootz  of  New  York  versus  Louis  Carre  of  Paris. 
Only  after  World  War  II  did  Picasso  finally  reward  Kahn- 
weiler's  unswerving  loyalty  with  an  exclusive  contract. 

Picasso  prices  trebled,  then  quadrupled  in  the  1950s,  an 
ebullient  decade  in  Paris  for  contemporary  art.  No  doubt, 
though,  Picasso  was  asking  twice  these  sums  in  private 
through  Kahnweiler.  Two  pictures  stirred  excitement  in  Lon- 
don and  New  York  by  quintupling  the  highest  Picasso  price 
that  had  previously  been  given:  The  Blue  Period's  (1901-04) 
"Madonna  and  Child"  realized  $152,000  in  1958,  and  the 
Rose  Period's  (1905-06)  "Belle  Hollandaise,"  perhaps  the 
first  Picasso  nude  at  ease  with  herself,  sold  for  $154,000  in 
1959,  eight  times  her  price  in  1945. 

There  was  no  doubt  in  the  market's  mind  at  this  point 
that  Picasso's  early  years  in  Paris  were  the  height  of  his 
achievement.  These  had  produced  the  monochrome  works, 
first  in  shades  of  aquamarine,  then  in  tones  of  pink,  devoted, 
in  large  part  to  intense  and  melancholic  portraiture  of  the 
poverty-ridden  circles  in  Paris  and  Barcelona  in  which  the 
artist  moved.  It  was  a  serious  judgment  by  a  serious-minded 
postwar  age. 

There  was,  of  course,  a  case  to  be  made  for  cubism  as  Pi- 

2  casso's  highest  art,  as  well  as  for  his  "African"  paintings  and 
s  sketches  of  1906-08.  But  it  is  one  thing  to  be  important,  an- 
z  other  to  be  popular,  and  cubism  was  largely  left  to  the  muse- 
si  urns  by  the  market.  Nelson  Rockefeller  did  much  to  change 

3  that  with  his  secret  1956  purchase  in  New  York  of  the  cubist 


"Girl  with  Mandoline,"  for  which  he  reputedly  paid  $150,000, 
The  modern  price  explosion  in  Picassos  begins  with  thei 
1981  purchase  for  $5.83  million  of  his  hugely  colorful  1901 
self-portrait  "Yo  Picasso"  (it  had  brought  $572,700  six  years 
earlier).  The  price  blew  away  previous  records  for  Renoir  or 
Monet  and  only  narrowly  failed  to  pass  J.M.W.  Turner's 
"Juliet  and  Her  Nurse"  to  give  it  the  record  for  most  expen-i 
sive  painting  ever  sold  at  auction.  "Yo  Picasso"  finally  didl 
break  that  record  in  1989,  when  Greek  shipowner  Stavros 
Niarchos  bought  it  for  $47.9  million. 

The  Picasso  floodgates  had  opened.  The  auction  sale 
rooms  of  the  world  spent  $245  million  on  works  by  the  artist) 
in  1988,  and  $323  million  in  1989.  The  momentum  resumed! 
with  the  art  market's  rebirth  in  1997,  but  it  suddenly  favored! 
an  altogether  different  period  of  Picasso's  life.  To  the  fore) 
now  came  the  hot-blooded  pictures  of  the  1930s,  when  the 


State  of  the  Art 


"The  Picasso  business"  rose  slowly  before  exploding  in  1981.  Toda 
his  are  six  of  the  ten  priciest  pictures  ever  sold  at  auction. 
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big-breasted  Marie-Therese  Walter  was  the  compliant  sexual 
plaything  of  a  man  nearly  three  times  her  age.  Marie- 
Therese  in  "The  Dream"  made  $48.4  million  in  the  Ganz 
sale  at  Christie's  in  1997;  seated  in  a  black  armchair,  she  re- 
alized $45.1  million  in  1999;  gazing  at  herself  enraptured  in 
"The  Mirror,"  she  went  for  $26.4  million;  with  tulips,  she) 
cost  $28.6  million. 

Earlier  buyers  had  viewed  these  paintings  as  monstrous 
works  by  a  monstrous  man.  The  revelations  of  yet  another 
mistress,  artist  Francoise  Gilot,  told  of  Picasso  with  his  ciga- 
rette pressed  to  Dora  Maar's  cheek.  Not  a  pretty  sight. 

But  the  1990s  had  forgotten  all  this,  or  did  not  care.  The 
climax  came  in  1999,  with  $49.5  million  for  a  heraldic  Dora 
Maar,  painted  in  1938.  The  lady  herself  had  seen  what  was 
going  on.  "Not  one  of  them  is  Dora  Maar,  not  one,"  she 
complained.  "They're  all  Picassos."  F 


To  see  how  18  different  categories  of  collectibles 
have  performed,  turn  to  the  gatefold  on  page  151. 
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Weapons  and  Firearms 


A  collecting  category  that  ranges  from 
ancient  Oriental  armament  and  weaponry  to 
classic  U.S. -manufactured  Browning  firearms. 
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Wide-ranging  category  of  mainstream 
European  art,  with  roots  firmly  planted  in 
tradition.  Artists:  Corot,  Ingres. 
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Vintages  that  derive  from  traditional  French 
and  other  Continental  vineyards  and  from  the 
New  World.  Chateau  Lafite-Rothschild. 
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U.S.  Modernis 


Abstract  works  expressing  both  the  chaos 
and  the  dynamism  of  postwar  urban  life. 
Pollock,  Sloan,  De  Kooning. 
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Chippendale  and  other  styles  dating  from  the 
time  of  England's  great  country  houses.  Woods 
include  walnut,  mahogany  and  satinwood. 
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Photography 


Relatively  new,  yet  nonetheless  an  established 
area  of  collecting:  photography  as  art. 
Photographers:  Stieglitz,  Brassai. 
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lan  Expressionists 


rly-20th-century  movement  that  took 
Germany  before  being  extirpated  by  the 
Artists:  Klee,  Nolde. 
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iarian  Books 


e  earliest  illuminated  manuscripts,  to 
books  and  literature  found  in  great 
in  and  European  libraries. 
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Classic  vehicles  whose  makes  range  from  the 
vintage  (Duesenberg,  Hispano-Suiza)  to  the 
modern  (Ferrari). 
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Elaborate  and  often  large  furniture  from  French, 
German  and  Italian  cabinetmakers  to  Europe's 
courts.  Charles  Cressent,  Adam  Weisweiler. 
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French  Impressionists 


The  painters  who  broke  free  from  the  con- 
straints of  traditional  art  in  the  latter  half  of  the 
19th  century.  Artists:  Cezanne,  Monet,  Renoir. 
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Artists  who  based  their  work  on  Europe's  Im- 
pressionism but  made  the  style  uniquely  their 
own.  Artists:  Cassatt,  Hassam,  Sargent. 
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Think  of  Kyocera  as  a  maker  of 


dot  components. 
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There's  a  lot  more  to  the  Internet  than 
dot  com.  Capacitors,  oscillators,  fiber  optic 
components,  semiconductor  fabrication 
parts  and  ceramic  IC  packages  for  a  start. 
Glamorous?  No,  but  they  are  essential  to 
the  technologies  that  make  the  Internet 
exciting.  As  a  world-leading  manufacturer 
of  these  components,  the  Kyocera  group 
is  behind  the  exponential  growth  enjoyed 
by  e-businesses  and  service  providers. 
By  supporting  those  businesses,  our 
components  help  make  the  Internet  fun 
and  profitable  for  everyone. 

Our  components  are  marketed  under  the  Kyocera, 
AVX  and  Elco  brands. 

Pictured  is  the  MINI-DIL  optoelectronics  package.  A  key 
component  for  linking  people  to  the  Internet  thiough  a 
wide  range  of  optical  telecommunication  lines,  from 
high-speed  trunks  to  low-end  subscribers. 
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Homing  Attractions 

;ay,  so  you  missed  your  chance  to  bag  Ming  vases  when  they  were  cheap. 

it  over  it.  Now's  the  time  to  start  acquiring  works  with  potential  to  appreciate.  In  seven 

ferent  categories,  here's  what  our  experts  rate  as  most  undervalued.  |  by  victoria  murphy 


acky  Furniture 

ia  Subramaniam,  founder  and  president  of  on- 
:  art  resource  Icon20,  says  that  within  20th- 
tury  decorative  arts  right  now,  industrial/fur 
niture  designer  Mark  Newson 
is  very  hot — but  not  yet  in- 
cendiary. "He's  not 
rolled  up  in  a  move- 
ment yet,"  says  Subra- 
maniam. "He's  doing 
his  own  thing.  It's 
bold  and  gutsy,  and 
people  like  it."  So  far, 
the  35-year-old  Aus- 
tralian has  designed  drink- 
ing glasses  and  the  interi- 
ors of  houses  and 
;iness  jets.  But  check  out  his  Bucky  chairs.  In- 
-ed  by  Buckminster  Fuller's  geometry  (the  most 
lous  of  which  is,  of  course,  the  geodesic  dome), 
vson  designed  a  set  of  five  rainbow 
ored  curvy  seats  connected  by 
minum  rods.  The  Denver  Art 
seum  recently  bought  one  of 
wson's  chairs,  which  can  sell 
as  much  as  $5,500. 


hours  of  manual  labor  (compared  with  today's  six 
hours  by  machine).  Materials  used  then  have  since  be- 
come scarce — or  illegal.  Example:  the  Gibson  Nick 
Lucas  Special  made  with  Brazilian  rosewood,  which  has 
not  been  imported  into  the  U.S.  since  it  became  embar- 
goed in  the  late  1960s.  Fewer  than  1,000  such  guitars 
were  made.  One,  expected  to  reach  $5,000  at  a  recent 
auction,  sold  for  $15,000.  "Bottom  line,  these  are  cool," 
says  Bonsey. 


s  of  the  Bucky  set. 


d  Guitars 

rid  Bonsey,  director  of  fine 
sical  instruments  at  Skin 
Auctioneers,  says  that 
isic  nostalgia  in  the 
Jdle-aged  set  is  en- 
lcing   demand  for 
;sic  acoustic  guitars, 
ting  back  to  the  1920s 
1 1930s,  these  flat-back 
tars   have  intricate, 
or-intensive  workman- 
p,  typically  representing  40 
e  Nick  Lucas  Special  by  Gibson. 


U  n  paintings 

Barbara  Guggenheim,  art  consultant 
at  Guggenheim  Asher  &  Associates, 
suggests  that  if  a  Picasso  Blue  Period 
painting,  say,  feels  pricey  at  $55  mil- 
lion, collectors  ought  to  look  "be- 
yond the  canvas."  Meaning?  They 
should  consider  buying  an  artist's 
work  in  other  media.  She  sees  rising 
interest  in  works  on  paper,  espe- 
cially by  such  big  names 
from  the  first  half  of 
the  20th  century  as 
Miro  and  Ma- 
tisse. "People 

used  to  avoid  anything  under  glass,"  she 
says.  Now  tastes  are  changing.  Prices  for 
pencils,  watercolors,  crayons  and  gouaches 
can  range  from  $30,000  up  to  a  truly 
painterly  $7  million.  Guggenheim's  coun- 
sel: Stick  with  work  from  an  artist's  best 
periods.  Condition  can  be  a  major 
consideration.  Watch  out  for  faded 
colors  (paper  is  sensitive  to  light) 
and  for  tears  that  may  have  been 
inexpertly  repaired. 


On  paper:  Picasso's  pastel 
Nu  aux  bras  leves",  1907. 


Fossils 

David  Herskowitz,  director  of  the 
natural  history  department  at  Butter- 
fields,  turns  up  his  nose  at  dinosaurs 
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and  other  johnny-come-lately  fossils.  Older  by  far  are  trilo- 
bites — the  first  animals  with  vision — which  had  the  fore- 
sight to  go  extinct  280  million  years  ago.  Although  Her- 
skowitz  admits  these  creatures  resemble  "bizarre  beatles 
from  outer  space,"  their  appearance  may  also  be  part  of 
their  appeal.  In  any  case,  collectors  are  buying  fossils,  and 
no  animal  rights  advocate  has  yet  come  forward  to  stop 

them.  A  21/4-by-l1/4  inch 
trilobite,  prepared  by  a 
top  'bite  restorer  like  Jeff 
Hammer,  can  fetch  up  to 
$30,000—a  big  jump 
from  two  years  ago,  when 
even  the  best  specimens 
of  these  relatives  of 
arthropods  brought  a 
Devonian-age  Asteropyge  trilobite.    mere  $2,500. 


Latest  from  London:  William  Cripps'  1753  epergne. 


JUL 

Sloane  sees  gaining  favor.  "Rococo  is  what  people  are  look 
ing  for.  I  can't  help  thinking  these  pieces  will  move  up."  t 
1753  William  Cripps  table  centerpiece,  estimated  at  $20,00 
in  a  recent  auction,  was  bid  up  to  $40,000. 


Metal  Enamels 

After  admiring  painted  metals  from  France,  18th- 
century  Chinese  emperor  Kangxi  commis- 
sioned his  workshops  in  Beijing  to  produce 
objects  of  the  same  fine  quality.  Seen  from 
across  a  room,  these  metal  enamels— snuff 

boxes,  vases,  large  dishes — look  like  or- 
^   nately  painted  porcelains,  al 
though  made  of  the  more 
sturdy  metal.  "It's  the 
same  esthetic  that  col- 
lectors of  Chinese  art 
I   have  always  sought," 
F  says  Becky  R.  MacGuire,  a 
vice  president  at  Christie's. 
The  advantage  here?  Metals 
are  a  better  value  than  porce- 
lains, since  they're  less  sought  after. 
Ironically,  the  metal  works  are  rarer. 
One  caution:  Many  metal  enamels 
have  been  touched  up.  Inspect  them 
carefully  for  reapplied  paint. 


18th-century  Canton  vase. 


Georgian  Silver 

Jeanne  Sloane,  head  of  the  silver  department  at 
Christie's,  says  prices  of  Georgian  silver,  adjusted 
for  inflation,  are  no  higher  than  they  were  a 
decade  ago.  That  makes  them  comparatively 
cheap  in  a  feverish  collectibles  business.  The  18th- 
century  English  silver  work  is  often  ornate — a  style 
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Windsor  Chairs 

Leigh  Keno,  a  regular  on  Antiques  Road  Show  and  coauthor  c 
Hidden  Treasures,  a  how-to  guide  for  landing  masterpieces  c 
18th-century  American  furniture,  says  Windsor  chairs  Ion 
have  been  a  favorite  of  connoisseurs.  Lately,  the  repopulariza 
tion  of  old-fashioned  lines  has  caused  prices  of  the  18th-cer 
tury  seats  to  leap.  "This  is  quintessential  Americana,"  saj 
Keno,  who  notes  that  new  collectors  enterir 
the  market  are  hungry  for  it.  Even  so,  H 
thinks,  the  best  pieces  still  have  poter 
tial  to  appreciate  well  above  today 
top  prices.  Which  are  best?  The  mo 
authentic — those  that  have  staye 
closest  to  their  origins.  Paint  still : 
its  original  condition,  for  exampl 
can  make  or  break  the  value  of 
chair.  The  Lisbon,  Conn.  "sac| 
back"  armchair  shown  here  con 
fetch  $30,000.  Strip  the  pair 
though,  and  you  drop  a  zero,  d| 
creasing  the  value  to  $3,00 
Repainted  chairs  a 
trick  the  naive  eye. ' 
fake  an  original  patir 
restorers  sometim 
paint  a  chair  with  a  m 
of  automotive  pai 
and   baby  powd< 
then  torch  it.  Dor 
get  burned.  Scrat 
the  chair's  surfa 
ightly,  and,  if  t 
patina's  fake,  yo 
nails   will  lea 
streaks. 


Every  day,  60,000  people  use 
their  mobile  phones  to  shop. 
Mobile  commerce  is  heating  up. 


Mobile  security  from  Ericsson.       Worry-free  mobile  transactions. 

So  are  concerns  about  security. 
That's  why  Ericsson  has  developed 
a  secure  online  payment 
and  transaction  package  for  the 
new  Mobile  Internet.  Offering 
security  for  network  operators, 
and  total  peace  of  mind  for  their 
customers.  How  cool  is  that? 

www.ericsson.com 

The  Mobile  Internet  Revolution. 

It's  an  everyday  thing. 


ERICSSON  ^ 
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The  Intense 
Dilettante 

This  scientist  has  some  expensive  hobbies— like 
collecting  dinosaur  bones.  Good  thing  he  made  a 
nice  pile  of  money  at  Microsoft.  |  by  victoria  murphy 

NATHAN  MYHRVOLD  HAS  A  THEORY  ABOUT  THE  30- 
ton  Apatosaurus  (formerly  known  as  Bron- 
tosaurus)  and  the  nagging  question  of  why  it 
needed  a  90-foot  tail.  By  measuring  the  points  on  a 
perfectly  preserved  Apatosaurus  tail  at  the 
Carnegie  Museum  of  Natural  History  in  Pittsburgh, 
Myhrvold  determined  the  tail  was  for  more  than  balance. 

Suddenly,  the  bookish  chief  technology  officer  of  Mi- 
crosoft metamorphoses  before  your  eyes  into  Indiana 
Myhrvold.  Out  comes  an  8-foot  bull  whip,  and  before  you 
know  it,  he  is  whirling  it  over  his  head,  cracking  it  with  an 


ear-splitting  snap.  "It's  not  s 
much  how  much  time  it  takes  I 
learn,  it's  how  much  you  hu; 
yourself,"  admits  Myhrvold,  wh 
frequently  bloodied  his  own  ea: 
while  studying  with  a  master  bul 
whip-cracker. 

Myhrvold  believes  that  male  A] 
atosauruses  could  do  with  their  ti 
what  he  can  do  with  a  whip,  there! 
attracting  female  Apatosauruse 
"It's  the  outlandish,  most  obvioi 
stuff  that  makes  some  species  su 
vive  over  others,"  he  says. 

We  are  standing  in  Myhrvold 
collecting  gallery.  It  is  a  5,00( 
square-foot  warehouse  in  Rec 
mond,  Wash,  crammed  to  tl 
rafters  with  the  objects  of  this  pol] 
math's  far-ranging  passion 
Maybe  a  quarter  of  the  space  hol( 
five  10-ton  Cray  supercompute: 
from  the  1970s — "the  golden  aj 
of  computing,"  says  Myhrvold.  0 
the  other  side  of  the  room,  foi 
giant  shelves,  4  feet  deep  by  16  fe 
wide,  hold  crates  of  dinosaur-bor 
castings,  antique  medical  supplie 
early- 1900  Edison  voltage  mete 
and  IBM  core-memory  boards. 

"I'm  an  intense  dilettante,"  1) 
allows.  A  box  of  what  look  li| 
shiny  metal  clamps  turn  out  to  be  old-fashioned  d 
vices  for  castrating  bulls  and  roosters. 

"This  is  a  helluva  walrus,"  says  Myhrvold  jaui 
tily,  trying  unsuccessfully  to  lift  the  large  skull  out 
its  box.  "I  looked  at  a  bunch  of  them  and,  trust  m 
this  is  the  pick  of  the  litter."  Another  box  catches  h 
eye:  "Is  this  my  ballistic  comparison  microscope?" 

But  of  all  his  collecting  passions,  dinosaurs  ru 
deepest.  He  buys  bones  and  bone  castings  ever1 
where  he  can  find  them — online,  at  auctions,  froi 
private  collectors.  He's  just  hired  an  assistant 
try  to  make  some  order  out  of  the  skeletons  in  his  man 
moth  closet. 

You  don't  have  to  squint  too  hard  to  picture  a  10-yea 
old  Myhrvold  scrabbling  for  fossils  in  the  canyons  of  tl 
Santa  Monica,  Calif,  mountains,  his  bored  mother  waitii 
helplessly  on  the  hillside.  "My  poor  mother,"  Myhrvo 
chuckles.  "I  was  too  enthusiastic." 

He  still  is,  but  the  enthusiasms  of  a  41 -year-old  m; 
worth  at  one  time  $650  million  are  another  thing  entirely  I 
gets  better  results  now.  For  each  of  the  past  three  summe 
Myhrvold  has  spent  roughly  $100,000  to  fund  dinosau 
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lting  digs  in  Montana's  Hell  Creek  formation,  a  late  Cre- 
;ous  playground. 

It's  not  exactly  a  picnic.  This  past  summer  the  tempera- 
e  in  Hell  Creek  hit  109  degrees,  and  it  hailed  ice  pellets. 
l  at  least  it  was  too  hot  for  the  rattlesnakes,  which  were 
hrvold's  constant  companions  the  summer  before. 
The  teams  of  30  paleontologists  are  led  by  Jack  Horner, 
)wn  for  finding  the  first  dinosaur  eggs  in  the  Western 
misphere.  So  far  they  have  unearthed  5  Tyrannosaurus  rex 
sils.  There  are  only  30  known  to  exist. 


"Jurassic  Park  grossed  more  in  a  year  than  what's  ever 
been  spent  on  digging  up  fossils,"  says  Myhrvold,  who's 
doing  his  bit  to  redress  the  imbalance.  "We  have  this  child- 
hood fascination  with  dinosaurs  but  don't  care  about  know- 
ing how  they  lived." 

Next  summer  Myhrvold  is  thinking  about  going  to  the 
Arctic's  Axel  Heiberg  formation,  "the  Galapagos  of  the  di- 
nosaur world,"  as  he  puts  it.  He's  got  another  theory,  and  dis- 
covering a  new  species  would  really  put  him  on  the  map. 
Myhrvoldosaurus  does  have  a  ring  to  it.  F 


Vhere  No  One  Else  Goes" 


lis  top-tier  collector  enjoys  playing  David  to  Tiffany  &  Co.'s  Goliath.  |  by  victoria  murphy 


SOME  COLLECTORS  ARE  BORN,  NOT  MADE.  WHEN  Eric 
Streiner  was  only  9,  his  mother  sometimes  let  him 
skip  school  on  Friday  to  pursue  his  hobby.  What 
Streiner's  grade  school  teachers  didn't  know  was  that 
the  lad  was  cutting  class  in  order  to  deal  coins.  At 
19  Streiner  sold  a  rare  set  of  U.S.  coins  dating  back  to  1793 
a  group  of  dealers — for  $7.5  million.  "People  trusted  me, 
ybe,  because  I  was  so  young,"  he  says.  Educationally,  the 
>nx  native  never  got  any  further  than  high  school. 

mmm 


Now  30,  Streiner  uses  his  profits  from  old  coins  to  finance 
his  new  passion:  acquiring  works  by  America's  master  of  art 
nouveau,  designer  Louis  Comfort  Tiffany  (1848-1933).  It  is, 
to  say  the  least,  a  challenge.  The  country  is  crawling  with 
Tiffany  collectors — some  of  them  far  bigger  and  better  fi- 
nanced. Streiner's  biggest  nemesis?  Tiffany's  very  own  name- 
sake— Tiffany  8c  Co. — which  never  fails  to  bid  for  the  choic- 
est items.  "They  don't  care  what  they  pay  for  something," 
Streiner  laments.  Still,  in  just  a  decade,  he  has  amassed  some 
500  pieces  impressive  enough  to  rival  even  the  Met- 
ropolitan Museum  of  Art's  holdings. 

Deliberately  eschewing  Tiffany's  popular  leaded 
lamps  (of  which  he  owns  only  a  few),  Streiner  in- 
stead stalks  the  artist's  less-well-known  work  from 
1893  to  1920.  His  Manhattan  apartment,  which 
looks  out  on  the  Empire  State  Building,  fairly  glows 
with  prizes  from  the  hunt:  translucent  vases,  ce- 
ramic bowls,  enamel  boxes,  ornate  jewelry  and  oil 
paintings.  Fortunately,  Tiffany  was  prolific,  design- 
ing several  thousand  pieces  over  a  50-year  career. 

There  are  few  lengths  to  which  Streiner  will  not 
go  to  bag  a  Tiffany  objet  d'art.  After  eyeing  in  a  Ger- 
man auction  catalog  an  enameled  lamp  base  made 
for  the  1900  Paris  World's  Fair,  he  flew  to  Munich  to 
get  it,  gladly  paying  $70,000  for  a  piece  that  had 
been  estimated  to  bring  $3,000 — but  which  he  des- 
perately wanted. 

Last  year,  he  hastened  to  Detroit  after  seeing  an 
ad  for  a  Tiffany  flower- form  vase,  circa  1894.  Asking 
price?  $1,500  to  $2,500.  "They  had  no  idea  what 
they  had  their  hands  on,"  says  the  slightly  balding 
Streiner,  as  he  caresses  the  piece.  "The  elegance  of  it 
...  the  way  the  colors  intermingle,  you  just  look  at  it 
and  see  it's  so  fragile. 

"Getting  where  no  one  else  goes  is  the  real  thrill," 
he  says.  And  getting  there  ahead  of  guys  who  stayed 
in  school  lends  extra  sweetness  to  the  victory.  F 
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Wingman:  Greg  Herrick  saves  golden  age  planes  from  oblivion. 


Barnstormer 

Seven  hundred  types  of  airplane  flew  in  the 
1920s  and  1930s.  Greg  Herrick  salvages  as 
many  as  he  can.  I  by  doug  donovan 

GREGORY  HERRICK  GOES  TO  DANGEROUS  LENGTHS 
to  pursue  his  life's  obsession — salvaging  aircraft 
built  during  aviation's  golden  age,  the  period  be- 
tween the  two  world  wars.  He's  stayed  alive,  he 
says,  by  adhering  to  just  one  rule:  "Never  buy  red 
airplanes  in  Florida  from  guys  named  Fred." 

He's  made  two  such  deals,  and  each  time  the  plane's  en- 
gine failed  while  flying  from  Florida  to  his  Blaine,  Minn, 
hangar.  "The  first  time,  the  engine  began  coughing  and 
smoking  and  then  spitting  oil  over  the  windshield,"  Herrick 
says.  "It  was  scary  as  hell."  What's  even  scarier  is  Herrick's 
most  recent  undertaking:  salvaging  a  1930  Sikorsky  S-39C,  a 
plane  made  to  land  on  water  but  which  sank  in  1958  into 
Two  Lakes,  Alaska,  150  miles  west  of  Anchorage.  His  recovery 
effort  to  date  is  the  best  example  of  just  how  difficult  it  is  to 
collect  70-year-old  artifacts  of  aviation's  most  romantic  era, 
the  days  of  such  pioneers  as  Amelia  Earhart,  Charles  Lind- 
bergh and  Jimmy  Doolitde. 

Between  1927  and  1937  there  were  some  700  different 
types  of  planes  manufactured  in  the  U.S.,  most  with  only  a 
handful  built  of  each  type.  That  makes  for  many  one-of-a- 


kind  opportunities  like  the  Siko 
rsky  resting  200  feet  below  Tvw 
Lakes — and  gives  Herrick 
chance  to  build  a  unique  collec 
tion  and  make  a  contribution  t« 
history.  If  he  doesn't  salvage  th 
craft,  who  will?  He  already  own 
22  planes  from  the  period,  mak 
ing  his  the  largest  private! 
owned  golden  age  collection  ii 
the  nation.  Value:  around  S' 
million. 

Herrick  developed  his  pas 
sion  as  a  kid  growing  up  in  Ot 
tumwa,  Iowa — headquarters  o 
the  Antique  Airplane  Associa 
tion.  He  starts  every  quest  for 
new  acquisition  by  consultinj 
the  collector's  bible,  the  nine 
volume  U.S.  Civil  Aircraft  Seria 
He  picks  a  plane,  then  goe 
through  registries  maintaina 
by  the  Federal  Aviation  Admin 
istration  to  see  how  many  o 
that  type  are  still  around  am 
who  owns  them.  In  1996  h 
found  three  Sikorskys  registered.  One  was  in  a  museum,  an 
other  was  not  salvageable.  The  owner  of  the  third  didn't  cal 
back  for  six  months. 

"When  he  did  call  he  said  I  should  know  one  thing:  I 
have  to  bring  it  up  from  the  bottom  of  a  lake,"  he  says.  Thaj 
didn't  faze  Herrick,  49,  who  made  his  fortune  in  1994  by  sell 
ing  his  Dell-like  direct  sales  computer  company,  Zeos  Inter 
national,  and  pocketing  S60  million. 

Herrick  found  the  plane's  last  pilot,  Victor  Lenhart,  bj 
calling  all  38  folks  with  the  same  name  listed  on  the  Inter 
net — and  found  his  man  in  Cornucopia,  Wis.  The  78-yean 
old  aviator  agreed  only  reluctantiy  to  travel  to  Alaska  to  hel| 
locate  the  plane,  since  his  1958  crash  still  held  unhapp] 
memories.  He  and  his  wife  had  been  planning  to  open  j 
lodge  near  Two  Lakes.  When  the  plane  sank,  they  lost  not  jus) 
their  possessions  but  also  their  dreams  of  the  lodge. 

Though  Lenhart  pinpointed  where  he  thought  the  plan 
had  gone  down,  Herrick's  sonar  found  nothing.  But  using! 
park  surveyor's  map  that  gave  the  distance  of  the  wreck  frofl 
different  points  on  shore,  another  sonar  expert  found  th» 
plane  in  200  feet  of  water. 

So  far  recovery  efforts  have  failed.  In  August  lines  hooked! 
the  plane  snapped  when  boats  tried  pulling  it  to  the  surface,  n 
the  spring  Herrick  plans  to  fly  in  a  decompression  chamber  a 
that  clivers  can  spend  more  time  clearing  the  plane  free  from  thi 
bottom's  anchoring  debris.  All  this  will  cost  SI  10,00  on  top  o 
the  $145,000  already  spent  on  the  salvage  effort.  "What  tW 
hell,"  Herrick  says.  "You  only  live  once."  • 
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s  Pleasure 

ie  couple's  challenge— bending  their 
Dfessional  lives  to  fit  their  art  collections, 
it  what  about  Warhol?  I  by  victoria  murphy 


mi  VERY  NIGHT,  BEFORE  1 1 1  GOES  TO  BED,  JONATHAN 
Read  wanders  through  his  spacious  desert  home  out- 

i  side  Scottsdale,  Ariz.  "This  is  my  quiet  moment  with 
 our  friends,"  he  explains,  referring  to  the  paintings  he 

m  and  his  wife  have  acquired  over  20  years. 
No  wall  is  bare.  A  Rosenquist  graces  a  hallway  to  the 
age.  A  Rauschenberg  hangs  from  a  guest  room  wall.  You 
the  fruit  of  the  couple's  joint  efforts  everywhere.  Since 
eting  in  1980,  Jon,  44,  and  his  wife,  Evelyn,  41,  have  spe- 


cialized in  contemporary  paintings,  focusing  primarily  on 
post- 1959  minimalism  and  Sixties  pop. 

"We're  a  dangerous  couple,"  Jon  jokes.  "We  get  in  over  our 
heads  all  the  time,  starting  out  with  something  small,  then 
graduating  to  something  we  can't  afford."  It's  easy  to  do,  when 
your  favorite  artists  include  Frank  Stella,  Jasper  Johns,  Roy 
Lichtenstein  and  others  whose  least  scribblings  command  top 
dollar. 

Don't  pity,  though,  this  pair  of  passionate  collectors.  Be- 
sides amassing  their  trove  of  paintings,  they've  accom  - 
plished another  feat  just  as  impressive:  They've  melded 
their  professional  lives  to  fit  their  art.  As  chairman  of  Park 
Plaza  Hotels,  a  worldwide  luxury  lodging  chain,  Jon  travels 
regularly  to  Europe  and  Asia,  visiting  company  properties. 
Evelyn,  a  hotel  designer  with  degrees  in  fine  art  and  archi- 
tecture from  California  College  of  Arts  and  Crafts,  comes 
along  to  scout  additions  to  their  collection.  Business  meet- 
ings often  coincide  with  major  auctions,  and  the  couple  es- 
timates they  devote  three  hours  every  day  to  pursuing  their 
collecting  habit.  "I  bend  my  business  to  fit  into  my  art  life," 
Jon  happily  concedes. 

He's  really  bending  now.  Two  years  ago 
Read  helped  conceive  the  idea  for  Art'Otels 
— four-star  accommodations  with  original 
artwork  by  well-known  artists  in  every 
room.  Three  are  open.  To  bring  them  to 
fruition,  Evelyn  has  enlisted  the  participa- 
tion of  such  prominent  painters  as  Donald 
Sultan,  Jim  Dine  and  A.R.  Penck. 

Whether  buying  for  the  company's  col- 
lection or  for  their  home,  the  Reads  strug- 
gle to  reconcile  their  differences  of  taste. 
All  selections  must  be  mutually  approved. 
"It's  a  Mars/Venus  thing,  I  guess,"  says  Jon. 
He  casts  Evelyn  as  the  more  emotive  Venus. 
He  thinks  of  himself — a  political  science 
grad  from  Claremont  McKenna — as  the 
more  analytical  Mars. 

To  make  peace,  the  Reads  abide  by  sev- 
eral rules.  Every  artwork  they  purchase 
must  meet  two  criteria:  It  must  be  repre- 
sentative of  the  artist's  total  body  of  work, 
and  it  must  impress  both  Jon  and  Evelyn  as 
having  the  power  to  endure.  Of  every  five 
potential  purchases,  husband  and  wife  can 
each  veto  two.  Such  vetoes,  however,  usu- 
ally are  not  necessary.  The  Reads  manage 
to  agree  85%  of  the  time. 

Andy  Warhol  is  a  conspicuous  excep- 
tion. Jon  is  a  fan;  Evelyn  vehemendy  is  not. 
A  Warhol  "dollar  sign"  painting  has  been 
relegated  to  Jon's  study.  "She  said  I  could 
have  it  only  because  the  image  summed  up 
the  artist's  career,"  he  sighs.  F 
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Collecting 


Why  would  anyone  want  to  own  a  Nazi  dagger? 


BY  SUSAN  ADAMS 


Grappling  with  his  family's  past:  Norman  Ross  with  SS  dagger. 


|  T'S  ONLY  A  KNIFE.  THIRTEEN  AND  FIVE-EIGHTHS  INCHES 
I  long,  and  hardly  scratched  after  65  years  or  so.  Inscribed 
I  along  its  edge,  a  seemingly  laudable  maxim  in  German, 
I  Meine  Ehre  heisst  Treue,  which  translates  as,  "My  honor 
I  is  loyalty." 

But  consider  its  provenance.  Once  owned  by  a  Nazi  SS 
member,  this  knife  is  invested  with  a  certain  horror — a  small 
piece  of  the  most  efficient  machine  of  extermination  the 
world  has  ever  seen. 

It  may  surprise  you  to  learn  that  the  knife  is  owned  by 
Norman  Ross,  who  is  Jewish.  His  Austrian-born  mother  sur- 
vived the  Holocaust,  including  a  beating  from  the  SS  that  left 
her  face  permanently  scarred.  But  she  refused  to  speak  to  her 
son  about  her  ordeal.  For  Ross,  a  37-year-old  personal  trainer 
who  lives  in  Brooklyn,  N.Y.,  collecting  Nazi  daggers  and 
swords  is  a  way  to  grapple  with  a  disturbing  past.  "Owning  a 
piece  of  what  happened  makes  it  comprehensible  to  me,"  he 
says.  "It's  concrete  evidence  of  what  I  was  dealing  with  while 
I  was  growing  up."  His  collection  includes  all  of  his  mother's 


^    1  •  g       papers  and  a  1939  passpo 

■  m  "V  ~T^k  stamped  with  a  large  red  "J." 

\      i  *   :|  It's  tempting  to  write  o 

collectors  of  Nazi  memorabil 
as  a  bunch  of  fascist  kool 
swapping  party  favors.  Bi 
that's  only  a  small  part  of  tr 
phenomenon.  Most  collecto 
of  this  stuff  start  out  by  explaii 
ing  heatedly  why  they're  n( 
that.  What  they  are  is  a  1< 
harder  to  pin  down. 

What  motivates  these  pec 
pie  to  scavenge  and  consen 
the  tools  from  a  civilization  < 
hate?  Perhaps  it's  the  pornogn 
phy  of  violence.  Half  a  centui 
later,  these  artifacts  still  radia 
the  lurid  aura  of  their  origin 
purpose.  Perhaps  it's  the  vei 
taboo  against  collecting  it. 

The  stated  reasons  som< 
times  ring  false.  John  Casim 
40,  is  a  dealer  in  German  mil 
tary  artifacts  in  Nutley,  N.J.  As 
child  Casino  peeked  inside  tr 
trunk  of  souvenirs  his  late  f< 
ther,  a  combat  vet,  had  brougl 
back  from  Europe.  Casino  sai 
his  personal  collection  of  50 
German  shoulder  boards  an 
collar  tabs  "honors  my  fath 
and  honors  all  World  War 
veterans." 

That's  a  matter  of  opinio 
John  Casino's  mother  hated  his  father's  souvenirs.  "Si 
viewed  them  as  a  symbol  of  cruelty,"  he  says.  A  Jewish  gii 
friend  dumped  Casino  when  she  learned  about  his  hobby. 

In  many  ways  collecting  Nazi  memorabilia  represents 
heightened  form  of  the  passions  common  to  all  collecting- 
curiosity  becomes  an  obsession,  obsession,  a  mania. 

In  an  unsettling  way,  Nazi  memorabilia  collectors  oft 
look  right  past  the  horror  of  these  objects — as  if  it  simp 
weren't  there.  Says  Craig  Gottlieb,  29,  a  Jewish  collector 
northern  Virginia,  "I  collect  German  daggers  because  th 
offer  variety  and  quality — two  things  every  item  in  any  fie 
should  have  in  order  to  be  considered  collectible." 

Quality?  Those  German  officers  were  dressers.  They  wc 
some  30  different  uniform  styles,  each  with  a  different  col 
piping  on  the  jacket  and  cap,  and  decorated  with  elabon 
gold  or  silver-plated  wire  on  the  shoulder  board. 

But  "quality"  or  no,  if  you  scratch  a  collector  you  can  he 
the  skeletons  rattling  away  in  the  unconscious.  Thorr 
Wittmann  is  of  German  extraction.  He  collects  Third  Rei 
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ggers  for  their  "eye  appeal,"  even 
)ugh  he  considers  the  society  that  pro- 
ced  them  to  be  "the  embodiment  of 
1."  So  why  collect  them?  "I've  been  try- 
\  to  put  my  finger  on  it  for  30  years," 
rs  Wittmann,  sounding  genuinely  be- 
idered.  "I'm  attracted  to  it,  but  I  don't 
derstand  why." 

Wittmann,  Gottlieb,  Casino  and  Ross 
■  all  regulars  at  the  annual  Militaria  An- 
ues  Xtravaganza  (MAX)  in  Mon- 
;ville,  Pa.  "It's  not  a  hate  scene  or  a 
zi  scene,"  Ross  insists.  "It's  a  nerdy  history  kind  of  a 
•ne."  The  show's  organizers  have  rules  intended  to  tone 
wn  the  atmosphere:  Flags  displaying  swastikas  must  re- 
lin  folded,  and  no  busts  of  Hitler  may  be  displayed.  De- 


Medal  to  Germans  who  annexed  Atttria. 


dagger  that  sold  for  $1,000  in  1990  now 
goes  for  double  that.  A  ceremonial  sword 
received  by  Hitler's  second-in-command, 
Hermann  Goring,  on  his  wedding  day, 
sold  for  $69,000  in  the  late  1970s  and 
resold  for  $135,000  in  the  late  1980s  to  a 
British  collector.  It  would  supposedly 
bring  $750,000  now. 

Don't  wait  for  a  Sotheby's  or 
Christie's  auction — they  won't  touch 
Nazi  artifacts.  By  contrast,  Ebay-owned 
Butterfields  in  San  Francisco  recently 
auctioned  off  Hitler's  address  book  for  $17,250.  The  book 
includes  entries  for  the  Fiihrer's  barber,  his  favorite  hotels, 
his  lover  Eva  Braun.  It  had  been  snatched  up  by  a  member 
of  the  U.S.  Airborne  division  that  liberated  the  Berghof, 


>  wiring  a  piece  of  what  happened  makes  it  comprehensible  to 
ie  "  says  collector  Norman  Ross,  "It's  concrete  evidence/' 


te  these  rules  there  are  swastikas  in  view  everywhere.  Says 
lliam  Shea,  a  MAX  show  charter  member  who  has  been 
ying  and  selling  German  war  memorabilia  for  40  years,  "I 
ve  run  into  less  than  a  handful  of  people  you  would  call 
3-Nazis  or  white  supremacists.  Usually  they  are  not  in  a 
sition  to  afford  the  prices  of  the  authentic  items." 
In  1990  the  Knight's  Cross  medal  for  heroic  combat  was 
ued  at  $1,500.  Now  it's  worth  $5,000.  Even  helmets,  of 
dch  there  are  tens  of  thousands  in  circulation,  are  bringing 
;her  prices.  There  are  lots  of  daggers,  because  they  were 
rt  of  the  standard  German  uniform.  Still,  an  SS  service 


Hitler's  headquarters.  A  nephew  of  the  American  airman 
brought  it  to  Butterfields.  (At  least,  that's  the  story.  If  the 
book  turns  out  to  be  as  fake  as  the  1983  Hitler  diaries,  But- 
terfields stands  ready  to  refund  the  purchase  price.)  Justifi- 
cation, from  Butterfields'  arms  and  armor  director  Greg  M. 
Martin:  "These  things  are  a  part  of  history.  What  right  does 
anyone  have  to  censor  history?" 

The  passage  of  time  will  render  these  objects  less  toxic. 
No  one  questions  the  origins  of  the  Crusader  sword  or  the 
Inquisitor's  cloak.  But  history  takes  its  own  sweet  time,  and  it 
can't  be  hurried.  F 


Swastika.com 


efore  the  Internet,  the  trade  in  Nazi 
memorabilia  was  confined  to  a 
hushed,  shadowy  network  of 
shows,  a  few  serious  dealers,  a  couple  of 
militaria  auctioneers  and  the  occasional 
Butterfields  sale.  But  now,  fumes  the 
Simon  Wiesenthal  Center's  Abraham 
Cooper,  "It's  smack  in  the  middle  of  one 
of  the  most  traveled  and  successful  sites 
in  America." 

Go  to  Ebay,  type  in  "Nazi"  and  more 
than  3,000  items  come  up:  daggers,  uni- 
forms, medals,  silverware,  coins,  flags. 
This  despite  the  Ebay  policy  that  bars 
"items  that  promote  or  glorify  hatred,  vi- 
olence, or  racial  intolerance." 

One  online  seller  who  calls  himself 
"nazistuff.com"  has  an  "about  me"  page 


with  more  than  a  dozen  Nazi  flags  and 
swastikas,  a  photograph  of  Hitler  doing 
his  Heil  salute,  and  a  dancing  devil  car- 
toon. None  of  this  does  much  to  bolster 
the  credibility  of  the  seller's  claim  that  he 
"in  no  way  supports  past,  present  or  fu- 
ture Nazi  beliefs." 

Ebay  makes  an  effort  to  limit  the 
availability  of  Nazi  items  in  Germany, 
France  and  Austria,  which  legally  restrict 
the  trade  in  Nazi-era  materials.  "You 
may  not  list  or  bid  on  items  related  to 
Nazi  Germany  if  you  reside  in  Germany, 
France  or  Austria,"  reads  Ebay's  policy, 
which  instructs  sellers  not  to  ship  Nazi 
items  to  those  three  countries.  Ebay's 
German-,  Austrian-  and  French-based 
sites  bar  Nazi  materials.  The  company 


intends  to  add  Italy  and  its  planned  Ital- 
ian site  to  the  list. 

Yahoo  Auctions  has  a  much  vaguer 
policy  that  advises  users  they  may  not 
sell  items  Yahoo  deems  offensive.  Two 
antiracism  groups  who  want  the  com- 
pany to  ban  Nazi  memorabilia  from  its 
auctions  recently  won  a  civil  suit  against 
Yahoo  in  France. 

After  hearing  from  a  panel  of  tech- 
nical experts,  in  November  a  French 
judge  gave  Yahoo  three  months  to  fig- 
ure out  a  way  to  block  French  users 
from  access  to  Nazi  materials.  But 
Yahoo  claims  it  would  be  technologi- 
cally impossible  to  comply,  and  that  the 
order  cannot  be  enforced  unless  a  U.S. 
court  steps  in.  —S.A. 
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Who's  Watching 
The  Watchdog? 


An  art  adviser  can  give  you 
access  that  money  alone  will 
never  give  you.  Sometimes  you 
are  better  off  without  the 

access.  I  by  missy  sullivan 


I 


f 


Adviser  Ann  Phillips 
consults  on  Orna  Shulman's 
early  modern  collection. 


TO  HIS  TINSELTOWN  CLIENTS,  TODD  VOLPE 
seemed  the  very  picture  of  an  astute  and  sophis- 
ticated art  adviser.  A  former  Soho  dealer,  Volpe 
could  spot  quality  instantly.  He  knew  the  right 
people,  which  assured  him  access  to  top-flight 
merchandise.  And  like  most  starstruck  Holly- 
wood hangers-on,  he  was  exceptionally  eager  to  please. 
When  Jack  Nicholson  phoned  at  1  a.m.  to  chew  over  his 
wish  list  from  the  latest  auction  catalogs,  the  adviser  always 
obliged. 

Through  the  boom  of  the  late  1980s  Volpe  reveled  in  buy- 
ing pictures,  furniture  and  objets  d'art  for  celebrities  like 
Bruce  Willis,  Barbra  Streisand  and  Penny  Marshall.  Nichol- 
son trusted  him.  In  1986  he  tossed  $610,000  into  an  art  in- 
vestment fund  for  Volpe  to  manage. 

Big  mistake. 

Beginning  in  the  early  1990s  Volpe  began  feeling  the  pinch 
of  the  art  market's  downslide,  but  he  still  lived  lavishly — ap- 


pearances are  everything  when  you  cater  to  Hollywood's  elil 
According  to  court  papers,  he  began  selling  and  leveragii 
clients'  artwork  and  converting  the  proceeds — somewhere 
the  neighborhood  of  $2  million — to  his  own  use. 

From  1991-95  Volpe  ensnared  over  a  dozen  clients,  deale 
and  auction  houses  into  a  downwardly  spiraling  Ponzi  scherr 
He  used  works  from  the  Nicholson  fund  to  secure  more  thj 
$290,000  in  personal  advances  from  Butterfield's  auction  hou 
only  to  see  the  material  tank  badly  on  the  block  He  was  co 
victed  of  wire  fraud  in  1997,  sentenced  to  28  months  of  jail  tir 
and  ordered  to  pay  $1.9  million  of  restitution. 

It's  an  extreme  case  but  it  highlights  a  very  real  dilemr 
for  every  neophyte  collector  who's  thinking  about  hiring 
art  adviser:  Are  you  putting  yourself  in  the  hands  of  someo 
who's  going  to  treat  your  walls  the  way  a  shady  auto  rr 
chanic  treats  your  alternator?  What  exactly  does  an  art  2 
viser  do,  anyway,  besides  giving  you  a  swanky  name  to  dr 
at  cocktail  parties?  And  how  do  you  determine  who's  good 
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Did  you  ever  have  the  feeling 
you  were  being  followed? 


It  seems  everyone  is  talking  about  greener  cars  these  days.  But  we've  done  more  than  just  talk.  In  1997  we  introduced  the  Toyota 
Hybrid  System.  Now  it's  the  power  inside  the  world's  first  mass-produced  gas/electric  vehicle,  the  Prius.  As  the  automotive  industry 
lines  up  behind  us,  we're  already  developing  the  next  generation  of  environmental  vehicle  technology.  The  lights  are  green.  Let's  go. 

www.toyota.com/ecologic  800-GO-TOYOTA  ©2000  ^^mm^  _        _  . 

)W  TOYOTA 


it,  and  whether  they're  on  the  up-and-up? 

In  robust  art  markets,  advisers  pop  up  everywhere.  Some 
have  decades  of  expertise  in  the  museum,  auction  or  gallery 
world.  Others  have  little  more  than  a  few  college  art  history 
courses  and  Daddy's  address  book.  Their  target  clients  in- 
clude the  newly  monied  with  big  houses  to  fill  up;  the  big 
spenders  who  seek  a  buffer  of  anonymity;  and  busy  execu- 
tives who've  wised  up  since  the  last  boom-and-bust  cycle  and 
now  want  to  analyze  Picasso  paintings  the  same  way  they  size 
up  company  acquisitions. 

So  where  do  advisers  bring  value?  In  a  word,  access.  The 
art  world  doesn't  work  like  Wall  Street,  where  all  money  is 
created  equal.  In  the  art  world, 
money — even  truckloads  of  it — isn't 
always  enough. 

"I  didn't  understand  for  a  long 
time  that  having  something  of  quality 
takes  getting  in  the  right  line,"  says 
Jerry  L.  Coben,  a  Los  Angeles  attorney 
who  collects  works  on  paper.  "I  have  a 
wonderful  de  Kooning  drawing  that 
came  out  of  the  artist's  family  that  I 
never  would  have  gotten  if  it  hadn't 
been  for  Ann  Phillips,  my  adviser." 

The  soft-monetary  calculations 
can  get  tricky  indeed.  Artists — and 
their  dealers — want  to  place  works  in 
prestigious  collections.  The  more 
renowned  the  collection — and  the 
more  likely  it  is  to  end  up  in  a  museum 
someday — the  more  eager  a  dealer  will 
be  to  talk.  An  adviser  with  a  resume  of 
museum-worthy  clients  to  his  or  her 
credit  swings  a  lot  more  clout.  Veteran  New  York  adviser  Thea 
Westreich  helped  Richard  and  Pamela  Kramlich  assemble  their 
cache  of  video  art,  recently  featured  in  an  exhibition  at  the  San 
Francisco  Museum  of  Modern  Art.  Now  when  Thea  comes 
calling,  dealers  of  video  artists  roll  out  the  red  carpet. 

Done  well,  advising  is  a  tough  job  requiring  a  broad  array 
of  skills.  Advisers  must  dig  up  recent  comparable  sales,  both 
auction  and  retail — not  so  easy:  Private  sales  are,  well,  pri- 
vate. Advisers  must  find  out  if  a  work  has  been  shopped  to 
death  or  ever  failed  to  sell  at  auction,  offer  a  report  on  the 
work's  condition,  judge  how  significant  the  piece  was  in  the 
artist's  career  and  then  ascertain  that  the  piece  is  neither 
stolen  nor  fake.  There's  a  lot  of  legwork,  says  adviser  Abigail 
Asher,  who  with  her  partner,  Barbara  Guggenheim,  builds 
collections  for  many  celebrities  and  entertainment-industry 
executives  like  producers  Aaron  Spelling  and  Ray  Stark. 

Finding  all  the  right  attributes  in  a  single  consultant  can 


be  a  tall  order,  as  one  New  York  investment  banker  recentl 
found  out  the  hard  way.  He  hired  an  adviser  to  help  hir 
begin  a  collection  of  19th-century  American  paintings.  Afte 
visiting  a  number  of  galleries  with  the  consultant,  he  chose 
painting  and  together  they  bargained  the  price  down  t 
$150,000.  But  before  taking  the  plunge,  he  did  his  own  du 
diligence,  discovering  that  the  piece  had  sold  at  auction  si 
months  earlier  for  slightly  under  $100,000. 

Was  he  being  ripped  off?  A  gross  profit  of  33%  is  we 
within  the  range  of  dealer  margins,  so  maybe  not.  The  sella 
may  have  gotten  a  bargain.  Or  taken  a  chance  that  a  sleeper; 
true  value  would  emerge  after  a  careful  cleaning.  But  a  gooi 


adviser  should  have  explained  all  those  possibilities  ahead 
time.  This  one  was  asleep  at  the  wheel. 

The  best  ones  more  than  earn  their  keep.  Adviser  Ail 
Phillips  was  called  in  to  vet  a  Matisse  ink  drawing  for  a  clieri 
Without  divulging  the  price,  the  collector  asked  the  form 
Citibank  Art  Advisory  vice  president  for  an  assessment  of  i 
market  value.  After  some  research,  she  told  him  it  was  wor 
$250,000-$275,000.  The  dealer  wanted  $400,000. 

The  collector  took  a  pass  and  asked  Phillips  to  find  som 
thing  similar.  She  checked  with  a  London-based  dealer  si 
knew  who  sent  her  a  photo  of  the  same  ink  drawing,  th 
time  with  a  price  tag  of  $300,000,  minus  a  10%  discount, 
turned  out  this  dealer  was  consigning  the  work  through  tl 
New  York  seller,  who  had  slapped  on  the  whopping  marku 
Phillips  and  her  client  offered  $250,000  to  the  London  deab 
Done  deal,  with  a  $150,000  savings. 

Indeed,  one  of  the  great  mysteries  is  how  many  dealers  a 


The  art  world  doesn't  work  like  Wall  Street,  where  all  money  is 
created  equal.  In  the  art  world/  monpy  isn't  always  enough. 
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integrate.  You  communicate. 


DLP 

ubishi  WD-65000.  k  TEXAS  INjTKUMfHT',  lEOHKXOCY 


Digital  technology  is  already  there  for 
you  at  work  and  on  the  go.  Now  see 
what  it  can  do  for  you  at  home. 

Check  out  the  new  Mitsubishi  WD-65000, 
the  world's  first  65-inch,  high-definition 
projection  television  with  Digital  Light 
Processing™.  Instead  of  conventional 
TV  tubes,  DLP™  technology  uses  nearly 
one  million  micromirrors,  mounted  on  a 
single  chip,  to  switch  red,  green  and  blue 
light.  The  resulting  image  is  so  true 
to  life  you'd  swear  you  were  looking 
through  a  squeaky-clean  window. 


- 


And  because  we've  integrated  DLP™ 
with  Mitsubishi  know-how,  the  WD-65000 
is  able  to  share  this  eye  candy  among 
multiple  inputs:  from  video 
and  games  to  computer 
graphics  and  Internet  content. 

Our  old  friend  the  TV  just 
joined  the  21st  century.      DLp™  ChiP. 

We  integrate.  You  communicate. 

For  further  information,  visit 

www.mitsubishi-tv.com 


nd  Digital  Light  Processing™  arc  trademarks  of  Texas  Instruments. 


MITSUBISHI 
i  ELECTRIC 

www.mitsubishielectric.com 
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pulling  a  fee  from  a  single  transaction.  Dealer  A,  who  specializes 
in  impressionism,  may  be  asked  by  a  client  to  sell  a  cubist  pic- 
ture. He  passes  the  canvas  on  to  Dealer  B,  a  cubism  specialist. 
None  of  her  clients  pounces,  but  a  friend,  Dealer  C,  produces  an 
interested  collector.  With  all  three  dealers  taking  a  cut,  the  buyer 
needs  accurate  price  information  so  that  those  commissions 
aren't  piled  on  top  of  fair  market  value.  Advisers  can  help. 

Unless,  of  course,  they  too  have  their  hands  in  the  pot.  One 
private  dealer  says  he  has  seen  more  than  a  few  advisers  who 
try  to  double-dip,  or  be  paid  by  both  buyer  and  seller.  If  a 
dealer  charges  $600,000,  an  adviser  might  want  him  to  bill  the 
client  $700,000 — and  cough  up  the  difference.  A  reputable  ad- 
viser will  pass  on  all  dealer  discounts,  and  keep  the  process  as 


transparent  as  possible. 

Fees?  A  pure  commission  arrangemei 
produces  too  strong  an  incentive  to  churi 
just  as  it  does  in  the  stock  brokerage  bus 
ness.  The  alternative  has  its  own  problem 
Unless  you  buy  an  awful  lot  of  art,  keepir 
an  adviser  on  retainer  can  get  needlessly  e: 
pensive.  Veterans  like  Asher  and  Westreic 
usually  offer  a  mix  of  the  two.  Commissior 
average  around  10%  of  the  sale. 

Which  brings  us  to  the  thorniest  issue  < 
all:  conflict  of  interest.  Advisers  all  swear  u 
and  down  that  they  avoid  it. 

Bunk.  "There  is  no  such  thing  as  a  neutr 
adviser,"  says  private  dealer  Ikkan  Sanada.  I 
bidding  up  the  work  of  an  artist  at  auctioi 
for  example,  not  only  does  an  adviser  star 
to  earn  a  higher  commission,  but  the  mark 
often  adjusts  upward  to  reflect  that  publicly  recorded  price.  D< 
lighted  dealers  often  give  that  adviser  preferential  treatment  an 
access  to  better  work. 

"If  you're  a  consultant  and  you're  really  close  to  a  certai 
dealer  or  artist,  and  you  summer  with  them  in  the  Hamptoi 
and  you're  invited  to  all  the  'in'  parties,  are  you  going  to  si 
to  your  client  objectively,  'Don't  buy  that  work'?  It's  ju 
human  nature,"  says  Robert  Monk,  director  of  New  York 
Gagosian  Gallery. 

There's  really  no  such  thing  as  pure  objectivity  in  a  wori 
where  so  much  depends  on  taste  and  preference  alon 
"There  are  so  many  intangibles,"  says  Monk,  "So  many  fai 
tastic  and  weird  things  about  art." 


1 2  Warning  Signs  of  a  Lousy  Art  Adviser 


Underqualifying  for  the  job.  An  adviser 
should  have  substantive  museum,  gallery 
or  auction  experience.  Ask  for  a  resume 
and  descriptions  of  collections  they  have 
helped  assemble.  See  the  collections  and 
check  references. 

Plugging  certain  artists.  Pushing,  in 
general,  is  a  bad  sign.  Pushing  particular 
artists  may  signal  a  sweetheart  deal  with  a 
dealer. 

Being  impressed  by  what's  hot. 

Advisers  should  take  the  long  view.  Be- 
sides, when  someone  is  all  the  rage,  it  is 
not  the  best  time  to  buy. 

Holding  inventory.  A  big  no-no.  Hin- 
ders neutrality.  Won't  advisers  want  to  sell 
you  what  they  have?  Or  boost  the  market 
for  works  they  own? 

introducing  you  to  only  one  or  two 


dealers.  A  sign  that  an  adviser  may  have 
back-room  arrangements. 

Keeping  you  at  arm's  length  from 
dealers.  They  should  encourage  you  to 
look  at  as  much  work  as  possible.  And  you 
should  be  able  to  develop  your  own  rela- 
tionships. A  good  dealer  will  respect  your 
adviser's  role  and  not  try  an  end-run. 

Muddying  the  fee  structure.  If  fees 
are  transaction-based,  insist  on  being 
billed  directly  from  the  galleries.  Better  to 
use  a  retainer,  or  be  billed  for  time,  which 
can  later  be  credited  toward  a  10%  trans- 
action fee. 

8.  Failing  to  track  the  market.  Ask  to 

see  comparable  pricing  packages  they 
have  assembled.  It  should  have  pictures, 
descriptions  and  prices  of  works  similar 
to  the  one  in  play,  as  well  as  comprehen- 


sive auction  sale  records. 
9.  Lacking  substantial  presence  in 
New  York.  We're  not  being  snobby.  It's  ju 
ground  zero  for  the  art  market.  You  gotta 
be  here. 

Groping  for  gravitas.  If  an  adviser 
can't  articulate  why  something  is  good  or 
bad,  maybe  you  don't  need  it.  Ask  how  he 
went  about  researching  a  work. 

Letting  you  buy  just  anything  This 
means  they're  just  out  for  a  commission 
and  couldn't  care  less  about  helping  you 
develop  your  own  eye.  Try  buying  a  stinke 
to  see  the  reaction. 

Imposing  personal  tastes.  Everyom 
has  biases.  Ask  candidates  for  the  job  to 
articulate  theirs.  Once  that's  out  in  the 
open,  you  make  sure  decisions  are  about 
quality  and  value,  not  their  tastes.  —M. 
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•     We  can  solve  this  puzzle  5,ooo  unique  ways. 


only  can  Visteon  solve  it,  we  can 
er  a  personalized  cockpit  in  90 
tes.This  exceptional  capability  is  the 
t  of  Visteon's  world-class  production 
nology.  When  a  customer  calls,  we 
rom  6,000  module  combinations 
eate  a  personalized  cockpit  —  all 
(integrated™  to  work  together 
ilessly. 

1  ensure  that  every  one  of  those 
ules  is  designed,  developed  and  built 
,  Visteon  has  created  a  cockpit 


development  process.  Before  we  build 
anything,  we  talk  to  consumers  to  get 
insights  into  what  they  really  want. 
Then,  we  employ  the  most  integrated 
virtual  design  and  development  tools 
in  the  industry  to  refine  and  reconfigure 
products  for  quality,  durability  and 
production  efficiencies. 

To  see  how  Visteon  can  solve  your 
cockpit  puzzles  with  more  personalized 
solutions  than  you  thought  possible, 
visit  visteon.com  or  call  1  800  VISTEON. 


With 

world-class 
production 
technology 
like  In-line 

Vehicle  Sequencing,  Visteon  cockpits  can  be  built 
to  order  and  delivered  in  as  little  as  90  minutes. 


W.  Visteon 


See  the  possibilities1 


C   O   I  LECTORS  GUIDE 


Forbidden  Fruit 

A  billion  dollars'  worth  of  paintings  lies  languishing  in 
warehouses  and  bank  vaults  in  Japan.  Getting  at  it? 
That's  the  real  art.  |  by  andrew  decker 

fHEN  JAPAN'S  BUBBLE  ECONOMY  BURST  IN  1990 
the  shock  waves  rattled  gallery  windows  across 
the  world.  In  Tokyo  dealers  went  under  in 
droves,  and  finance  companies  found  themselves 
suddenly  owning  art  worth  just  20%  to  60%  of  the  value  at 
which  it  had  been  carried  on  their  books.  Overnight  some  $7 
billion  in  art  that  had  migrated  to  Japan  between  1987  and 
1990  was  worth  $3  billion.  But  though  distressed,  this  trove 
glittered  with  extraordinary  gems — Picassos,  Manets, 


through  rooms  with  hundreds  of  paint 
ings,  many  still  in  their  crates  fron 
Sotheby's  and  Christie's,"  he  says.  "They'< 
never  been  opened."  Wynn  made  offers 
Though  these  were  below  what  the  paint 
ings  had  been  worth  at  the  bubble's  height 
he  and  Acquavella  considered  them  mor 
than  fair.  "You  make  them  an  offer,  an< 
they  want  to  kill  the  messenger,"  fumes  Wynn. 

For  most  of  the  past  decade  priceless  paintings  have  lan 
guished  in  warehouses  in  Tokyo's  Shibaura  district — ai 
area  that  looks  like  New  York  City's  Chelsea  neighborhoo< 
did  ten  years  ago — anonymous-looking  buildings  that  giv 
no  sign  of  housing  millions  of  dollars'  worth  of  art.  Evei 
today  no  one  knows  what  may  someday  emerge — at  leas 
not  with  any  precision.  Bad-debt  art  and  paintings  in  pri 
vate  collections  that  are  likely  to  come  on  the  market  ar 

now  worth  probably  $1  bill 
lion.  While  the  prime  piece 
of  "bubble"  art  have  alread 
left  the  country,  there  an 
still  works  available  in  thi 
$100,000  to  $500,000  rang*} 
a  few  certainly  are  worth  $1 
million  or  more. 

The  lower-end  stuff  con 
sists  of  paintings  by  first-rat 
artists  who  were  either  toi 
prolific  or  operating  at  some 
thing  less  than  their  to 
form:  Picasso  interiors  fror 
the  1950s  and  1960s,  for  e* 
ample;  Braques  from  th 
1930s  and  1940s;  fuzz 
Monet  landscapes;  or  Pissai 
ros  that  lack  the  sparklin 
clarity  that  can  make  h 


Bill  and  I  traipsed  through  rooms  with  hundreds  of  paintings, 
many  still  in  their  crates.  They'd  never  heen  opened/' 


Kandinskys,  Cezannes — some  meticulously  documented, 
others  only  rumored. 

The  challenge  for  Western  dealers  and  collectors  ever 
since  has  been  how  to  get  these  beauties  out. 

It  isn't  easy.  Even  the  shrewdest  and  best-financed  acquir- 
ers have  tried  and  failed.  When  former  Mirage  Resorts  Chief 
Executive  Steven  Wynn  began  putting  together  his  legendary 
(and  now  largely  disbanded)  Bellagio  Gallery,  he  made  a  pil- 
i  Tokyo,  accompanied  by  William  Acquavella  of 
New  York's  Acquavella  Galleries.  A  few  days  later  Wynn  was 
back  in  the  States,  er^pty-handed.  He  and  Acquavella  had 
rehouses  stocked  with  art.  "Bill  and  I  traipsed 
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masterpieces  worth  more.  There  also  are  street  scenes  b 
Maurice  Utrillo  and  portraits  by  Moise  Kisling,  who  ws 
friends  with  Modigliani  and  Chagall.  In  short  they're  ffl 
type  of  works  a  beginning  collector  can  happily  cut  hi 
teeth  on. 

As  for  the  pricier  paintings,  a  prime  example  would  t 
Picasso's  "Les  Noces  de  Pierrette,"  a  moody  cabaret  seen 
that  sold  for  $51.7  million  in  1989  to  the  head  of  Nippon  Ai 
topolis,  a  racetrack  with  a  museum  as  a  sideshow.  Anoth 
looming  prize:  "La  Maternite,"  also  by  Picasso,  which  sold 
1989  for  $1 1.2  million  to  Aska  International,  an  art  tradifi 
company.  Aska  nearly  went  under  but  escaped  dissolutic 


when  its  largest  creditor  went  bankrupt  itself. 

For  most  of  the  1990s  hardly  any  art  escaped  these 
vaults.  Then  in  1997  tantalizing  treasures  started  to  emerge. 
Sotheby's  privately  sold  Pierre-Auguste  Renoir's  "Au 
Moulin  de  la  Galette"  for  about  $50  million  to  an  unknown 
buyer  outside  Japan.  The  same  painting  had  previously  sold 
at  auction  for  $78.1  million  in  1990.  The  other  big  sale  of 
1990  had  been  Vincent  van  Gogh's  "Portrait  of  Dr.  Gachet," 
at  $82.5  million — again,  to  a  Japanese  buyer.  It  appears  that 
the  painting  was  sold  in  or  around  1998  to  a  non- Japanese 
buyer,  though  for  how  much  is  unclear.  Michael  Findlay  of 
Acquavella  Galleries  states  coyly,  "I'm  sure  the  sale  hap- 
pened, and  I'm  sure  the  new  owner  is  very  happy,  and  I'm 
also  sure  that  it  will  be  a  long  time  before  people  stop  asking 
questions." 

Is  it  possible,  then,  to  extract  treasures  from  Japan?  Yes, 
says  Ikkan  Sanada,  a  New  York  dealer.  "Every  time  I  go  to 
Japan  I  see  plenty  of  paintings  I  had  not  seen  before" — 
among  them  recendy  some  terrific  works  by  Monet,  Manet, 
Brancusi  and  Kandinsky.  These,  however,  are  from  private 
collections,  not  bank  vaults.  But  if  a  dealer  wants  to  see  this 

They  don't  just  cut  off  your  hand 
insure  it.  Then  they  take  you  to  a 

chain  saws/' 


factory 


stuff,  he  has  to  fly  to  Japan.  The  Japanese  rarely  ship  out  mas- 
terpieces for  inspection. 

There  are  two  sources  of  art  in  Japan,  and  both,  for  dif- 
ferent reasons,  are  tough  to  crack 

There's  the  "traditional"  source:  wealthy  families  whose 
collections  have  been  built  up  over  decades.  Such  collec- 
tions, created  long  before  the  bubble  economy,  sometimes 
contain  the  works  of  classic  impressionists  that  were  taught 
to  Japanese  children  growing  up  before  World  War  II.  Own- 
ers of  such  collections  bought  their  art  to  keep,  not  trade. 
When  they  sell,  their  motive  is  assumed  to  be  dire  need.  For 
that  reason,  sales  never  are  announced  publicly.  Rather,  they 
are  handled  with  great  secrecy  and  discretion,  lest  the  seller 
lose  face. 

Sitting  in  his  New  York  gallery,  dealer  Kazuhito  Yoshii  il- 
lustrates how  this  process  works.  He  pulls  a  lovely  impres- 
sionist interior  from  his  storeroom  and  places  it  on  an  easel 
before  his  fireplace.  He  asks  that  the  painting,  worth  around 
$500,000,  not  be  identified.  "This  is  from  a  very  old  collec- 
tor, very  established,"  he  says.  "No  one  wants  their  works  to 
be  on  the  market  in  Japan,  because  everyone  will  think  they 
are  having  problems.  But  we  have  galleries  in  Paris  and  New 
York."  Sales  in  foreign  venues  help  protect  a  seller's  privacy 
at  home. 

The  second  source  for  art  is  banks,  which  became  repos- 
itories for  paintings  seized  as  collateral.  Here  the  impediment 


to  selling  has  less  to  do  with  saving  face  than  with  byzantins 
problems  of  ownership  and  tide. 

Starting  in  1987  Japanese  real  estate  prices  rocketed.  In 
Ginza,  tailors  who  owned  a  couple  of  shops  suddenly  founc 
themselves  worth,  on  paper,  tens  of  millions  of  dollars. 
Some  needed  political  favors,  for  which  art  became  a  meanj 
of  payment. 

New  millionaire  Mr.  X  wanted  a  zoning  variance,  let's  say 
The  politician  with  the  power  to  confer  it  could  not  b« 
bribed  in  cash,  since  that  would  be  illegal.  He  could,  howeven 
accept  a  gift.  So  Mr.  X  would  go  to  an  art  dealer  who  had  paic 
a  silly  price  for  a  painting  at  an  auction  in  New  York,  when 
his  main  competition  likely  had  been  other  Japanese  dealers 
Mr.  X  would  buy  the  painting  with  money  from  a  credi 
company  and  bestow  it  on  the  politician. 

The  key  to  such  schemes  was  that  the  art  dealer  wouk 
later  buy  the  painting  back  from  the  politician  for  a  pria 
that  would  cover  the  zoning  variance.  At  the  end  of  thes< 
dizzying  fun-house  rides  the  credit  companies  were  rakinj 
in  interest  by  the  fistful,  the  art  dealers  had  recorded  as 
tounding  profits  (which  they  shared  with  the  credit  compa 
nies  that  had  made  them  possible) 
.  F'U'St  they     the  politician  had  received  his  gift 
the  local  businessman  had  his  favoi 
and  the  painting  was  right  bad 
where  it  started:  a  commodity  wait 

  ing  to  run  through  the  mill  again. 

When  the  bubble  popped,  grea 
quantities  of  art  were  found  to  be  encumbered.  Debtor 
often  had  borrowed  money  from  several  different  sources  U 
buy,  or  had  used  the  art  as  collateral  for  loans  from  multipl 
lenders.  As  a  result,  ownership  was  complicated.  No  on< 
wanted  to  sell  these  assets  anyway,  since  to  sell  would  meai 
taking  responsibility  for  a  huge  writedown.  Moreover,  th 
people  with  the  greatest  say  over  the  art's  disposition — th 
bankers — had  bigger  worries:  Facing  billions  of  dollars  ii 
non-art-related  devaluations  and  losses,  they  weren't  troui 
bled  by  the  presence  of  a  few  Matisses  in  the  basement. 

This  explains  why  today  $1  billion  of  art  sits  collectin 
dust  while  would-be  acquirers  like  Wynn  grind  their  molar 
in  frustration.  Could  things  be  any  worse?  They  sometime 
are  for  people  who  succeed  in  buying.  Consider  the  case  of 
Japanese  insider — the  head  of  a  major  gallery  in  Tokyo— 
who  purchased  a  painting  he'd  been  coveting  for  years.  H 
barely  had  possession  of  it  when  he  started  getting  late-nigh 
calls.  It  would  be  unwise  for  him,  the  callers  said,  to  kee 
possession  of  the  art.  Perhaps  he  might  want  to  give  it  bad 
since  the  prior  owner  was  pining  for  it.  Who  made  thes 
calls?  Rumor  says  the  yakuza,  Japan's  mafia,  who  were  sym 
pathetic  to  the  defaulted  debtor.  "They  don't  just  cut  ol 
your  hand,"  says  a  source  familiar  with  the  yakuzas  meth 
ods.  "First  they  insure  it.  Then  they  take  you  to  a  factory  the 
makes  chain  saws."  In  the  end,  the  gallery  owner  returne< 
the  painting.  Steve  Wynn  doesn't  know  how  lucky  he  is.  I 
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They've 

Gotta 
Have  It 

Collecting  can  be  a  rewarding  and 
stimulating  pastime.  Or  it  can  be 
pathological.  |  by  victoria  murphy 

ON  THE  SURFACE  DENNIS  MASELLIS,  40,  LED  A 
rather  staid  life.  After  attending  Columbia  Uni- 
versity he  spent  a  decade  as  the  head  of  pay- 
roll in  the  Manhattan  office  for  Baker  & 
McKenzie,  a  venerable  Chicago  law  firm. 
But  secretly  Masellis  was  a  junkie.  The  substance  he 
abused:  Bakelite,  a  phenolic  resin  invented  in  1909  and 
often  used  as  an  electrical  insulator.  He  didn't  shoot  it  or 
snort  it.  He  collected  it — obsessively,  compulsively  and 
with  complete  disregard  for  his  financial  limitations. 

Masellis'  specialty  was  Bakelite  costume  jewelry,  in 
vogue  during  the  1930s  and  1940s.  The  higher-quality 
Bakelite  pieces  were  produced  in 
limited  numbers,  making  them  hot 
collectibles  today.  A  typical  multi- 
color bracelet  brings  as  much  as 
$4,000  at  auction.  Masellis  gathered 
4,000  Bakelite  pieces,  amassing  the 
largest  collection  in  the  world,  worth 
perhaps  $1  million. 

He  was  hard  to  miss.  You  could 
often  see  him  haunting  auction 
rooms  and  antique  fairs,  a  300- 
pound  nerd  with  a  slightly  mad  glint 
in  his  eye  and,  rumor  has  it,  a  funny-looking  hat  on  his 
head  with  a  sign  stuck  in  its  band  reading  "Quote  your 
top  price."  It  didn't  matter  to  him  that  some  dealers  ripped 
him  off.  He  came  back  for  more  anyway. 

Dennis  Masellis  is  behind  bars  in  an  upstate  New  York 
prison,  where  he  is  serving  a  three-to-nine-year  sentence. 
This  past  June  he  pleaded  guilty  to  stealing  $7  million  from 
Baker  &  McKenzie  by  creating  fictitious  employees,  then 
directing  their  salaries  to  his  personal  bank  account.  It  was 
all  done  to  feed  his  uncontrollable  Bakelite  habit. 


Mugging  for  the  camera:  Dennis  Masellis  is 
serving  a  three-to-nine-year  sentence  for  liking 
Bakelite  baubles,  bracelets  and  bangles  too  well. 


Masellis'  collection  is  being  grad 
ually  sold  off  through  the  Doyl 
New  York  auction  house.  So  fai 
prices  have  held  their  own,  eve 
though  the  one  guy  almost  certai 
to  lift  the  bidding  isn't  wearing  hi 
funny  hat  anymore. 
One  out  of  every  three  Americans  collects  something 
For  the  overwhelming  majority  of  them  collecting  is  a  sal 
isfying  outlet  for  an  array  of  useful,  even  creative  im 
pulses — a  search  for  beauty,  for  instance,  or  a  desire  to  pre 
serve  history.  Insofar  as  the  great  collectors  have  stocke 
most  of  the  world's  museums,  we  are  all  their  beneficiarie 
But  collecting  has  its  dark  side.  At  its  most  extrem- 
people  like  Masellis  will  do  just  about  anything  to  satisl 
a  hunger  that  can  gnaw  at  the  will  just  as  hard  as  an  ac 
diction  to  alcohol,  drugs  or  gambling. 


He  didn't  shoot  it  or  snort  it.  He  collected  it— ohsessiv 
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Dr.  Eric  Hollander,  expert  in  com- 
pulsive behavior  at  Mt.  Sinai  Hospital 
in  Manhattan,  says  a  collector's  phys- 
ical reaction  to  finding  an  object  is  the 
same  as  a  gambler's  placing  a  bet:  The 
heart  rate  and  blood  pressure  rise 
precipitously,  and  the  brain  releases 
the  feel-good  neurotransmitters,  sero- 
tonin and  norepinephrine. 

The  fix  doesn't  last.  "It's  short- 
lived and  it  disappears,  exactly  like  a 


J*  «  X 


Time  on  his  hands:  Francis  Vitale  Jr. 
(right)  spent  $12.5  million  on  150 
clocks.  The  money?  His  employer's. 


drug  high,"  says  Russell  Belk,  a 
professor  of  marketing  at  the  Uni- 
versity of  Utah  who  has  interviewed 
200  collectors.  And  when  that  hap- 
pens, the  collector's  auction  paddle 
starts  waving  wildly  once  again. 

Collecting  mania  ranges  from  the 
criminal  down  to  the  merely  fanatic, 
with  a  lot  of  room  in  the  middle  for 
very  eccentric  personalities.  For  some, 
ollecting  goes  from  hobby  to  holy  quest,  and  the  collector 
Dmes  to  feel  divinely  chosen  by  providence  to  amass  the 
bjects  he  seeks. 

Darryl  Pitt,  owner  of  a  small  production  firm  in  Man- 
attan,  collects  meteorites,  traveling  frequently  to  Africa 
nd  Asia  to  chase  rocks  that  have  fallen  from  the  sky.  For 
collector  like  Pitt  just  about  everything  is  providential.  "I 
:el  blessed,"  says  Pitt.  It  doesn't  take  much.  An  Argentin- 
in  Pitt  had  never  seen  before  showed  up  at  his  office  door 
ut  of  the  blue,  offering  to  sell  Pitt  a  rare  Eucrite  mete- 
rite  weighing  3  pounds.  Luck?  Are  you  kidding?  "I  don't 
now  how  he  found  me,"  says  Pitt  mysteriously.  "I  bow  to 
le  forces  of  serendipity."  He  paid  $12,500. 

The  therapeutic  community  has  just  the  fancy  lingo  for 
lis.  "Collectors  share  a  sense  of  specialness,  or  of  not  hav- 
lg  received  satisfying  love  or  attention,  or  of  having  been 
urt  or  unfairly  treated  in  infancy,"  says  Manhattan  psy- 


choanalyst Werner  Muensterberger. 

A  depressed  woman  referred  to  Muensterberger  re- 
called that  when  she  was  9  years  old,  she  pocketed  an  ash- 
tray belonging  to  the  father  whom  she  felt  had  abandoned 
her  by  divorcing  her  mother.  Today,  the  woman's  house  is 
filled  with  hundreds  of  antique  Chinese  and  Japanese  ce- 
ramic bowls.  Her  father,  an  incessant  smoker,  used  a  bowl 
as  an  ashtray.  "By  collecting  bowls,  she  reexpericenced  con- 
tact with  him,"  explains  Muensterberger.  For  collectors, 
he  says,  these  objects  have  "an  inherently  magical  func- 
tion." He  should  know:  He's  a  passionate  collector  of 
African  sculpture. 

There's  often  an  emotional  price  to  be  paid.  In 
his  200  interviews,  Belk  found  that  the  most  obses- 
sive collectors  had  one  overwhelming  trait  in  com- 
mon: loneliness.  "They  are  unable  to  feel  intimacy 
with  anything  but  the  objects,"  he  explains.  It  is  not 
surprising  when  a  marriage  comes  apart  over  a  col- 
lection, with  the  spouse  resenting  the  time  and 
money  diverted  to  it.  Still,  the  most  devoted 
collectors  remain  undeterred.  "They  cut 
themselves  off  from  other  sources  of  satisfac- 
tion for  the  sake  of  the  collection,"  says  Belk. 

How  weird  does  it  get?  Langley  and 
Homer  Collyer  came  from  a  well-to-do 
family  from  the  Hudson  Valley.  When  their 
parents  died,  the  two  brothers  gave  them- 
selves over  completely  to  the  only  activity  that  held 
any  meaning  for  them — accumulating  things.  In  the  20 
years  before  their  deaths  in  1947,  they  filled  their  Fifth  Av- 
enue brownstone  with  everything  from  old  newspapers  to 
an  ancient  car  frame  (it's  anyone's  guess  how  they  moved 
it  in  there). 

The  two  had  little  contact  with  the  outside  world — Lan- 
gley left  the  house  to  run  occasional  errands  and,  of  course, 
to  acquire  more  stuff.  When  the  two  were  found  dead — 
Homer  apparently  of  starvation,  Langley  from  a  booby  trap 
meant  to  snare  intruders — the  house  contained,  among 
many,  many  other  things,  15,000  medical  books,  10  grand 
pianos  and  that  chassis  from  a  Model  T  Ford. 

Like  recovering  junkies,  some  hopelessly  addicted  col- 
lectors have  no  choice  but  to  swear  off  their  habits  forever. 
Like  Dennis  Masellis,  Francis  Vitale  Jr.  looked  like  a  suc- 
cessful executive  with  a  serious  hobby.  He  was  an  executive 
at  Engelhard  Corp.,  and  he  collected  19th-century  Euro- 
pean clocks.  Between  1988  and  1996  he  spent  $12.5  million 
on  150  clocks,  all  paid  for  by  Engelhard  and  charged  off  as 
unspecified  "marketing  expenses."  He  made  full  restitu- 
tion to  the  company  and  drew  a  two-and-a-half-year  sen- 
tence in  a  Schuylkill,  Pa.  prison.  One  thing  he  swore  in  his 
letters  from  jail:  When  he  got  out,  he  would  never  look  at 
another  clock  again.  F 


lpulsively,  with  complete  disregard  for  his  financial  limitations. 
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Other  drivers  also  move  the  world's  markets. 
Truck  drivers,  for  example.  And  the  driving  force 
behind  the  world's  economy  is  not  just  rates  and 
ratios — it's  diesel  engines,  too. 

The  truth  is,  there  is  hardly  anything  that  turns 
up  on  your  table  (or  your  desk)  that  doesn't  some- 
where, sometime,  ride  behind  a  diesel-powered  rig. 


And  that's  the  same  around  the  world. 

One  reason  is  that  diesels  are,  by  nature, 
economical.  They  cost  less  to  run,  run  longer 
and  need  less  repair.  Another  reason  is  that 
today's  diesels  are  clean.  While  diesel-powere 
trucks  travel  more  than  428  billion  miles  a  ye; 
they're  responsible  for  just  2%  of  the  carbon 


loxide  in  the  air.  And  since  the  1980s,  there's 
1  a  70%  reduction  in  NOx  and  a  90%  cut  in 
iculates.  In  the  meantime,  fuel  consumption 
keeps  getting  better. 

What  does  Caterpillar  have  to  do  with  diesel 
nes?  We  make  them.  For  trucks,  boats,  loco- 
ives  and  our  own  machines  as  well.  And  for 


electric  generators  of  all  sizes  and  shapes.  In  fact, 
we're  the  largest  diesel-engine  maker  in  the  world. 

Central  bankers  move  financial  markets. 
Diesel-powered  trucks  move  the  goods. 


CATERPILLAR 


N  NOV.  15  CHRISTIE'S  PUT  UP  FOR  SALE  A  STUN- 
^J^W  ning  1953  oil  painting  by  Mark  Rothko  called 
I  "White,  Yellow,  Red  on  Yellow."  In  May  another 
I  Rothko— "Yellow  over  Purple"— had  set  a 
I  record  for  the  brooding  artist,  bringing  in  $14.3 
I      million  at  Sotheby's. 
Christie's  felt  sure  it  could  top  that,  and  revved  up  its  spin 
machine.  It  published  a  freestanding  catalog  devoted  solely 
to  the  Rothko  painting — a  bold  and  unusual  move  for  a  sin- 
gle painting.  But  its  most  audacious  gambit  of  all  was  inside 
the  catalog,  which  predicted  the  painting  would  fetch  be- 
tween $15  million  and  $20  million.  The  low  estimate  was 
enough  to  break  the  Rothko  record. 

This  was,  in  a  word  rarely  heard  behind  the  curved  crim- 
son storefront  windows  of  Christie's  new  Rockefeller  Center 
headquarters,  pure  chutzpah.  Christie's  was  clearly  counting 
heavily  on  its  clout  in  the  art  world,  which  remains  formida- 
ble despite  its  recent  agreement  with  Sotheby's  to  share  the 
burden  of  a  $512  million  settlement  of  civil  suits  arising  from 
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a  price-fixing  scandal. 

The  $60  million  sale  on  that  Wednesday  night  was  goirj 
extremely  well,  but  when  the  Rothko  came  up,  the  paddlt 
suddenly  vanished.  Bidding  stopped  at  $9  million,  and  au» 
tioneer  Christopher  Burge  couldn't  coax  out  anything  more, 
long  "Oooooooohh"  went  up  from  the  crowd  as  the  paintir 
was  "bought-in,"  meaning  taken  off  the  block  because  bid 
ding  hadn't  topped  the  minimum  set  by  the  owner.  "Frank! 
we  overestimated  its  market,"  a  sheepish  Burge  admitted  aft; 
the  sale.  "You  know  when  you  are  reaching  too  far." 

The  Rothko  fiasco  tells  you  a  lot  about  how  the  culture 
art  collecting  is  changing  dramatically  in  the  new  century.  Fin 
off,  people  resented  the  high  estimates — it  smacked  of  ol< 
fashioned  arm-twisting.  That  just  doesn't  go  down  the  way 
used  to. 

Then,  too,  the  lavish  catalog  had  somehow  failed  to  idel 
tifv  the  painting's  consignor,  who  turned  out  to  be  Dr.  Ma 
Straus,  a  wealthy  New  York  oncologist  and  collector.  This  w 
not  an  oversight.  The  record-breaking  Rothko  from  tl 


otheby's  sale  had  been  owned  by  the  prestigious  collector 
lorton  Neumann,  which  undoubtedly  enhanced  its  value. 
»r.  Straus'  name  would  not  have  helped  raise  his  painting's 
rice.  Quite  the  contrary,  its  failure  to  sell  triggered  a 
:hadenfreude  epidemic  throughout  the  art  world. 

In  the  end,  though,  there  was  no  way  Dr.  Straus  could 
Dpe  to  remain  in  the  shadows.  It  isn't  just  the  price-fixing 
isgrace,  which  shocked  both  Christie's  and  Sotheby's  when 
came  to  light.  Everything  about  this  secretive,  tight-knit  and 
lobby  corner  of  the  world  is  coming  out.  The  Information 
ge  has  run  smack  into  the  Innuendo  Industry,  and  the  In- 
•rmation  Age  has  won. 

In  this  case  Dr.  Straus  had  good  reason  to  keep  his  name 
nt  of  the  Rothko  sale.  A  fax  and  e-mail  tip  sheet  called  the 
aer  Faxt  had  broken  the  story  of  Dr.  Straus'  recent  resigna- 
on  from  the  board  of  the  Aldrich  Museum  of  Contempo- 
iry  Art  in  Ridgefield,  Conn.,  and  his  plans  to  open  his  own 
rivate  museum.  By  the  time  of  the  Rothko  sale  the  rumor 
lill  was  already  wondering  whether  the  Rothko  had  come 


from  Straus'  collection,  and  whether  Straus  had  insisted  on 
the  Rothko's  high  reserve  because  he  needed  money  to  build 
his  own  museum. 

"You  can't  fool  someone  as  easily  anymore  about  an  art- 
work," says  Joshua  Baer,  44,  who  started  the  Baer  Faxt  six 
years  ago.  "Sometimes  you  are  offered  a  painting  and  they  tell 
you  it's  never  been  on  the  market  before.  Then  you  see  on 
the  Internet  that  it  failed  to  sell  in  London  two  years  ago.  You 
have  that  kind  of  information  in  two  minutes  these  days." 

It's  the  art  world's  version  of  revenge  of  the  nerds.  "All  of 
my  collectors  say  things  like,  'I  looked  up  that  artist  on 
Artnet.com  and  their  record  is  such-and-such,'"  says  art  ad- 
viser Kim  M.  Heirston.  "It  used  to  be  that  I  would  send  artist 
catalogs  to  collectors  routinely  after  they  acquired  a  work. 
Now  I  find  that  they  got  the  catalog  even  before  I  could  make 
the  purchase.  I  am  being  beaten  to  the  punch." 

When  James  Christie  organized  his  first  auctions  almost 
250  years  ago  in  London's  tony  Pall  Mall,  attendance  was  by 
invitation  only  (see  box,  p.  184).  "It  was  a  gentlemen's  busi- 
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ness,  private  by  virtue  of  doing  business  in  a  particular  way 
for  many  hundreds  of  years,"  says  New  York  dealer  Linda 
Hyman,  a  former  Christie's  American  paintings  specialist. 

A  new  breed  of  collectors  is  filling  the  extra  seats  Christie's 
and  Sotheby's  are  adding — Christie's  recently  doubled  its  ca- 
pacity and  now  holds  1,000  people  in  its  main  salesroom. 
That's  no  accident.  Christie's,  Sotheby's  and  other  bastions  of 
the  traditional  art  establishment  have  been  trying  for  years  to 
attract  these  nouveau  buyers — young,  self-made  and  thor- 
oughly unimpressed  by  titled  pedigrees  and  plummy  accents. 

Now  that  the  establishment  has  succeeded  in  drawing  in 
newcomers,  however,  it's  not  exactly  sure  what  to  do  with 
them.  They're  still  a  bit  callow  and  more  savvy  than  sophisti- 


like  Warhol,  Rauschenberg  and  Johns.  For  another,  Scull 
made  a  fortune  on  works  he  had  bought  not  too  long  before. 
Johns'  "Double  White  Map"  sold  for  $240,000— doubling) 
the  record  for  a  living  American  artist.  Scull  had  bought  it  in 
the  Sixties  for  $10,000. 

There  were  TV  cameras  everywhere — the  art  auction  had 
become  a  media  event.  The  Taxi  Rank  &  File  Coalition) 
demonstrated  outside,  carrying  placards  reading  "Robbing 
Cabbies  is  His  Living,  Buying  Artists  is  His  Game."  Tha 
Christian  Science  Monitor  called  Scull  a  "modern  Medici." 
Rauschenberg  reportedly  slugged  the  new  Medici  for  profit- 
ing unfairly  from  the  artist's  labor.  New  York  magazine  ran  a| 
cover  story  with  the  headline  "Profit  without  Honor."  Thq 


cated,  but  they  gather  their  own  information  and  have  their 
own  notions  of  what  is  worthy.  "There  is  an  ongoing  debate 
about  which  is  the  bulk  of  our  business,"  says  Marc  Porter, 
international  business  director  at  Christie's,  "the  dedicated 
collector  or  the  client  who  wants  an  environment  enhanced 
by  a  variety  of  art  objects." 

Sotheby's  first  started  courting  the  Colonies  as  far  back  as 
1964,  when  it  bought  the  American  auction  house  Parke  Ber- 
net.  Peter  Wilson,  Sotheby's  suave,  Eton-educated  chairman, 
expanded  Parke  Bernet's  novel  practice  of  opening  its  gal- 
leries for  presale  exhibits.  For  the  matrons  of  New  York's 
Madison  Avenue,  Saturday  afternoon  at  the  auction  house 
replaced  the  Broadway  matinee.  Before  long,  catalogs — pre- 
viously just  lists  of  items  to  be  sold — began  carrying  new  in- 
formation: condition,  provenance,  even  price  estimates. 

On  Oct.  18,  1973  Sotheby's  auctioned  off  taxi  magnate 
Robert  Scull's  pop  art  collection  for  the  then-stunning  sum 
of  $2.2  million,  and  the  public  really  perked  up.  For  one 
thing,  the  sale  was  unusual  in  that  it  included  living  artists 


glitzy  modern  auction  was  born. 

The  ultimate  extension  of  this  new  focus  on  "retail  mar 
keting,"  as  it  was  called,  came  in  1996,  when  Sotheby's  orga 
nized  its  $32  million  sale  of  property  from  the  estate  a 
Jacqueline  Kennedy  Onassis.  The  massive  publicity  overshad 
owed  the  sale's  mediocre  art  and  shabby  souvenirs.  Onasst 
had  left  her  most  valuable  possessions  to  her  children,  leavin 
$772,500  golf  clubs  to  the  likes  of  Arnold  Schwarzeneggei 
Sotheby's  was  lucky  if  it  broke  even  on  the  sale. 

Not  to  be  outdone,  Christie's  matched  Sotheby's  with  it 
lavish  treatment  of  the  modern-art  collection  of  Victor  an- 
Sally  Ganz  in  the  fall  of  1997.  Celebrities  were  flown  to  Ne\ 
York  for  exclusive  parties  held  at  the  Ganz's  Upper  East  Sid 
apartment. 

The  Ganz  collection  brought  an  astounding  $206.5  mil 
lion  total,  a  record  for  a  single-owner  collection.  Thanks  t 
Ganz,  Christie's  maintained  a  slight  lead  over  Sotheby's  i 
total  sales,  bringing  in  just  over  $2  billion  for  1997.  But  aj 
that  extravagant  marketing  left  Christie's  and  Sotheby's  wit 
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profits  of  a  mere  $66  million  and  $76  million,  respectively. 

Perhaps  it's  no  surprise  that  even  while  they  were  pub- 
licly bashing  each  other  with  heavy  coffee  table  books, 
Christie's  and  Sotheby's  were  colluding  to  fix  commission 
rates  and  fleece  their  new  retail  customers.  All  that  compe- 
tition to  land  the  great  collections  had  simply  gotten  too 
expensive. 

For  all  their  imperious  courting  of  the  masses,  both  com- 
panies have  always  derived  most  of  their  income  from  a  small 
inner  circle  of  serious  collectors,  and  they  have  behaved  ac- 
cordingly. Even  while  they  were  agreeing  on  a  new,  higher 
commission  rate,  the  two  auction  houses  were  sharing  the 
names  of  200  top  collectors  who  would  be  exempt  from  it. 

But  this  system  of  winks  and  privilege  was  bound  to  col- 
lapse under  the  weight  of  the  mass-market  art  culture  the 
houses  helped  spawn. 

Herbert  Black,  president  of  Montreal-based  American 
Iron  &  Metal  Co.,  was  one  of  the  beneficiaries  of  the  old,  pre- 
collusion  system.  Like  other  top  collectors  he  had  been  able  to 
avoid  sellers'  fees  by  playing  one  house  against  the  other  in  ne- 
gotiations. That  ended  once  price-fixing  began  and  Black  sud- 

"You  can't  fool  someone  as 
easily.  You  see  in  two  minutes 
that  a  painting  failed  to  sell.' 

denly  was  on  the  outside  among  the  huddled  masses  looking 
in.  He  was  the  lead  plaintiff  in  the  class  action.  "Collectors  in 
all  walks  of  life  were  being  taken  advantage  of  by  two  major- 
league  auction  houses,  with  virtually  no  recourse,"  he  says.  "It 
affected  smaller  collectors  more  than  larger  collectors,  like  my- 
self. Now  I  feel  justice  has  been  served." 

Christie's  and  Sotheby's  have  a  lot  more  than  justice  to 
worry  about.  They've  got  people  like  Julie  Rosefsky,  a  30-year- 
old  lawyer  who  attends  all  the  Museum  of  Modern  Art  young 
collector  events.  She  goes  on  the  gallery  tours.  She  consumes 
information  on  the  Web.  "Maybe  there's  an  Old  World  charm 
when  you  walk  into  Christie's,  but  the  Net  is  going  to  open 
doors  to  a  lot  more  buyers,"  she  says.  "What's  great  about  the 
Internet  is  you  get  a  lot  of  information  in  your  own  home, 
without  being  made  to  feel  like  you  are  asking  embarrassing 
questions.  It  breaks  down  the  aura  of  intimidation." 

Rosefsky  recently  made  one  of  her  first  purchases — a  black- 
and-white  photograph  by  Mario  Giacomelli  that  she  bought 
for  $1,700.  But  she  didn't  buy  it  at  Christie's,  she  bought  it  at 
Artnet.com,  an  all-purpose  site  with  gallery  listings  from  1 ,000 
dealers,  its  own  database  and  online  auctions.  "When  you  walk 
into  an  auction  house,  just  to  register  to  bid,  you  have  to  show 
your  financial  status,"  she  says.  "But  to  bid  online  all  you  need 
is  your  American  Express  card."  Rosefsky  isn't  going  to  change 
her  mind  about  this,  and  as  Christie's  and  Sotheby's  know  full 
well,  her  credit  limit  is  only  going  to  go  up.  F 


the  highest  bidder. 


Auction  houses  became  the  chic  establish- 
ments they  are  today  thanks  to  a  charming 
striver  named  Christie.  |  by  monte  burke 

JAMES  CHRISTIE,  IT  WAS  SAID,  COULD  SELL  FO< 
to  a  Londoner — a  useful  skill  for  the  man  whos 
name  has  since  become  synonymous  with  th 
business  of  furnishing  the  well-heeled  life.  Partio 
ularly  since  Christie's  father  made  his  meager  living  beal 
ing  out  the  mattresses  of  the  rich.  In  his  own  way,  Jame 
Christie  was  the  original  wannabe  in  a  wannabe  businesi 
It  didn't  take  long  for  Christie,  born  in  1730,  t 
move  up  in  class.  Christie  held  his  first  auction  in  176« 
some  22  years  after  an  English  bookseller  name 
Samuel  Baker  auctioned  off  the  457  books  that  had  pre 
viously  belonged  to  Sir  John  Stanley,  founding  what  vt 
know  today  as  Sotheby's.  Though  successful,  Sotheby 
would  remain  in  the  shadow  cast  by  Christie's  unt 
Sotheby's  entered  the  fine  art  trade  in  1917,  when  th 
modern-day  rivalry  was  born. 

Christie  soon  became  the  most  celebrated  auction 
eer  in  England.  He  was  articulate,  witty,  elegant  an 
handsome,  and  moved  effortlessly  among  London 
elite.  In  1778  his  friend  Thomas  Gainsborough  painte 
his  portrait,  cementing  Christie's  place  at  the  top  of  tf. 
social  pecking  order. 

Invitations  to  Christie's  private  auctions  in  Dalton 
Print  Rooms  in  fashionable  Pall  Mall  were  highly  co* 
eted.  Christie  sold  to  the  likes  of  King  George  III,  wb 
bought  ivory  chairs  that  are  still  in  the  Royal  Collectioi 
But  the  bulk  of  the  business  that  made  James  Christ 
immensely  rich  came  from  the  businessmen  who  wei 
amassing  the  wealth  thrown  off  by  the  Industrial  Revo 
lution.  At  sales  of  collections  from  grandees  like  Frede 
ick,  Prince  of  Wales,  and  Princess  Amelia,  the  bou: 
geoisie  bought  the  oil  paintings,  bronze  sculptures  an 
decorative  masterpieces  that  transformed  them  inl 
faux  aristocrats. 
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You  rely  on  Forbes.com  to  help  you  create  and  manage  your  wealth. 
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Our  discriminating  editors  search  the  world 
for  the  very  best  in  luxury  vehicles, 
collecting,  real  estate  and  more. 
Enioy! 


brbes 


■■■com 

Collecting    Real  Estate  Vehicles 


COLLECTOR  S      G   U   1  D  E 


Net  Scrapes 

Buying  art  online  is  easy,  fun— and  wide  open  to  potential 
fraud.  Don't  get  fleeced.  |  by  Barbara  pollack 

HOW  SHOULD  COLLECTORS 
approach  the  millions  of 
artworks  offered  daily  for 
sale  online?  Very,  very  care- 
fully. Hundreds  of  sites  now  pander 
to  collectors,  and  Internet  purchases 
of  art,  antiques  and  collectibles  are 
predicted  to  hit  $450  million  in  2001. 

As  you'd  expect,  increased  activ- 
ity brings  greater  opportunity  for 
fraud.  Since  1997  the  number  of  In- 
ternet-related auction  complaints  filed 
with  the  Federal  Trade  Commission 
has  jumped  from  107  to  more  than 
10,000.  How  can  you  protect  yourself 
from  getting  a  good  old-fashioned 
fleecing?  A  few  tips: 

Look  before  you  bid.  Kenneth 
Dreifach,  an  assistant  attorney  gen- 
eral of  New  York,  prosecuted  a  dealer  in  May  for  selling  fakes 
on  Ebay.  What  tipped  him  off?  "We  found  that  a  painting 
purported  to  be  by  Oscar  Kokoshka  was  signed  'Diane  Kurz' 
on  the  back."  Even  if  you  can't  physically  inspect  a  painting, 
make  sure  there's  a  detailed  description  supported  by  several 
photographs.  Ask  if  there  are  labels  on  the  back.  The  seller 
should  be  willing  to  fax  a  copy  of  them  or  e-mail  a  JPEG  file. 
Confirm  that  information  is  given  correctly — the  artist's 
name,  for  example,  the  date  of  the  artwork  or  its  medium.  If 
there's  a  signature,  insist  it  be  checked  by  ultraviolet  light,  to 
make  sure  it  was  applied  at  the  same  time  the  painting  was 
painted. 

Do  your  homework.  Check  the  market  value  of  the  work 
you're  considering  buying.  The  Internet  itself  is  a  good  place 
to  start.  Onview.com,  for  example,  which  represents  some 
325  galleries,  gives  current  retail  prices.  And  auction  database 
Artnet.com  provides  access  (for  an  annual  subscription  price 
of  $30  and  up)  to  2  million  auction  results  from  more  than 
500  auction  houses  worldwide,  dating  back  to  1989.  Collec- 
tors also  can  consult  Christie's  Lot  Finder  or  Sothebys.com, 
whose  database  contains  the  results  of  recent  sales. 

Get  a  second  opinion.  Eppraisals.com  links  collectors  to  a 
network  of  800  appraisers  nationwide.  It  also  offers  a  $20  ser- 
vice, called  Second  Opinion,  which  allows  consumers  to  sub- 
mit for  evaluation  the  URL  of  any  item  they  are  considering. 
While  it's  impossible  to  authenticate  a  work  100%  by  using 
digital  photographs,  outright  fraud  usually  is  discernible.  Ap- 
praisers also  can  be  contacted  at  www.appraisers.org,  the 
American  Society  of  Appraisers'  home  page,  or  via  such  com- 
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mercial  sites  as  AntiqueAppraisal.net  o 
Appraisal  Resource  Associates  a 
www.jewelryjudge.com/appraisal. 

Grill  the  seller.  Check  out  "feed 
back" — the  comment  section  of  mos 
auction  sites,  where  consumers  rati 
their  satisfaction  with  the  seller.  Yoi 
can  also  check  the  Web  sites  of  the  FT( 
and  Better  Business  Bureau,  which  loj 
complaints,  and  Auctionwatch.com 
which  flags  "problem"  auction  sites 
Secure  sites  typically  provide  the  con 
signor's  name,  e-mail  address  am 
telephone  number.  Moreover,  they  en 
courage  direct  contact  between  buyer 
and  sellers.  An  upscale  retail  site  sucl 
as  Circline.com  will  even  arrange  pre 
sale  meetings  between  the  client  am 
the  consignor. 

Negotiate,  negotiate,  negotiate.  Effii 
ciency,  quick  transactions,  instantai 
neous  decisions — all  of  these  are  sell 
ing  points  for  buying  art  online.  Bu 
buyers,  in  their  rush,  can  forget  to  as) 
important  questions.  "Most  of  thi 
problems  that  arise  after  purchase  are  the  result  of  miscom 
munication,"  says  Fred  L.  Giampietro,  chief  executive  0 
Ehammer.com,  a  smaller  auction  site.  Shipping,  for  exampli 
has  become  the  number  one  problem  for  online  buyers.  Whi 
pays  the  freight?  Who  covers  insurance?  Settle  these  mattei 
before  bidding.  Commissions,  too,  usually  are  negotiabli 
Web  sites  typically  charge  buyers'  commissions  from  5%  t 
10%,  but  savvy  shoppers  know  that  sellers  often  will  agree  t 
absorb  some  or  all  of  that  charge  to  close  a  deal. 

Never  pay  cash.  The  FTC  and  the  New  York  Attorney  Ger 
eral's  office  both  advise  buyers  to  avoid  cash  transactions. " 
is  always  better  to  pay  by  credit  card,"  says  Dreifach.  Thi 
way,  you  have  protection  against  loss  or  damage  and  frs 
quently  can  get  your  money  back.  What  if  a  seller  accep1 
credit  cards  but  can't  guarantee  the  security  of  transaction 
consummated  via  e-mail?  Use  the  phone  to  give  your  billir 
information.  Online  escrow  accounts,  which  provide  buye: 
an  added  level  of  protection,  are  now  widely  availab 
through  such  companies  as  I-Escrow.com,  TradeSafe  an 
PayPal.  Typical  fee:  2%  to  4%  of  purchase. 

Use  your  head.  Anything  that  seems  too  good  to  be  tn 
probably  is.  Thousands  of  collectors  surf  the  Internet  hopir 
to  find  an  undiscovered  masterpiece — an  abstract  paintir 
that  really  could  turn  out  to  be  a  derelict  Diebenkorn, 
homey  print  that  might  be  Grandma  Moses.  The  odds  of  hi 
ting  pay  dirt?  Poor,  indeed.  In  the  current  red-hot  mark 
it's  unlikely  even  the  rubiest  rube  would  part  with  anythii 
for  less  than  its  appraised  value.  Nobody's  giving  anythir 
away — least  of  all  anybody  on  the  Internet. 


SPECIAL. ADVERTISING  SECTION 

What  makes  a  great  city  for  business? 

A  diversified  economy? 

Affordable  housing? 
An  outstanding  quality  of  life? 
N  Decent  schools? 

7  Safe  neighborhoods? 

1  i  Great  golf? 

4  ,  A  capable  workforce? 

Progressive  leadership? 
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ed  Chicago  ahead  of  Boston  to  become 
the  nation's  fourth-largest  center  of 
technology. 

Because  its  economy  is  so  strong 
across  so  many  industries,  however, 
Chicago's  economic  fortunes  will  not 
mirror  the  fluctuations  in  the  Nasdaq 
like  some  technology-dependent  regions, 
nor  will  its  growth  rely  on  the  unsus- 
tainable hunger  for  product  innovation. 


high  tech,  tourism,  finance 
or  manufacturing.  We  have  everything  here. 
That's  why  we'll  do  well  in  the  New  Economy." 
—  Richard  M.  Daley,  Mayor,  City  of  Chicago 


Instead,  with  half  of  the  nation's  goods 
and  services  produced  within  a  day's 
drive,  the  application  of  technology  to 
bring  existing  companies  into  the  New 
Economy  will  fuel  the  region's  growth  — 
independent  of  the  ups  and  downs  of 
tech  stock  prices. 

The  City  That  Never  Stands  Still 

From  a  business  standpoint,  Chicago  is 
a  city  where  anything  can 
happen,  and  almost  everything 
does.  Throughout  its  163-year 
history,  Chicago  has  continually 
remade  itself  to  meet  the  com- 
petition. Younger  than  other 
midwestern  cities  by  several 
decades,  Chicago  became  the 


"All  of  these,"  says  Chicago  Mayor 
Richard  M.  Daley,  who  is  piloting  the 
transformation  of  his  beloved  Chicago 
from  a  graying,  post-industrial  city  in 
decline  to  a  dynamic,  forward-looking 
metropolis  that's  poised  for  growth  in 
the  cool,  new,  urban-centered,  global 
economy. 

While  many  other  cities  in  America 
hang  their  hats  on  two  or  three  major 
industries,  the  Chicago  region  has  a 
dozen  separate  economic  sectors  boast- 
ing six-figure  workforces  and  multibillion- 
dollar  payrolls.  Never  a  city  to  rest  on  its 
laurels,  Chicago  recently  charged  to  the 
front  of  the  high-tech  parade  by  mobiliz- 
ing a  broad  partnership  of  government, 
academe  and  industry  behind  a  series 
of  initiatives  to  turn  the  city  into  the  most 
wired,  tech-friendly  place  in  America.  Col- 
lectively, the  city  and  state  have  gener- 
ated billions  in  new  investments,  bred  a 
host  of  startup  companies  and  catapult- 
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OLD  WORLD  EXPLORERS  ASKED, 
"WHAT  CAN  I  DISCOVER?" 

TODAY'S  EXPLORER  MUST  ASK, 
"WHAT  CAN  I  DISCOVER 
BETWEEN  4:30  AND  6:00?" 


You've  got  an  hour;  maybe 
two.  to  find  something  novel. 
Fortunately,  at  Hyatt,  the  local 
pulse  is  always  at  your  fingertips, 
making  a  richer,  more  vivid 
experience  inevitable.  Someday 
you'll  have  more  time  to  explore. 
Until  then,  choose  a  place  that 
does  some  of  the  work  for  you. 

For  reservations,  call  Hyatt 
or  your  travel  planner 


All  things  being  equal,  there's  more.  /  800  233  1234  or  www.hyatt.com 

Fed  the  Hyatt  Touch'* 

Jtels  and  Resorts®  encompasses  hotels  and  resorts  managed,  franchised,  or  leased  by  two  separate  groups  of  companies  -  Hyatt  Corporation  and  its  affiliates  and  affiliates  of  Hyatt  International  Corporation  ©  2000  Hyatt  Corp 


V  E  RTISE  M  E  I 


NT  4 

BBBiP1'  —  

initiatives  like  Illinois  First  and  Ventt/reTECH 


!!-;  V*\\\\ 

%\  w*  f*  s*  fi 

U  <■ si  ■ 
Mlllll.. 
■■  ss  si  '•fin, 

«»----  tat. 


provide  Illinois  companies  with  a  solid  foundation 


to  compete  in  the  New  Economy  and  create 


ore  opportunities  for  prosperity." 


George  Ryan,  Governor,  State  of  Illinois 


nation's  railroad  nexus  while 
Mississippi  paddleboats  drifted 
into  obscurity.  From  the  ashes 
of  the  Great  Chicago  Fire  rose 
the  modern  skyscraper.  From 
the  nation's  slaughterhouses 
came  the  retailing  innovator,  the 
commodities  capital  and  the 
nation's  leading  business  and 
financial  center  west  of  New 
York.  An  industrial  powerhouse 
for  much  of  the  last  century, 
Chicago  remains  a  global 
engine  of  distribution  and  ware- 
housing as  its  airports,  high- 
ways and  rail  yards  put  the  city 
directly  in  the  path  of  much  of 
the  nation's  cross-country  cargo. 

Beyond  all  this,  Chicago  offers 
something  less  tangible  yet 
vitally  important  to  the  busi- 
ness executive  seeking  to 
locate,  expand  or  invest.  Chica- 
go has  a  fabulous  quality  of  life 
that's  well  within  the  financial 
reach  of  middle  managers  and 
mailroom  clerks,  while  also  capable  of 
meeting  the  exacting  demands  of  the 
most  pampered  corporate  potentates. 

With  median  housing  prices  among 
the  lowest  in  the  nation's  largest  cities, 
a  relatively  modest  tax  burden  and 
thousands  of  new  housing  units  in  the 
downtown  area  drawing  empty-nesters, 


yuppies  and  even  families,  Chicago  is 


The  site  of  Chicago's  first  outpost,  Ft.  Dearborn 
serves  as  the  gateway  to  the  "Magnificent  Mile." 


able  to  attract,  retain  and  nurture  the 
workforce  required  to  help  it  continue 
to  expand. 

Today,  a  city  once  defined  by  insular, 
ethnic,  working-class  neighborhoods 
has  emerged  as  a  model  of  govern- 
ment innovation  and  education  reform, 
a  world-class  tourist  destination  with 
urban  America's  most  active  and  acces- 


sible waterfront,  first-rate  cul- 
tural attractions  and  some  of 
the  finest  music  and  enter- 
tainment to  be  found  any- 
where. Unstoppable  and  ever 
changing,  Chicago  forges  ahead 
into  the  new  millennium  with 
boundless  promise  and  a  pal- 
pable sense  of  vitality.  As  one 
British  executive  told  his  host 
during  a  recent  visit,  "This  city 
just  looks  great  and  feels 
great." 


More  New  Jobs  Than  New 
York  and  LA.  Combined 

After  a  decade  of  steady  job 
growth,  the  Chicago  area  today 
boasts  a  record  4.2  million  pri- 
vate-sector jobs.  According  to 
the  U.S.  Bureau  of  Labor  Sta- 
tistics, four  times  as  many 
new  positions  were  created  in 
Chicago  since  1990  than  in 
New  York  and  Los  Angeles 
combined,  with  technology, 
transportation,  retail  and  busi- 
ness services  leading  the 
charge.  More  top-500  corpo- 
rations have  a  Chicago-area 
address  than  any  city  except 
New  York.  Local  firms  include 
USG,  Bank  One,  United  Air- 
lines, Wards,  Aon,  Borg-Warner,  State 
Farm,  Sears  Roebuck,  Motorola,  All- 
state, Sara  Lee,  Walgreens  and  others. 
Virtually  every  major  American  corpora- 
tion has  a  presence  here. 

As  the  third-largest  labor  pool  in  the 
country,  the  Chicago-area  job  market's 
greatest  strength  is  its  diversity.  More 
than  a  dozen  local  employment  sectors 
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When  I  look  at 
Chicago's  skyline, 
see  Mr.  Gouletas' 
mprint  across  the  city." 

hese  words,  spoken  upon 
holas  S.  Gouletas'  induction  into 
:ago's  Real  Estate  Hall  of  Fame, 
ry  sentiments  shared  by  many 

0  credit  AMERICAN  INVSCO 
h  the  concept  of  converting 
tal  properties  into  condominiums, 
un  by  the  Gouletas  family  in  1969, 
:ERICAN  INVSCO  has  since 
igated  the  development  of  more 
n  30,000  condominiums  in  more 
n  40  markets  throughout  the 
ted  States,  with  total  property 
aes  in  excess  of  $4  billion, 
eadquartered  in  Chicago, 
ERICAN  INVSCO  has  a  history  of 
aiding  quality  city  dwellings  that 
cagoans  have  been  proud  to  call 
ne.  From  immaculate  lakefront 
Derties  along  the  pristine  Gold  Coast 
idustrial  chic  lofts  in  the  South  and 
it  Loop,  AMERICAN  INVSCO  has 
late  converted  more  than  11,000 
les  throughout  Chicagoland. 
MERICAN  INVSCO  recently 
lounced  the  purchase  and 
version  of  The  New  York,  located  on 

acres  of  prime  lakefront  property, 
h  sales  topping  $60  million  in  just 
•r  one  month,  The  New  York  is 
ady  proving  to  be  the  most  exciting 
version  North  Lake  Shore  Drive  has 

1  in  over  a  decade. 

MERICAN  INVSCO  continues  its 
ansion  into  the  new  construction 
'ket  by  bringing  Millennium  Centre 


to  the  heart  of  Chicago.  This  luxury 
skyscraper  has  quickly  established 
itself  as  the  fastest  selling  property 
in  AMERICAN  INVSCO  history.  After 
a  one-night  event,  an  astonishing  303 
homes  were  sold  at  a  value  of  $122 
million,  perhaps  defining  Millennium 
Centre  as  the  most  anticipated 
residential  highrise  in  Chicago  real 
estate  history. 

In  February,  2000,  AMERICAN 
INVSCO  purchased  the  entire  portfolio 
of  loft  buildings  from  the  West  Loop's 
then  largest  residential  landlord  for 
a  price  in  excess  of  $70  million.  The 
seven  buildings,  collectively  known 
as  Loftominium  World,  are  currently 
60%  sold,  with  sales  revenues 
approaching  $60  million.  With  its 
ability  to  accommodate  virtually  every 
loft  buyer  in  the  city  of  Chicago, 
Loftominium  World  has  defined 
AMERICAN  INVSCO  as  the  ultimate 
resource  for  loft  living  in  Chicago. 


On  a  national  and  international 
level  AMERICAN  INVSCO  continues 
to  seek  out  opportunities  both  for 
transforming  existing  properties  into 
refined  living  spaces,  and  for  developing 
new  construction.  AMERICAN 
INVSCO's  New  Construction  division 
prides  itself  on  creating  properties 
which  combine  superior  value  with 


After  a  one-night  event, 
an  astonishing  303  homes 
were  sold  at  a  value 
of  $122  million 


exceptional  design.  Current  sites  of 
new  development  include  Chicago, 
Atlanta,  Florida,  and  Argentina. 

The  same  enterprising  drive  with 
which  the  Gouletas  family  founded 
AMERICAN  INVSCO  can  today  be 
found  in  Nicholas  S.  Gouletas'  sons 
—  Steven  E.  Gouletas,  President  of  New 
Construction  and  Nicholas  V.  Gouletas, 
President  of  Sales  and  Field 
Operations.  Collectively,  these  two 
possess  a  successful  mix  of  business  and 
sales  savvy  that  allows  AMERICAN 
INVSCO  developments  to  flourish 
throughout  the  country.  From  Steven's 
keen  analytical  approach  to  mapping 
areas  ripe  for  new  development, 
to  Nick's  masterful  management 
of  condominium  marketing,  the 
Gouletas  brothers  are  poised  to  carry 
AMERICAN  INVSCO  to  an  even 
higher  level  of  stature  within  the  real 
estate  industry.  ■ 
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boast  at  least  100,000 
workers. 

"People  are  always  stunned 
by  how  large  and  how  diverse 
we  are.  There  is  no  other  city 
remotely  as  diversified  as 
Chicago,"  says  John  Gates, 
chief  executive  officer  of  Centerpoint 
Properties  Trust,  the  area's  largest  indus- 
trial property  owner  and  developer. 

Centerpoint's  largest  city  project 
reflects  the  dynamism  of  the  region. 
Through  a  public-private  partnership 
with  the  city  and  Ford  Motor  Company, 
Centerpoint  is  developing  the  first  auto- 
motive supplier  manufacturing  campus 
in  North  America  on  a  former  brownfield 
near  Ford's  Taurus  and  Mercury  assem- 
bly plant  on  the  city's  Southeast  Side. 
Projected  to  create  more  than  1,000 
new  jobs,  the  $400  million  facility  is  the 
largest  economic  development  project 
to  occur  in  Chicago  in  more  than  two 
decades. 

By  integrating  logistics,  inventories, 
supplier  manufacturing  operations  and 
sequencing  of  manufacturing  sched- 
ules, the  campus  will  help  Ford  respond 
more  efficiently  to  changes  in  customer 
demand,  says  Jim  Padilla,  Ford's  vice 
president  of  global  manufacturing. 
"This  project  is  an  evolution  in  auto- 
motive manufacturing  and  a  way  to 
address  competing  trends  toward  glob- 
alization and  demands  for  local  flexibil- 
ity to  meet  customer  needs,"  Padilla 
comments. 
Economic  diversity 


The  Chicago 
"L"  system  includes 
nearly  300  miles 
of  track  and  141 
stations,  including 
service  to  both 
of  the  city's  major 
airports. 


has  other  important 
benefits.  "We're  not 
subject  to  econom- 
ic fluctuations  the 


American  Invsco 
purchase  the 
world's  tallest 
brick  structure, 
the  New  York? 
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"Chicago  is  transforming  technology's  promise 
into  tomorrow's  industry.  Chicago  is  always  on, 
always  connected  and  always  in  control." 
—  Warren  Holtsberg, 

Corporate  Vice  President,  Motorola  Ventures 


way  other  cities  are,"  says  Norm  Bobins, 
president  and  chief  executive  officer  of 
LaSalle  Bank,  one  of  the  Midwest's 
largest  banks  with  more  than  $48  bil- 
lion in  assets.  Citing  Detroit's  close  ties 
to  the  auto  industry,  Seattle's  overde- 
pendence  on  Boeing  in  the  pre- 
Microsoft  era  and  even  Silicon  Valley's 
one-dimensional  high-tech  economy,  he 
adds  that  the  Chicago  area  can  weath- 
er recessions  far  better  than  most 
regions.  He  dismisses  short-term  job- 
growth  comparisons  that  show  slower 
gains  here  in  recent  years  compared 
with  other  cities,  emphasizing  strong 
and  steady  growth  throughout  the 
decade,  and  noting  that  the  city's  unem- 
ployment rate  is  lower  than  that  of  the 
nation's  two  largest  cities. 

"In  30  years  of  banking.  I've  never 
seen  an  economy  as  vibrant  as  this 


one.  We  have  every  kind  of  business 
imaginable  in  this  city.  Any  businesses 
we  lose  are  quickly  replaced  by  new  and 
better  ones,"  Bobins  notes,  disputing 
the  assertion  that  acquisition  of  local 
companies  by  nonlocal  corporations 
necessarily  signals  decline.  LaSalle 
Bank,  for  example,  was  acquired  by 
Netherlands-based  ABN-AMRO  in  1979, 
and  its  Chicago  workforce  swelled  from 
about  1,200  to  15,000  employees.  In 
the  process,  the  company  also  gained 
expertise  in  several  key  new  areas  that 
makes  it  more  competitive  in  the  cur- 
rent marketplace. 

Suggesting  that  consolidation  is 
often  the  best  way  for  companies  to 
survive  in  a  global  economy,  Bobins 
says  ABN-AMRO's  global  banking  net- 
work has  enabled  LaSalle's  commercial 
customers  to  conduct  international 


CHICAGO  JOBS. 
CHICAGO  PEOPLE. 

From  customer  service 
representatives  to  computer 
technicians,  we've  helped 
thousands  of  employers 
match  their  job  needs  with 
qualified  Chicagoans. 

The  Mayor's  Office 
of  Workforce  Development 

We  can  help  your  business. 
(312)  746-7777 


banking  transactions  with 
much  greater  ease  and  effi- 
ciency. 

Enhanced  competitiveness 
also  is  the  motivation  behind 
the  October  merger  of  Chica- 
go power  company  Common- 
wealth Edison  and  Pennsylvania-based 
PECO  energy  company.  Now  called 
Exelon  Corp.  and  headquartered  in 
Chicago,  the  newly  formed  utility  holding 
company  has  more  than  5  million  cus- 
tomers and  annual  revenues  of  $12  bil- 
lion. According  to  Co-Chief  Executive  Offi- 
cers Corbin  A.  McNeill,  Jr.,  and  John  W. 
Rowe,  the  utility  is  well-positioned  to 
expand  throughout  the  Midwest  and  mid- 
Atlantic.  "Exelon  will  be  the  start  of 
something  special,  a  new  breed  of  utili- 
ty services  company,  tailor-made  for 
today's  competitive  power  environ- 
ment. We're  already  delivering  value  to 
our  shareholders,"  they  said  in  a  joint 
statement. 


Investment  Community  Has  Global 
Outlook,  Local  Flavor 

Like  LaSalle  Bank,  Van  Kampen  Invest- 
ments, a  Chicago-based  financial  ser- 
vices company  that  dates  back  to  1927 
and  boasts  more  than  $100  billion  in 
assets,  has  undergone  a  strategic 
merger  recently  that  has  strengthened 
its  ability  to  compete  in  the  interna- 
tional financial  environment.  The  com- 
pany merged  with  Morgan  Stanley  Dean 
Witter  in  1996,  and  while  the  new  firm 
has  more  of  a  global  outlook  than 
before,  President  and  Chief  Executive 
Officer  Richard  F.  Powers  III  insists  that 
the  company  remains  firmly  anchored 
in  Chicago. 
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THE  MAYOR'S 
OFFICE  OF 
WORKFORCE 
DEVELOPMENT 

Your  source  for 

workforce 

solutions 


TOY 

MANUFACTURER 
GETTING 
PUMMELED  BY 
THE  HIGH  COST 

OF  MAKING 
ACTION  FIGURES. 


FOR  EVERY  BUSINESS  PROBLEM  THERE  ARE  PEOPLE 
WITH  SOLUTIONS.  THIS  IS  HOW  TO  FIND  THEM. 

ewhere  on  this  earth  there  walks  your  corporate  soul  mate.  But  how  do  you  find  each  other?  Your  chances  are  better  if 
do  business  with  a  bank  that  specializes  in  making  international  connections.  A  bank  that  is  part  of  ABN  AMBO,  one 
e  world's  largest  financial  institutions  with  3,500  locations  in  74  countries.  A  bank  with  expertise  in  foreign  exchange 
ces,  export  transactions,  financing  for  overseas  buyers,  and  multi-source  funding.  It's 
<ing  what  needs  to  happen  and  how  to  make  it  happen  so  that  you  and  opportunity 
hake  hands.  Or  whatever  the  custom  may  be.  Please  call  Larry  Bichman  at  312-904-8034. 


LaSalle 


The  Bank  That  Works 


Member  of  the  ABN  AMRO  Group 


ille  Bank  n.a 


"Van  Kampen  has  a  long, 
rich  history  in  the  Chicago 
area,"  he  says.  "We're  com- 
mitted to  supporting  Chicago's 
true  wealth  —  its  people  —  by 
giving  back  to  this  vibrant  com- 
munity through  a  variety  of  ath- 
letic, cultural  and  philanthropic 
sponsorships." 


"Chicago's  not  the  kind  of  town  wnere  everyone 
wears  their  tax  brackets  on  their  sleeves.  This  is 
the  'City  That  Works/  and  it  works  just  as  well 
for  CEOs  as  for  secretaries." 
—  Stephen  H.  Lesnik,  CEO, 
KemperSports  Management 


Van  Kampen  is  part  of  a  Chicago 
financial  services  community  that 
employs  more  than  150,000  people  in 
banks,  brokerage  houses,  mutual  funds 
and  the  city's  four  exchanges.  Those  four 
exchanges  are  the  Board  of  Trade,  Chica- 
go Stock  Exchange,  Board  Options 
Exchange  and  Mercantile  Exchange, 
which  in  November  became  the  first  U.S. 
futures  exchange  to  reform  into  a  for- 
profit  corporation. 

Like  every  other  business  that 
wants  to  succeed  in  the  New  Econo- 
my, Chicago's  exchanges  also  are 
modernizing  with  new  technologies 
that  some  observers  predict  could 
bring  an  end  to  the  "open  outcry" 
system  of  trading  that  began  in  Chica- 
go's commodities  pits  over  a  century 
ago.  For  one  local  financial  leader, 
however,  Chicago's  response  to  tech- 


nological advances  in  the  ways 
investment  products  are  bought  and 
sold  is  less  important  than  the  finan- 
cial community's  response  to  market 
volatility.  John  W.  Rogers,  Jr.,  founder 
and  chairman  of  Ariel  Capital  Man- 
agement, which  manages  its  own 
family  of  mutual  funds,  says  the  burst- 
ing of  the  Internet  bubble  ultimately 
will  play  to  the  city's  strengths,  as  well 
as  to  his  company's  investing  style, 
which  favors  performance  over  hype. 

"We  invest  for  the  long  term  and  we 
look  for  real  value:  companies  with 
strong  balance  sheets,  solid  manage- 
ment, steady  earnings  and  great  prod- 
ucts. These  are  the  same  values  that 
infuse  the  Chicago  business  communi- 
ty, and  that's  why  Chicago's  economy 
stays  strong,  even  in  a  downturn," 
Rogers  says. 


DePaul's  Kellstadt 
Graduate  School 
of  Business  offers 
students  an 
enhanced  academic 
experience  through 
connections  with 
Chicago's  many 
multinational 
corporations. 


Producing  Business  Leaders 
For  Chicago  and  the  World 

Supported  by  more  than  100 
local  colleges  and  universities, 
including  two  of  the  nation's  top 
business  schools  at  the  Uni- 
versity of  Chicago  and  North- 
western University,  the  area's 
labor  pool  benefits  from  a 
stream  of  bright,  aggressive 
employees.  Nearly 
20%  of  the  popula- 
tion aged  18  years 
or  older,  or  approxi- 
mately 370,000 
residents,  have 
bachelor's  degrees 
or  better.  Given  the 
direction  of  the  economy,  more  and 
more  people  are  focusing  on  technology. 

Loyola  University  positions  its  Grad- 
uate School  of  Administration  as  "the 
place  where  business  meets  technol- 
ogy," according  to  Enrique  "Henry" 
Venta,  a  dean  at  the  school.  He  says 
Chicago's  business  sector,  whether  it's 
in  manufacturing,  health  care  or  hospi- 
tality, needs  managers  who  understand 
technology  and  know  how  to  use  it  to 
serve  their  business  goals. 

"I  don't  want  to  train  the  next  set  of 
Java  programmers.  I  want  to  prepare 
managers  to  think  strategically  about 
technology.  Chicago  has  always  been 
the  place  where  thinkers  and  doers 
come  together  and  turn  good  ideas  into 
meaningful  accomplishments.  Whether 
or  not  we  invent  it,  we  know  how  to 
apply  it,"  Venta  says. 

DePaul,  the  city's  largest  private  uni- 
versity and  the  nation's  largest  Catholic 
university,  also  is  focused  on  "educating 


Take  a  closer  look  and  you'll  find  Illinois  completely  wired  for  high-tech  business.  As  the  nation  s 
ider  in  venture  capital  investment  growth,  the  commitment  to  technology  can  be  found  in  our  Tf 
vernment  as  well.  Look  no  further  than  Governor  Ryan's  $1.9  Billion  VentureTECH  initiative  for  ^ 


oof.  Our  history  of  cracking  the  success  code  for  other  major  industries  will  help  guide  the 
;h-tech  sector  to  the  next  level.  Add  several  top  universities  and  research  parks  nurturing  home- 
>wn  talent,  and  Illinois  truly  is  the  state  of  technology.  To  learn  more,  log  onto  our  website:  www.commerce.state.il.us. 

DO  Illinois  Department  of  Commerce  and  Community  Affairs,  Bureau  of  Technology  and  Industrial  Competitiveness  TTY:  1  -800-785-6055 
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the  city's  business  professionals,"  says 
Arthur  Kraft,  dean  of  DePaul's  Kellstadt 
Graduate  School  of  Business.  Targeting 
both  full-time  M.B.A.  students  and  work- 
ing men  and  women  seeking  to  get  a 
graduate  business  degree,  Kellstadt  has 
trained  more  than  30,000  Chicago-area 


workers  for  the  New  Economy.  The  busi- 
ness schools  at  Chicago  and  Northwest- 
ern regularly  vie  with  the  University  of 
Pennsylvania's  Wharton  School  of  Busi- 
ness for  the  top  ranking  in  the  country. 

Northwestern 's  Kellogg  School  of 
Business  offers  a  full-time  M.B.A.  pro- 


coming  from  foreign  countries,  and  affil- 
iations with  business  schools  in  Europe, 
the  Middle  East  and  Asia  where  Kellogg 
students  can  take  courses. 

"Having  a  top  business  school  like 
Kellogg  elevates  Chicago's  business 
profile.  CEOs  everywhere  know  that 


"There  may  be  a  better  city  to  work  in  than  Chicago,  but  I  can't  think 
of  one.  Chicago's  Midwest  work  ethic,  diverse  population,  culture  and 
economy  have  made  it  a  great  city  to  invest  in  and  build  a  company." 
—  John  Buck,  Chairman,  The  John  Buck  Company 


business  executives.  The  school  also  is 
a  leader  in  international  business  edu- 
cation, offering  internships  at  U.S.  multi- 
nationals with  foreign  subsidiaries,  and 
teaching  opportunities  for  its  faculty  in 
countries  throughout  the  world. 

"In  today's  global  economy,  we 
believe  it  is  important  for  our  faculty  to 
gain  firsthand  exposure  to  internation- 
al business  markets  and  to  bring  this 
knowledge  back  to  our  classrooms  in 
Chicago  so  they  teach  from  experience, 
not  just  from  a  textbook,"  Kraft  says. 

DePaul  also  runs  the  largest  gradu- 
ate-level computer  science  program  in 
the  country  at  its  two  city  and  five  sub- 
urban campuses.  Eighty-three  percent 
of  its  graduates  remain  in  the  Chicago 
area,  joining  the  ranks  of  Chicago's 
growing  technology  firms.  The  universi- 
ty also  helps  secure  venture  funding  for 
technology  startups  and  offers  addi- 
tional training  programs  for  information 
technology  professionals. 

The  rest  of  Chicago's  academic  com- 
munity is  equally  focused  on  preparing 


gram,  evening  and  weekend  programs 
for  working  executives  and  professional 
development  programs  that  serve 
5,000  mid-level  executives  each  year. 
The  school  has  a  distinctly  internation- 
al flavor,  with  a  third  of  the  student  body 


some  of  America's  brightest  young 
executives  are  being  trained  right  here," 
says  Kellogg  Dean  Donald  P  Jacobs. 

Training  Tech  Workers  to  Succeed 

One  area  company  recognizes  that  edu- 
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8.62% 


7.42% 


7.06% 


6.65% 


6.44% 


6.15% 


5.45% 


4.42% 


3.77% 


11.54% 


366,500 


315,500 


300,400 


282,600 


273,700 


261,400 


231,500 


188,100 


160,200 


490,400 


eating  the  workforce  of  the 
future  is  a  good  business  in 
itself.  DeVry,  Inc.  is  a  for-profit 
corporation  focused  primarily  on 
training  people  for  technology- 
related  jobs.  What  began  as  a 
trade  school  in  the  1930s  to 
train  young  people  to  repair 
radios  and  televisions  became 
a  fully  accredited,  higher  edu- 
cation institution  in  the  mid- 
1980s  and  a  publicly  traded  company 
in  1991.  In  1999,  DeVry  served  approx- 
imately 80,000  students  and  earned 
more  than  $500  million. 

"DeVry  produces  high-tech  employ- 
ees who  really  know  how  to  put  tech- 


Because  DeVry's  instructors  integrate  technology 

into  their  courses,  graduates  are  well 
prepared  to  enter  Chicago's  high-tech  workforce. 

for  some  of  the  biggest  companies  in 
America,"  Taylor  explains. 

DeVry  has  21  campuses  around  the 
country  offering  undergraduate  degrees 
in  fields  like  electronics  engineering, 
computer  information  systems,  busi- 


"We  believe  it  is  important  for  our  faculty  to 
gain  firsthand  exposure  to  international 
business  markets  and  bring  this  knowledge 
back  to  our  classrooms  in  Chicago." 
—  Arthur  Kraft,  Dean, 

The  Charles  H.  Kellstadt  Graduate  School 
of  Business,  DePaul  University 


nology  to  work.  Our  graduates  are  the 
fuel  for  the  New  Economy,"  says 
DeVry  President  Ron  Taylor,  adding 
that  companies  like  AT&T,  Intel, 
Motorola,  Tejlabs,  Hewlett-Packard, 
Unisys,  Xerox  and  MCI  are  leading 
employers  for  DeVry  graduates. 

"We're  not  competing  with  MIT,  but 
we're  the  ones  who  make  the  world  of 
technology  work.  Our  people  imple- 
ment, install  and  maintain  computers 


ness  administration,  accounting  and 
telecommunications  management.  Class 
schedules  are  flexible  to  accommodate 
many  older  and  employed  students. 
Tuition  is  roughly  half  that  of  a  private 
college  or  university,  and  less  than 
most  state  schools. 

DeVry,  Inc.  also  includes  Becker  Con- 
visor  CPA.  Review,  which  helps  budding 
accountants  and  financial  analysts  pre- 
pare for  professional  certification  exams 


in  28  countries,  and  Keller 
Graduate  School  of  Manage- 
ment, which  offers  "practition- 
er-oriented" M.B.A.s  and  other 
business  and  technology  man- 
agement degrees  at  39  sites 
nationally. 


City  Job  Training  Meets 
Workforce  Needs 

For  the  "City  That  Works,"  job 
training  has  taken  on  an  added  mea- 
sure of  urgency  due  to  a  growing 
demand  for  capable  employees.  The 
City  of  Chicago  will  spend  more  than 
$86  million  next  year  to  train  people  in 
a  variety  of  expanding  industries,  includ- 
ing retail,  hospitality,  health  care,  man- 
ufacturing, transportation  and  informa- 
tion technology.  In  2000,  the  city 
placed  more  than  5,500  mostly  low- 
skill,  low-income  people  in  permanent 
jobs  and  trained  thousands  of  others 
to  enter  the  job  market. 

Jackie  Edens,  commissioner  of  the 
Mayor's  Office  for  Workforce  Develop- 
ment, spearheads  training  programs 
for  the  city.  Her  office  has  refocused 
job  training  programs  to  better  meet 
the  needs  of  companies  rather  than 
simply  addressing  the  limitations  of 
their  workers. 

"For  us,  the  company  is  the  customer. 
Without  jobs,  training  is  for  nothing,"  she 
says,  explaining  how  her  office  works 
directly  with  employers  to  match  their 
needs  with  training  programs  funded  by 
the  city.  Even  in  flush  economic  times, 
she  adds,  people  will  remain  unem- 
ployed unless  they  have  basic  skills. 

"The  time  to  invest  in  training  is 
in  a  good  economy  like  this  one, 


Way  back  when 


Before  the  Cubs  played  in  the  45  World  Series? 
Before  Northwestern  won  the  '49  Rose  Bowlf 
Before  there  was  a  Mayor  named  Daley, 
Who  made  Chicago  "the  city  that  works." 

When  Silicon  Valley  was  just  a  distant  orange  grove, 
And  the  "old  economy"  was  the  only  economy, 
A  little  technology  company  with  humble  aspirations 
Planted  roots  in  Chicago. 

And  with  a  little  good  luck  and  a  lot  of  Midwestern 
common  sense  and  the  work  ethic  so  typical  of  the 
people  who  live  here,  it  began  to  work  and  grow  and 
work  and  grow. 

And  in  the  next  seventy  years, 

it  helped  make  it  possible  for  men  to  walk  on  the  Moon 
and  satellites  to  explore  distant  planets  and  helped 
change  the  way  the  whole  world  thinks  and  works  and 
communicates. 


(Which  is  the  kind  of  thing  you  can  do 
if  you  start  in  a  place  like  Chicago. 


MOTOROLA 


) 


Motorola,  Inc.  All  rights  reserved.  Printed  in  the  U.S.A. 


A  D  V  E  RTISEMENT 


"In  30  years  of  banking,  I've  never  seen 
an  economy  as  vibrant  as  this  one.  We 
have  every  kind  of  business  imaginable  in 
this  city.  Any  businesses  we  lose  are  quickly 
replaced  by  better  ones." 
—  Norm  Bobins,  President  &  CEO, 
LaSalle  Bank 


workforce  better  able  to  compete  in 
the  next  century. 

The  city  also  launched  a  $2.6  billion 
capital  program  that  has  produced 
1,100  new  classrooms,  more  than  a 
dozen  new  schools,  70  major  annexes 
and  additions,  new  science  and  com- 
puter labs  and  thousands  of  long-over- 
due repairs  to  a  system  comprising 


Public  Schools  Impart 
Fundamental  Job  Skills 

The  commitment  to  produce  a  well- 
trained  workforce  for  the  technology- 
based  economy  also  is  driving  the 
reform  agenda  at  the  Chicago  Public 
Schools,  which  have  undergone  a  sig- 
nificant turnaround  since  the  mayor 
assumed  full  control  of  the  schools  in 
1995  after  decades  of  mismanagement 
and  decline.  His  hand-picked  board  and 
management  team  started  a  back-to- 
basics  curriculum  concentrating  on  core 
subjects  like  reading,  writing,  math  and, 
of  course,  technology.  The  results  can 
be  seen  in  rising  test  scores  —  up  an 
average  of  10  percentage  points  system 
wide.  As  a  result,  the  number  of  Chicago 
public  schools  on  the  state  watch  list 
has  dropped  from  148  in  1994  to 
approximately  50  today.  Attendance  is 
at  its  highest  levels  in  the  decade,  grad- 
uation rates  are  rising  for  the  first  time 
in  years  and  scores  on  college  entrance 
exams  are  up. 

The  school  system,  in  partnership 
with  City  Colleges  of  Chicago  and  the 
city's  Catholic  school  system,  recent- 


him 


Established  in  1866,  the  Art  Institute  of  Chicago  is  one  of  many 
cultural  and  architectural  attractions  along  South  Michigan  Avenue. 


ly  unveiled  a  comprehensive,  billion- 
dollar,  five-year  Technology  Integration 
Plan.  Its  goals  are  to  improve  teach- 
ing methods  with  technology,  provide 
every  student  with  basic  technology 
skills  and  train  select  students  for 
specific  technology-related  jobs.  Pri- 
orities include  rewiring  of  all  Chicago 
schools,  massive  investments  in  hard- 
ware and  software,  and  teacher  train- 
ing programs  that  will  bring  technol- 
ogy into  the  classroom  and  produce  a 


600  separate  educational  facilities. 

Even  with  the  progress,  Daley  contin- 
ues to  put  pressure  on  principals,  teach- 
ers and  administrators  to  improve  per- 
formance. Each  year,  failing  schools 
undergo  rigorous  reviews  and  those 
unable  to  make  the  grade  are  overhauled 
with  new  principals,  master  teachers  and 
strict  curriculum  guidelines. 

The  mayor  also  has  embarked  on  a 
mission  to  improve  teacher  quality  with 
an  aggressive  recruiting  program  at  the 


The  Chicago  „ 
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Richard  M.  Daley,  Mayor  •  Thomas  R.  Walker,  Commissioner  of  Aviation 
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A  $750  million  terminal  development  project  occurring  at  Chicago's  second  airfield, 
Midway  Airport,  will  boost  its  annual  capacity  to  17  million  passengers. 


"DeVry  produces  high-tech  employees  who 
really  know  how  to  put  technology  to  work.  Our 
graduates  are  the  fuel  for  the  New  Economy." 
Ronald  L.  Taylor,  President  &  COO, 
DeVry,  Inc. 


■ 


nation's  top  universities,  the  creation  of 
a  national  teaching  academy  to  train 
new  and  existing  teachers  and  an 
incentive  program  to  encourage  teach- 
ers to  become  nationally  certified. 

"As  we  look  to  Chicago's  future  and 
our  ability  to  compete,  I'm  most  happy 
about  the  progress  we've  made  reform- 
ing the  schools.  Every  child  in  Chicago 
must  be  ready  to  go  into  the  job  market 
or  on  to  college  after  they  graduate 
from  high  school,"  Mayor  Daley  says. 


City/State  Leadership 
Launches  Tech  Partnership 

The  city's  technology  initiative  in  its 
public  schools  is  just  one  dimension  of 
a  broader  effort  to  make  the  region  a 
technology  powerhouse.  More  than  any 
other  goal  of  recent  years,  Chicago's 
effort  to  become  an  international 
engine  of  technological  advance  repre- 
sents one  of  the  most  comprehensive 
public-private  partnerships  in  history. 
But  technology  is  nothing  new  to  the 


area.  Two  of  the  nation's  top  research 
facilities  at  Argonne  National  Labora- 
tory and  Fermilab  have  operated  here 
for  years,  while  tech  pioneers  like 
Motorola,  Tellabs  and  Lucent  have  long 
been  key  players  in  an  industry  that 
today  employs  180,000  people,  includ- 
ing more  than  twice  as  many  computer 
programmers  as  Silicon  Valley. 

Building  on  this  foundation,  both  Mayor 
Daley  and  Illinois  Governor  George  Ryan 
have  joined  forces  on  a  variety  of  fronts 
to  link  the  region's  legacy  economy  with 
the  New  Economy.  The  mayor  formed  a 
Council  of  Technology  Advisors  that 
includes  a  distinguished  group  of  entre- 
preneurs, academics  and  technology  and 
financial  leaders,  and  backed  the  effort 
with  tens  of  millions  of  dollars  in  public 
funds  to  support  technology-related  ini- 
tiatives. The  city  also  invested  in  an  effort 
to  create  a  downtown  info-tech  district 
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"The  time  to  invest  in  training  is  in  a  good 
economy  like  this  one  because  the  demand 
for  workers  is  high.  Chicago  has  made  this 
a  top  priority." 

—  Jackie  Edens,  Commissioner, 

Mayor's  Office  of  Workforce  Development 


utilizing  Class  C  office  space,  helped 
retrofit  a  South  Loop  building  for  tech- 
nology startups  and  helped  coordinate 
the  conversion  of  a  lakefront  printing 
plant  into  the  largest  "carrier  hotel"  in 
North  America. 

Governor  Ryan  stepped  up  to  the  table 
with  the  largest  government  technology 
initiative  in  the  country,  VentureTECH,  a 


$1.9  billion  plan  to  fund  training  pro- 
grams, startup  companies  and  technol- 
ogy-related infrastructure  improvements 
throughout  the  state.  The  plan  includes 
building  a  new  home  at  the  University  of 
Illinois  in  Champaign-Urbana  for  the 
National  Center  for  Supercomputing 
Applications,  a  new  technology  park  in 
suburban  DuPage  County  and  other 


projects  to  spur  growth  in  technology. 

Elected  in  1998,  Governor  Ryan's 
first  major  initiative  was  a  $12  billion 
infrastructure  program  called  "Illinois 
FIRST"  to  improve  roads,  schools, 
mass  transit  and  a  variety  of  other  proj- 
ects throughout  the  state.  Between  Illi- 
nois FIRST  and  VentureTECH,  Governor 
Ryan  says,  "We're  providing  Illinois  com- 
panies with  a  solid  foundation  to  com- 
pete in  the  New  Economy  and  create 
more  opportunities  for  prosperity." 

Venture  Capital  Seeds  Startups 

The  private  sector  has  responded 
enthusiastically  to  the  city's  and  state's 
high-tech  activities  with  a  record  $1.9 
billion  of  high-tech  venture  capital 
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investment  across  the  state  through 
the  first  three  quarters  of  2000.  Among 
the  major  investors  is  the  venture  arm 
of  Motorola,  overseen  by  Vice  President 
Warren  Holtsberg. 

"It  is  unrealistic  to  suggest  that  good 
tech  startups  have  to  leave  Chicago  to 
be  funded,  nurtured  and  to  grow,"  Holts- 
berg says.  "Chicago  is  transforming 
technology's  promise  into  tomorrow's 
industry.  Chicago  is  always  on,  always 
connected  and  always  in  control." 

Holtsberg's  fund  expects  to  invest  up 
to  $30  million  this  year  in  Chicago- 
based  technology  startups,  including 


"Having  a  top  business  school  like  Kellogg 
elevates  Chicago's  business  profile.  CEOs 
everywhere  know  that  some  of  America's 
brightest  young  executives  are  being  trained 
right  here." 

—  Donald  P.  Jacobs,  Dean,  The  Kellogg 
Graduate  School  of  Management 


FreeDrive,  which  offers  data  storage  for 
clients  that  don't  want  extensive  voice, 
data  and  video  files  to  overwhelm  their 
in-house  hard  drives. 

Motorola  also  is  backing  Centerpost, 
a  Web-based  messaging  platform  that 
gives  corporate  clients  instant  and 
simultaneous  communications  to  hun- 
dreds or  even  thousands  of  customers 
through  voice,  data  or  wireless  trans- 
missions. The  technology  currently 
enables  a  leading  airline  to  alert  travel- 
ers to  flight  delays  or  schedule  changes 
by  phone,  fax,  e-mail  and  pager. 


One-year-old  Centerpost.  headed  by 
former  business  consultant  Juergen 
Stark,  has  55  employees  at  its  Chica- 
go office.  A  central  location  and  high 
quality  of  life  were  leading  factors  in 
his  decision  to  locate  here  rather  than 
Silicon  Valley. 

"We  want  to  build  a  real  business. 
We  want  employees  who  care  more 
about  customers  than  about  their  stock 
options.  We  need  people  who  know 
how  to  run  a  business  —  with  a  strong 
midwestern  work  ethic  and  customer 
focus,"  Stark  says. 


The  102-year-old  Chicago  Mercantile 
Exchange  recently  reformed  as  a  for-profit 
corporation  to  stay  competitive  in  the 
rapidly  changing  futures  market. 

DriveLogic  is  another  local  tech  start- 
up that  got  its  first  round  of  funding  in 
Chicago,  from  its  parent  company,  soft- 
ware giant  CCC  Information  Services. 
President  and  Chief  Operating  Officer 
Pradip  Patiath  launched  DriveLogic  after 
conducting  a  management  study  of  the 
$95  billion  auto  insurance  claim  indus- 
try and  concluding  that  $11  billion  in 
costs  associated  with  auto  accidents 
could  be  eliminated  through  the  effec- 
tive use  of  Internet  and  wireless  tech- 
nologies. 

In  less  than  a  year,  DriveLogic  has 
expanded  to  more  than  70  full-time 
employees,  40  contract  workers  and 
50  employees  in  India  that  work  the 
opposite  hours  of  its  Chicago  staff.  A 
native  of  India  and  a  graduate  of  the 
University  of  Chicago  Graduate  School 
of  Business,  Patiath  says  his  home 
country  is  a  natural  partner  to  Chicago- 
based  Internet  companies.  This  is 
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"The  Illinois  Medical  District  and  Chicago 
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lechnoiogy  parK  is  a  leading  economic  engine 
for  the  city  and  positions  Chicago  at  the 
refront  of  biomedical  research  nationally 
nd  globally." 
Tom  Livingston,  Executive  Director, 
Illinois  Medical  District  Commission 


notes.  "There's  a  lot  of  hype  on  the 
West  Coast  with  Internet  startups.  I 
didn't  want  to  be  diverted  by  that." 

Motorola  also  briefly  flirted  with 
locating  its  venture  arm  in  Silicon 
Valley  but  chose  to  stay  in  Chicago 
because  of  the  high  skill  level  of  the 
workforce,  the  strength  of  the  acade- 
mic community  and  the  quality  of  the 
investment  opportunities,  says  Holts- 
berg.  He  also  points  out  the  high  cost 
of  office  space  in  Silicon  Valley  as  a 
reason  why  he  chose  more  affordable 
space  here. 


because  India  is  exactly  12  time  zones 
away,  many  of  the  people  speak  English 
and  it's  producing  some  of  the  top  soft- 
ware designers  in  the  world, 

"Today  global  boundaries  are  mean- 
ingless. Between  Chicago  and  India,  we 
work  around  the  clock.  If  we  need  a 
conference  call,  we  schedule  it  at  the 
end  of  the  shift  when  one  group  is  quit- 
ting and  the  other  one  is  starting," 
Patiath  remarks,  adding  that  he  orga- 
nized a  similar  24-hour  operation  for  a 
former  employer,  Honeywell,  more  than 
a  decade  ago. 

Patiath  considers  the  strength  of  the 
workforce  one  of  the  prime  reasons  his 
new  company  is  in  Chicago.  He  also 
cites  the  easy  access  to  both  coasts  by 
plane  and  low  commercial  rents  as  key 
attractions,  though  he  is  most  emphat- 
ic about  Chicago's  quality  of  life.  Patiath 
has  lived  all  over  the  world,  including 
Paris  and  London,  but  considers  the 
cultural  amenities  and  variety  of  enter- 
tainment and  recreational  activities 
here  "much  better  than  most  other 
cities. 

"We  considered  locating  in  Silicon 
Valley  or  Boston,  but  when  it  comes  to 
issues  like  quality  of  life,  location  and 
the  availability  of  talented  workers, 
Chicago  was  the  obvious  choice,"  he 


The  Most  "Wired"  City  in  the  World 

Building  on  the  city's  technology-related 
momentum,  Mayor  Daley  capped  off 
the  year  2000  by  announcing  CivicNet, 
a  $250  million  plan  to  make  Chicago 
the  most  wired  city  in  the  world.  The 
five  year  plan  calls  for  the  installation 
of  fiber-optic  cable  throughout  the  entire 
city.  It  will  serve  more  than  1,600 
public  facilities,  including  schools, 
parks,  libraries,  police  stations  and  gov- 
ernment offices,  while  giving  every 
neighborhood  the  communications 
infrastructure  to  support  businesses 
that  require  high-speed  voice  and  data 
transmission  lines. 

Just  as  the  nation's  railroads  and 
highways  always  have  converged  in 
Chicago  because  of  its  central  location, 
so  too  do  the  nation's  information 
transmission  networks. 

"Every  fiber-optic  cable  from  New 
York  to  San  Francisco  comes  through 
this  city,"  says  Robert  Taylor,  president 


Motorola,  a  longtime  Chicago-area  company, 
conducts  cutting-edge  research  in  its  Display  Prototyping  Lab. 
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DriveLogic  brings  to  market  an  open,  collaborative  Internet 
interchange  and  smart  online  solutions  to  the  auto  claims 
and  collision  repair  industries.  Through  innovation,  we  will 
redefine  the  industry's  infrastructure  by  using  Internet, 
wireless,  and  data  warehousing  technologies  to  connect  all 
key  players  —  insurers,  consumers,  suppliers  and  repair 
facilities.  With  this  electronic  collaboration,  we  will  drive 
maximum  efficiencies  to  save  time  and  hassle  in  getting  the 
driver  back  on  the  road.  For  more  information,  call 
DriveLogic  at  1-800-228-0378 
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Joany  Chou,  president 
of  Akure,  Inc.,  sits 
at  a  microscope 
in  her  lab  at  Chicago 
Technology  Pai 


and  chief  executive  officer  of  Focal 
Communications,  a  broadband  com- 
munications provider  for  corporations, 
Internet  services,  application  and  con- 
tent providers  as  well  as  value-added 
resellers.  Four-year-old  Focal  is  in  20 
markets  nationally  and  will  expand  to 
24  next  year.  Taylor,  however,  insists 
that  the  company  is  wedded  to  its 
home  base  of  Chicago  because  of  the 
expertise  of  the  technical  workforce, 
the  advanced  infrastructure  and  the 
quality  of  life. 

"There  is  no  greater  concentration  of 
high-tech  telecommunications  people 
than  in  Chicago,"  he  says,  noting  a 
number  of  key  advances  in  digital 
switching,  fiber  optics  and  wireless 
technologies  that  were  made  by  Chica- 
go companies. 

"In  the  next  few  years,  Chicago  will 
be  the  most  important  place  in  the 
country,  not  necessarily  for  the  devel- 


opment of  technology,  but  for 
the  application  of  technology," 
Taylor  adds. 

Biomedical  Research  Creates 
Health  Care  Opportunities 

Like  Internet-related  technol- 
ogy, biomedical  research  is 
making  significant  advances  in 
Chicago.  Among  the  key  proj- 
ects is  a  new  56-acre  bio- 
medical research  park  on  the 
city's  Near  West  Side.  Funded 
by  ventureTECH,  the  Chicago 
Technology  Park  is  a  part  of 
the  Illinois  Medical  District,  a 
560-acre  area  that  encom- 
passes more  than  40  medical 
institutions  including  Rush- 
Presbyterian-St.  Luke's  Medical  Center, 
Cook  County  Hospital  and  the  Univer- 
sity of  Illinois  at  Chicago  Medical 
Center.  Collectively  they  employ  20,000 
people,  treat  more  than  5  million 
patients  each  year  and  represent  the 
nation's  largest  urban  medical  district. 
In  just  two  years,  the  park  has  attract- 
ed more  than  $20  million  in  research 
grants  and  a  dozen  new  or  expanding 
research  companies. 

Rush-St.  Luke's  opened  a  new  $50 
million  research  facility  in  the  medical 
district  this  year,  and  Cook  County  will 
complete  its  new  $550  million  hospital 
in  2002.  With  major  pharmaceutical 
companies  like  Glaxo-Wellcome,  Abbott, 
Baxter,  Searle,  Pfizer  and  Merck  already 
represented  in  the  Chicago  area,  the 
Chicago  Technology  Park  will  enhance 
the  region's  strong  biomedical  sector, 
says  Medical  District  Executive  Director 
Tom  Livingston. 
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"We're  bringing  health  care  providers, 
pharmaceutical  companies,  medical 
schools  and  research  centers  together  in 
one  place  to  stimulate  development 
opportunities,"  Livingston  says.  "This  is 
not  only  a  major  economic  engine.  It  also 
positions  Chicago  at  the  forefront  of  bio- 
medical research  nationally  and  globally." 

The  new  research  park  bolsters  a 
regional  health  care  industry  that 
already  supports  more  than  300,000 
jobs,  produces  more  medical  doctors 
than  any  other  metropolitan  area  in  the 
world  and  has  in  excess  of  25,000 
hospital  beds  in  95  hospitals.  Among 
them  is  Northwestern  Memorial,  which 
just  opened  its  brand-new  $700  million 
hospital  downtown  and  is  building  its 


$200  million  biotech  research  facility 
at  a  North  Shore  campus. 

Commercial  Real  Estate 
Priced  for  Growth 

With  more  than  120  million  square  feet 
of  commercial  office  space  clustered 
downtown,  Chicago  has  the  densest 
central  business  district  in  the  country 
after  New  York  City.  But  the  discrepancy 
between  commercial  office  rents  in 
Chicago  and  more  expensive  locations 
is  not  lost  on  area  real  estate  develop- 
ers, who  have  aggressively  stepped  up 
to  meet  the  growing  need  for  Internet- 
ready  commercial  space. 

Prime  Group  Realty  Trust  and  devel- 
oper J.  Paul  Beitler  are  partners  in  a 


new  Loop  office  tower,  Dearborn  Center, 
specifically  designed  for  the  information 
economy.  With  10-foot  ceiling  heights, 
dedicated  risers  for  data  distribution, 
concrete  slabs  to  support  back-up  gen- 
erators, large  open  floor  spaces  with 
floor-to-ceiling  windows  to  maximize  nat- 
ural light  deep  within  the  workspace 
and  a  64,000-square-foot  floorplate  in 
the  lower  floors,  the  building  "meets 
the  needs  of  the  employees  and  com- 
panies in  the  new  and  changing  econ- 
omy," says  Prime  Group  Chairman 
Michael  Reschke. 

Douglas  Elliman-Beitler  Managing 
Director  Donald  Shapiro  recalls  how 
Chicago  overbuilt  office  space  in  the 
1980s,  which  inflated  vacancy  rates  to 


Chicago's  Real  Estate  Market  - 

Sizzling.      Dynamic.  Invigorating, 


Stylish.  Diverse. 


ive  years  ago,  no  one  but  the  most 
ptimistic  of  Chicago  Realtors®  would 
ave  expected  our  real  estate  boom 
ould  still  be  going  this  strong  in  the 
:ar  2000.  The  savviest  investors  who 
id  predict  this  renaissance  acquired 
istressed  properties... 

low,  they're  reaping  the  benefits. 

•  Abandoned,  vacant  land  has 

been  reclaimed  for  new  construction. 

•  Underutilized  industrial  buildings  have 
been  converted  into  trendy  lofts. 

•  Dilapidated  houses  have  been  razed 
for  luxury  homes. 

•  Class  C  office  buildings  in  the  Loop 
have  been  converted  into  condos  and 
corporate  housing. 

Construction  cranes  occupy  the  city's 
landscape,  shoulder-to-shoulder  with  the 
highnse  buildings  that  define  our  skyline 
Neglected  railyards  are  now 
condominium  courtyards. 

*ie  demand  for  product  keeps  driving 
e  market;  builders  are  scrambling  to 
crease  supply  to  fulfill  demand  in  all 
gments  of  the  industry.  And  in  some 
eas  of  the  city,  it  appears  the  supply 
n't  keep  up  with  the  demand.  Multiple 
fers,  bidding  wars;  one-day  marketing 
nes;  list  prices  as  "starring  points" 
her  than  goals. 


At  the  same  time,  Chicago's  residential 
real  estate  matket  is  a  good  investment, 
and  temains  relatively  affordable.  Median 
prices  indicate  prices  rose  nearly  9%  over 
last  year,  which  in  comparison  to  other 
metro  areas  is  reasonable.  The  sheer 
number  of  units  closed  continues  to 
bteak  records,  for  seven  years  in  a  row. 
As  underutilized  land  is  teclaimed  and 
brought  back  onto  the  tax  rolls,  sales 
keep  growing,  the  tax  base  expands,  and 
Chicago  re- invents  itself  as  a  new  desti- 
nation for  homes  and  businesses. 

The  Chicago  Association  of  Realtors®, 
the  Voice  for  Real  Estate  in  Chicago 
since  1883,  represents  8,000  real  estate 
professionals  throughout  the  metro  area. 
Its'  1700+  offices  handle  all  real  estate 
specialties,  such  as  auctions,  commer- 
cial, development,  property  manage- 
ment and  tesidential. 

The  Chicago  Association  of  Realtors® 
Education  Foundation  is  the  501(c)  3 
charitable  arm  of  the  organization,  fund- 
ed by  donations  from  CAR  members.  Its 
main  purpose  is  to  provide  scholarships 
for  deserving  college-bound  students, 
promote  excellence  in  real  estate  educa- 
tion, and  support  Chicago's  booming 
real  estate  industry. 


*  n  i  Uiii  agoQI 
Association 
of  Realtors" 


www.car-realtor.com 
312.803.4900 


"We  considered  locating  in  Silicon  Valley  or 
Boston,  but  when  it  came  to  issues  like 
quality  of  life,  location  and  the  availability  of 
talented  workers,  Chicago  was  the  obvious 
choice." 

—  Pradip  Patiath,  President  &  COO, 
DriveLogic 


nearly  20%.  Today,  Shapiro  notes,  the 
commercial  real  estate  community  is 
"more  responsible  and  more  respon- 
sive" to  the  needs  of  its  tenants,  and 
has  slowed  the  growth  in  new  office 
space  to  approximately  half  the  rate  of 
a  decade  ago.  The  result  is  that  occu- 
pancy rates  have  dipped  into  the  single 
digits  while  rents  are  about  a  third  of 
those  in  places  like  Silicon  Valley. 

With  office  space  in  Chicago  growing 
at  10%  annually  for  the  past  decade. 
Reschke  believes  the  city  is  well-posi- 
tioned to  capitalize  on  current  eco- 
nomic conditions:  "The  balance  of 
supply  and  demand  for  commercial  real 
estate  in  Chicago  is  right  where  it 
should  be  —  growing  at  a  very  healthy 
pace,  but  still  very  affordable,  com- 
pared with  other  big  cities." 

To  meet  the  demand  for  "wired" 
commercial  space,  considerable  rein- 
vestment is  taking  place.  Three  office 
towers  recently  built  in  the  West  Loop 
were  designed  to  accommodate  high- 
tech tenants,  while  additional  work  is 
progressing  to  renovate  Class  B  and  C 
space.  The  2.6-million-square-foot  former 
Montgomery  Ward  warehouse  along  the 
north  branch  of  the  Chicago  River  is 
being  redeveloped  into  an  e-commerce 


local  government  is  "business-friendly" 
and  "predictable,"  which  makes  invest- 
ing in  real  estate  less  risky.  Most  impor- 
tant, however,  is  the  local  lifestyle. 

"Mayor  Daley  has  positioned  Chica- 
go for  the  next  growth  spurt  by  creat- 
ing a  very  good  lifestyle  for  young 
and  middle-aged  workers  and  their 
families.  The  quality  of  life  is  the 


center  that  will  feature  apartments, 
retail  and  a  marina.  The  city's  old  post 
office,  with  2.6  million  square  feet  of 
vacant  space,  also  is  slated  for  mixed- 
use  redevelopment,  including  high-tech 
offices. 

Beitler  believes  Chicago's  key  assets 
in  the  New  Economy  remain  the  avail- 
ability of  land,  Mayor  Daley's  leadership 
and  the  city's  extraordinary  quality  of 
life.  Unlike  Manhattan  and  San  Fran- 
cisco. Chicago  can  grow  both  "upwards 
and  outwards,"  he  says,  adding  that  the 


most  attractive  thing,"  Beitler  says. 

Neighborhoods  Come  Alive 

Since  he  was  elected  in  1989,  Mayor 
Daley  has  directed  more  than  $6  billion 
in  improvements  to  Chicago's  77  neigh- 
borhoods. The  money  has  gone  to  meet 
the  nuts-and-bolts  needs  like  water  and 
sewer  systems,  streets,  sidewalks  and 
lighting,  as  well  as  to  strengthen  major 
community  anchors,  such  as  schools, 
parks,  libraries,  police  stations  and 
neighborhood  retail  districts. 


ADVERTISEMENT 


"Neighborhoods  Alive"  is  the  city's 
umbrella  term  for  work  designed  to 
keep  neighborhoods  attractive  and 
affordable  and  to  foster  community 
pride.  In  partnership  with  the  city's  50 
elected  aldermen  and  neighborhood 
groups,  Daley  has  relentlessly  promot- 
ed cleanliness  and  community  involve- 
ment. Annual  neighborhood  cleanups 
routinely  draw  hundreds  of  children  and 
families  armed  with  rakes  and  shovels, 
garbage  bags  and  brooms.  Even  in  the 
city's  toughest  neighborhoods,  attrac- 
tively fenced  community  gardens  have 
replaced  vacant  lots,  abandoned  cars 
have  disappeared  and  abandoned 
buildings  have  been  rehabbed  or  torn 
down  and  replaced  with  new  single- 
family  homes  and  town  homes. 

While  housing  prices  in  other  cities  like 
Boston,  New  York,  Dallas  and  LA.  have 
risen  anywhere  from  25%  to  50%  in  the 
last  three  years,  Chicago's  have  climbed 
a  healthy  but  modest  14%.  Meanwhile, 
Mayor  Daley  has  kept  property  tax  hikes 
down  to  about  1%  each  year  even  as  he 
has  invested  heavily  in  neighborhood 
improvements  by  tightly  managing  the 
40,000  city  workers  and  demanding  the 
same  commitment  to  efficiency  in  other 
local  agencies  whose  leadership  he 
appoints.  These  include  the  Chicago 
Public  Schools,  the  Chicago  Park  District, 
the  Chicago  Housing  Authority  and  the 
Chicago  Transit  Authority. 

Some  cities  boast  about  rapidly 
rising  home  prices,  but  Chicago's  real 
estate  community  considers  its  median 
home  values  of  $250,000  "a  competi- 
tive advantage,"  says  Millie  Rosenbloom, 
president  of  the  Chicago  Association 
of  Realtors.  This  compares  favorably 


with  Atlanta  ($285,000),  Los  Angeles 
($326,000),  San  Francisco  ($567,000) 
and  Washington,  D.C.  ($332,000). 
Median  sale  prices  in  many  Chicago 
neighborhoods  are  even  lower,  averag- 
ing around  $180,000,  which  makes 


Chicago  one  of  the  most  affordable  big 
cities  in  America. 

"The  fact  that  Chicago's  housing 
prices  aren't  rising  as  fast  as  other 
cities  is  a  strength,  not  a  weakness," 
Rosenbloom  says.  A  partial  result  is 


that  the  city's  population  is  growing 
after  years  of  decline.  Today  it's  approx- 
imately 2.8  million,  according  to  U.S. 
Census  Bureau  estimates. 

As  neighborhoods  improve  and  prop- 
erty values  rise,  the  city  is  working  hard 
to  keep  Chicago  affordable  for  senior 
citizens  and  working  families  with  a  vari- 
ety of  programs,  including  one  that 
helps  longtime  homeowners  on  limited 
incomes  pay  their  property  taxes  in 
rapidly  gentrifying  areas.  The  Chicago 
Association  of  Realtors  also  supports 
a  pilot  program  that  encourages  people 
to  live  in  "walkable"  communities  near 
public  transit  by  offering  "location  effi- 
cient mortgages"  with  more  favorable 
rates  and  amounts.  The  program  began 
in  Chicago  last  May. 

The  city  also  has  helped  rejuvenate 
its  downtown  by  restoring  the  once-vital 
theater  district,  building  more  student 
housing  and  encouraging  condominium 
conversions  of  older  commercial  build- 
ings. Since  1980,  the  downtown  popu- 
lation has  risen  from  about 
8,000  people  to  120,000, 
far  and  away  the  fastest 
growing  residential  downtown 
in  the  nation,  and  there  is  no 
sign  that  the  pace  will  ease. 
Real  estate  experts  expect 
another  15,000  residential 
units  in  the  central  area  to 
come  online  over  the  next 
three  years. 

In  outlying  neighborhoods, 
single-family  homes  are  turn- 
ing over  at  faster  and  faster 
rates  —  not  just  in  upscale 
communities  like  the  Gold 
Coast,  Old  Town  and  Lincoln 


? 

Kemper  Lakes  golf  course  in  Long  Grove,  III. 
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"We've  effectively  married  tourism  and  job 
development.  By  promoting  Chicago  as  a 
world-class  city,  it's  easier  to  sell  Chicago  as 
a  great  place  to  live  and  start  a  business." 
—  Pam  McDonough,  Director, 

Illinois  Department  of  Commerce 

and  Community  Affairs 


Park,  but  in  less-affluent  neighborhoods 
like  Bronzeville,  Lawndale  and  Engle- 
wood  on  the  South  and  West  Sides. 
Increasing  home  ownership  in  these 
areas  is  helping  reverse  years  of  disin- 
vestment that  have  left  urban  commu- 
nities throughout  America  on  the  brink 
of  despair. 


The  city  subsidy  of  certain  single- 
family  developments  can  bring  the 
price  down  to  well  within  the  reach  of 
working  families.  For  example,  143 
single-family  homes  were  recently 
built  in  the  city's  Chesterfield  neigh- 
borhood, thanks  to  $3.6  million  in 
financial  assistance  from  the  city  that 


helped  prepare  the  17-acre  former 
industrial  property  for  redevelopment. 
At  least  28  of  the  homes,  with  sizes 
ranging  from  1,320  to  2,401  square 
feet,  were  priced  between  $135,900 
and  $159,900  to  meet  neighborhood 
affordability  levels  set  by  the  city's 
Department  of  Housing. 

Growing  home  ownership  has  spurred 
participation  in  community  activities 
such  as  crime-fighting.  Through  the 
Chicago  Police  Department's  commu- 
nity policing  program,  block  clubs, 
church  and  community  groups  have 
actively  engaged  in  erasing  graffiti,  shut- 
ting down  drug  houses  and  undermin- 
ing gang  and  drug  activity.  Crime  is 
down  for  the  eighth  year  in  a  row, 


Where  do  today's  leaders 
learn  about  tomorrow? 


Chicago's  Kellogg  Graduate  School  of  Management  offers  world  class  general  management  programs: 


Executive  Development  Program 

A  general  management  program  for  executives 
and  small  business  entrepreneurs. 

•  Core  management  functions 
•  E-commerce 
•  Leadership  skills 

May  6  -  25,  2001 
Jul  14  -  Aug  2,  2001 
Sept  30  -  Oct  19,  2001 


Advanced  Executive  Program 

A  senior  level  general  management  program  for 
executives  involved  in  strategy  and  profit  performance. 

•  Strategic  analysis/implementation 
•  Creating  shareholder  value 
•  Organizational  change  and  innovation 

Feb  11  -  Mar  9,  2001 
Jun  17  -  Jul  13,  2001 


Phone:  847-467-7000  •  Fax:  847-467-3072  •  E-mail:  ExecEd@nwu.edu 
WWW.kellogg.nWU.edu  (Click  on  Executive  Education) 


Kello 


Graduate  School  of  Management 
The  latest  school  of  thought. 


according  to  statistics  from  the  Chicago 
Police  Department. 

A  New  Focus  on  City  Parks 

Once-deserted  neighborhood  parks 
overflow  with  children  and  families, 
young  couples  and  senior  citizens.  The 
Chicago  Park  District  also  is  adapting 
its  programming  to  better  serve  the 


changing  tastes  of  the  public.  For  exam- 
ple, a  new  skateboard  park  was  built  on 
the  South  Side,  and  golf  is  undergoing 
an  urban  renaissance  in  Chicago,  as  a 
result  of  the  Park  District's  efforts  to 
make  the  sport  equally  accessible  to 
inner-city  youth  and  suburban  retirees. 

"Golf  should  be  for  everyone,"  says 
Mayor  Daley,  who  directed  the  Chicago 


Park  District  to  privatize  the  city's  six 
public  golf  courses  and  two  driving 
ranges  in  1993  and  market  the 
improved  services  to  local  residents. 

The  Park  District  turned  to  Kemper- 
Sports  Management,  a  golf  manage- 
ment pioneer  that  invented  the  concept 
of  "country  club  for  a  day"  with  the 
opening  of  Kemper  Lakes  in  1979. 
'  Located  45  minutes  from  downtown, 
Kemper  Lakes  remains  one  of  the  few 
public  golf  courses  in  America  to  have 
hosted  a  PGA  championship.  Conse- 
quently, the  successful  concept  of  an 
upscale  public  course  with  all  the 
amenities  of  a  private  club  has 


spawned  countless  imitators  through- 
out the  U.S. 

While  "country  club  for  a  day"  may 
have  appealed  to  middle-class  suburban 
golfers,  KemperSports  set  out  to  attract 
inner-city  golfers  of  every  income  to  a 
series  of  long-neglected  Chicago  Park 
District  courses.  The  company  upgrad- 
ed greens,  bunkers  and  fairways,  and 
converted  more  than  13,000  square 
feet  of  asphalt  tees  to  natural  grass. 
With  the  support  of  city  officials,  they 
replaced  Park  District  employees  with  a 
professional  golf  staff  to  manage  the 
facilities  and  set  up  a  host  of  golf  learn- 
ing programs  for  people  of  all  ages. 


creating  a  better  golf 
experience  in  Chicago 
and  across  America. 


KemperSports 

GOLF  M A  NAG  £  M E  NT 
&  DEVELOPMENT 
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"Chicago  is  nearly  busting  at  the  seams,  and 
it's  only  fitting  that  the  Pritzker  family  and 
Hyatt  mirror  that  growth,  creating  more  new 
hotels  in  the  last  two  years  than  in  the 
previous  ten." 
—  Scott  Miller,  President, 
Hyatt  Hotels  Corporation 


The  organization  also  brought  in  star 
power  to  fuel  interest.  Golf  pro  Tiger 
Woods  conducted  a  learning  clinic  for 
young  people,  as  did  many  other  top  golf 
professionals,  generating  the  kind  of 
enthusiasm  in  Chicago  once  reserved 
exclusively  for  Michael  Jordan.  Since 
KemperSports  took  over,  the  number  of 


young  Chicagoans  participating  in  city 
golf  activities  has  skyrocketed  from 
600  to  more  than  12,000  annually. 

For  KemperSports  Chief  Executive 
Officer  Steve  Lesnik.  making  golf  acces- 
sible to  everyone  is  emblematic  of  the 
egalitarian  Chicago  spirit.  "Chicago's  not 
the  kind  of  town  where  everyone  wears 


their  tax  bracket  on  their  sleeves.  This 
is  the  'City  That  Works,'  and  it  works 
just  as  well  for  CEOs  as  for  secretaries." 

Lesnik  has  his  eye  on  both,  however, 
as  KemperSports  puts  the  finishing 
touches  on  its  latest  venture,  The  Glen 
Club.  Designed  by  world-renowned  golf 
architect  Tom  Fazio,  the  showcase 
course  graces  the  site  of  a  former  naval 
air  base  on  Chicago's  North  Shore.  Like 
Kemper  Lakes,  it  too  will  admit  "daily 
fee"  players. 

Neighborhood  Retail: 
Convenience  and  Employment 

The  Chicago  area  is  number  one  in  the 
nation  in  total  retail  sales,  with  some 
$70  billion  changing  hands  every  year. 


IF  YOUR  COMPANY  PLANE  WERE  AS  ADVANCED  AS 
YOUR  OFFICE,  IT  WOULD  PROBABLY  LOOK  LIKE  THIS: 


Don't  start  another  millennium  dependent  on  outdated  technology 
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Office  buildings  haven't  really  taken  off  until  now.  Dearborn  Center  is  the 
first  of  the  next  generation — offering  the  energy,  flexibility,  efficiency  and 
worker  comfort  that  your  company  will  demand  in  the  new  century. 
70%  leased.  Contiguous  35,000  s.f.  floors  available. 
Call  or  visit  www.de-beitler.com  for  a  virtual  tour. 


www.de-beitler.com 
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the  next  few  years,  Chicago  will  be  the 


the  application  of  technology." 
—  Robert  Taylor,  President  &  CEO, 
Focal  Communications 


More  food,  general  merchandise,  furni- 
ture and  appliances,  prescription  drugs, 
building  materials,  hardware,  apparel, 
automobiles  and  other  products  are 
sold  here  than  anywhere  else  in 
the  country,  according  to  Sales  and 
Marketing  magazine. 

Some  of  the  brightest  new  retail 
developments  occurring  in  the  city  are 
a  direct  result  of  public-private  partner- 
ships between  the  city  and  the  devel- 
opment community.  New  retail  centers 
anchored  by  major  grocery  stores  like 
Jewel,  Dominick's  and  Cub  Foods  are 
being  built  in  the  West  Side  and  Far 
South  Side  neighborhoods.  In  the 
Austin  neighborhood,  on  the  site  of  an 
abandoned  bus  yard,  a  local  developer 
is  building  a  $24  million  shopping 
center  that  will  include  the  nation's  first 
inner-city  Old  Navy  clothing  store  and  a 
50,  OOO-squ  a  re-foot  grocery  store. 
Made  possible  by  more  than  $3  million 
in  city  development  incentives,  the  proj- 
ect taps  into  the  unmet  buying  poten- 
tial of  underserved,  inner-city  residents. 

One  of  the  biggest  retail  investors  in 
Chicago  neighborhoods  is  Walgreens, 
America's  leading  drug  store  chain. 
Founded  in  Chicago  in  1901,  Walgreens 
has  been  a  pioneer  in  pharmaceutical 
design  and  marketing  and  operates 
more  than  3,000  stores  in  43  states 


and  Puerto  Rico.  Among  its  many  inno- 
vations are  self-service  features,  intro- 
duction of  child-proof  containers  before 
it  was  required  by  law,  computerized 
prescription  services  and  establish- 
ment of  the  online  pharmacy. 

In  recent  years,  Walgreens  has  been 
expanding  at  an  exponential  rate:  1,800 
new  stores  since  1995,  462  in  just  the 
past  year  and  500  new  stores  planned 
for  next  year.  Despite  this  ever-expand- 
ing empire,  company  Chairman  L.  Daniel 
Jorndt  says  that  Walgreens  will  always 
view  Chicago  as  its  hometown. 

"No  matter  how  many  cities  in  Ameri- 
ca we  serve,  this  one  defines  who  we  are 


—  optimistic,  loyal  and  hardworking,  with 
a  build-for-tomorrow  mind-set.  You  won't 
find  a  better  business  town,"  he  says. 

As  the  nation's  14th-largest  retailer, 
Walgreens  is  also  one  of  the  leading 
jobs  producers  in  Chicago  with  more 
than  13,000  employees  working  at 
325  stores  within  the  city.  To  help  find 
qualified  personnel,  Walgreens  partici- 
pates in  a  program  with  the  Chicago 
Public  Schools  that  trains  students  for 
jobs  and  careers  in  the  retail  industry. 
With  a  grant  from  the  Illinois  Depart- 
ment of  Commerce  and  Community 
Affairs,  the  READY  program  (Retail  and 
Education  Alliance  for  Development  of 
Youth)  was  developed  by  Target  Group, 
a  Chicago  management  consulting  firm 
that  specializes  in  human  capital  devel- 
opment. 

The  READY  program  has  trained 
more  than  1,300  students  from  a 
dozen  Chicago  high  schools  to  work 
with  leading  retailers  like  Gap,  Marshall 
Field's  and  Eddie  Bauer.  The  program 
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ayor  Daley  has  positioned  Chicago  for  the 
next  growth  spurt  by  creating  a  very  good 
lifestyle  for  young  and  middle-aged  workers 
and  their  families." 
—  J,  Paul  Beitler,  Chairman, 
Douglas  Elliman-Beitler 


includes  classroom  training,  summer 
jobs  between  students'  junior  and 
senior  years,  after-school  jobs  and  a 
certificate  issued  by  the  Illinois  Retail 
Merchants  Association  that  qualifies 
students  for  above-entry-level  positions 
upon  graduation  from  high  school. 
READY,  which  has  become  a  nationally 
recognized  "education-to-career"  pro- 


gram, also  runs  a  state-of-the-art  com- 
puterized training  center  at  Oak  Brook 
Plaza,  a  large  retail  mall  in  the  western 
suburbs. 

"READY  is  both  about  exposing 
young  people  to  jobs  and  helping  this 
rapidly  growing  industry  find  qualified 
workers,"  says  Target  President  Joe 
Williams.  "The  key  to  our  success  is 


that  the  industry  is  fully  involved  in 
training  the  kids  and  giving  them  jobs, 
and  the  Chicago  Public  Schools  are 
fully  committed  to  the  program.  You 
have  to  have  both." 

Downtown,  the  2.6-million-square-foot 
State  Street  shopping  district,  once  the 
city's  busiest,  is  recapturing  some  of  its 
former  status  with  the  return  of  a  Sears 
department  store,  a  24-hour  fresh  food 
market  and  a  soon-to-be-rehabilitated 
Carson  Pirie  Scott  department  store. 
Yet  the  crown  prince  of  Chicago  retail- 
ing is  the  ever-popular  North  Michigan 
Avenue.  Chicago's  "Magnificent  Mile" 
boasts  3  million  square  feet  of  retail 
space,  14  million  square  feet  of  com- 
mercial space,  460  stores,  230  restau- 


Exelon,  the  parent  company  of  ComEd, 
is  proud  to  call  Chicago  home. 


Exelon 


Welcome  change. 


www.exeloncorp.com 
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I 


e  balance  of  supply  and  demand  for 
cohiffiercial  real  estate  in  Chicago  is  right 
where  it  should  be  —  growing  at  a  very 
healthy  pace,  but  still  very  affordable, 
compared  with  other  big  cities." 
—  Michael  Reschke,  Chairman, 
Prime  Group  Realty  Trust 


rants,  18,000  hotel  rooms,  100,000 
daily  workers  and  26,000  residents. 
Among  the  top  names  in  retailing  with 
a  Michigan  Avenue  address  are  Bloom- 
ingdale's,  Neiman  Marcus,  Marshall 
Field's,  Crate  and  Barrel,  FAO  Schwarz, 
Lord  &  Taylor  and  others. 

Earlier  this  year,  Nordstrom  opened 
a  new  Michigan  Avenue  flagship  store 
within  a  2.1-million-square-foot  devel- 
opment known  as  North  Bridge.  Built 
by  John  Buck,  one  of  Chicago's  leading 
developers,  the  multiuse  development 
includes  tenants  like  DisneyQuest  and 
ESPN  Zone,  as  well  as  movie  theaters, 
hotels,  luxury  apartments  and  restau- 
rants. Buck  also  has  under  way  a  1.3- 
million-square-foot  office  tower  on 
Wacker  Drive  and  a  40-story  office  and 
residential  tower  in  River  North,  as  well 
as  an  extensive  portfolio  managing 
and  leasing  some  of  Chicago's  iand- 
mark  buildings,  including  Sears  Tower. 

With  400  employees  in  his  full-ser- 
vice real  estate  firm,  Buck  credits  the 
high  quality  of  Chicago's  workforce  as 
a  key  to  his  success,  saying,  "There 
may  be  a  better  city  to  work  in  than 
Chicago,  but  I  can't  think  of  one. 
Chicago's  Midwest  work  ethic,  diverse 
population,  culture  and  economy  have 


made  it  a  great  city  to  invest  in  and 
build  a  company." 

Tourism  Boom  Sparks 
Hotel  Construction 

Downtown  Chicago  also  is  thriving  with 
hotel  construction.  Chicago-based  Hyatt 
Hotels  Corp.  just  completed  its  brand- 
new  203-room  Park  Hyatt  Hotel  in  a  67- 


story  Michigan  Avenue  building  code- 
veloped  by  the  local  Pritzker  family  that 
also  includes  117  luxury  condomini- 
ums. It's  one  of  119  hotels  in  the  U.S., 
Canada  and  the  Caribbean  managed  by 
Chicago-based  Hyatt,  whose  sub- 
sidiaries operate  another  80  hotels  and 
resorts  in  36  countries  throughout  the 
world.  According  to  Hyatt  President 
Scott  Miller,  Chicago  is  one  of  the 
hottest  hotel  markets  anywhere. 

"Chicago  continues  to  be  a  burgeon- 
ing city,  nearly  busting  at  the  seams,  and 
it's  only  fitting  that  the  Pritzker  family  and 
Hyatt  mirror  that  growth,  creating  more 
new  hotels  in  the  last  two  years  than  in 
the  previous  ten,"  Miller  says. 

More  than  5,000  new  hotel  rooms 
will  open  downtown  by  2003,  raising 
the  area  inventory  to  nearly  35,000. 


Timeless  Wrigley  Field,  the  oldest  ballpark  in  Major  League  Baseball's  National 
League,  draws  more  than  2  million  fans  every  year. 


Driving  the  demand  is  Chicago's  thriv- 
ing convention  and  tourism  industry, 
which  last  year  drew  a  record  30  million 
business  and  leisure  travelers  while 
employing  132,000  people  and  gener- 
ating $9  billion  for  the  economy,  accord- 
ing to  the  Chicago  Convention  and 
Tourism  Bureau.  The  bureau,  in  part- 
nership with  the  Chicago  Office  of 
Tourism  and  the  State  of  Illinois,  mar- 
kets the  city  worldwide.  With  McCormick 
Place,  America's  largest  convention 
center,  as  its  drawing  card,  Chicago  has 
been  the  number  one  city  for  business 
travel  for  many  years,  while  growth  in 
tourism  —  both  domestic  and  interna- 
tional —  has  made  Chicago  the  fourth- 
most-visited  city  in  the  nation. 

Major  events  of  recent  years  — 
including  the  World  Cup  in  1994,  the 
highly  popular  Monet  exhibit  in  1995, 
the  Democratic  National  Convention  in 
1996,  the  phenomenally  successful 
"Cows  on  Parade"  street  art  exhibit  of 
1999  and  the  Millennium  Dinner  at  the 
turn  of  the  century,  featuring  two  people 
from  every  country  in  the  world  —  have 
all  drawn  attention  to  the  city  and  bol- 
stered its  international  reputation. 

Today,  Chicago's  world-class  archi- 
tecture as  well  as  its  world-renowned 
blues  and  jazz  music  draw  millions  of 
visitors  from  across  the  globe.  No  other 
city  offers  as  much  free  musical  enter- 
tainment as  Chicago,  and  none  in  a  set- 
ting as  magnificent  as  the  city's  lake- 
front  park.  No  other  city  has  a  museum 
campus  like  Chicago's,  which  features 
three  world-class  nature  museums  sit- 
uated at  the  foot  of  Grant  Park  on 
Chicago's  lakefront. 

The  city's  latest  attraction  is  a 


$270  million  park  and  indoor/outdoor 
concert  space  featuring  a  band  shell 
designed  by  Frank  Gehry,  whose  dra- 
matic design  for  the  Bilbao  Guggen- 
heim museum  has  single-handedly 
turned  a  provincial  town  in  northern 


Spain  into  an  international  tourist 
attraction.  Now  under  construction  in 
the  northwest  corner  of  Grant  Park,  its 
completion  in  2002  will  add  16  acres 
of  green  space  to  Chicago's  front  yard 
while  serving  as  the  permanent  home 
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'The  fact  that  Chicago's  housing  prices  aren't 
rising  as  fast  as  other  cities  is  a  strength, 
not  a  weakness.  It's  a  conripetitive  advantage." 
—  Millie  Rosenbloom,  President, 
Chicago  Association  of  Realtors 


for  numerous  dance  and  performance 
groups. 

Chicago  Convention  and  Tourism 
Bureau  Chief  Executive  Officer  Jim 
Reilly  says  the  city  is  on  the  verge  of  a 
major  breakthrough  as  a  center  of 
tourism.  Research  indicates  that  many 
people  who  have  never  been  to  Chica- 
go do  not  realize  it  is  located  on  Lake 
Michigan,  or  that  its  29  miles  of  water- 
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convention  and  tourism  bureau 


front  are  dotted  with  beaches  and  boat 
harbors.  Many  others  still  think  Chica- 
go is  a  Rust  Belt  city  whose  best  days 
are  behind  it  and  are  not  aware  of  the 
variety  of  cultural,  recreational  and 
entertainment  amenities  here. 

"So  much  about  Chicago  has  changed 
for  the  better  that  if  you  haven't  been 
here  in  the  last  10  years,  you  haven't 
been  to  Chicago,"  says  Reilly,  adding 


that  $5  million  in  new  state  funding  for 
tourism  marketing  will  help  remake 
Chicago's  image  abroad. 

Chicago  also  participates  in  a  Sister 
Cities  program,  which  sponsors  busi- 
ness and  cultural  exchanges,  along  with 
21  other  cities  around  the  world.  These 
include  Paris,  Prague,  Milan,  Moscow, 
Shanghai,  Shenyang  and  Osaka,  as  well 
as  several  others  in  Africa  and  the 
Middle  East.  Earlier  this  year,  a  delega- 
tion of  Chicago  officials  and  business 
executives  spent  10  days  in  China  dis- 
cussing business  opportunities. 

Pam  McDonough,  director  of  the 
state's  job-creation  agency,  the  Illinois 
Department  of  Commerce  and  Commu- 
nity Affairs  (DCCA),  considers  tourism, 


*"*VWre  Chicago  area's 
100  colleges  and 
universities  have 
helped  to  produce 
more  Nobel  Prize 
winners  than  those 
of  any  other  city  in 
the  world. 
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Chicago  candymakers  like 
M&M/Mars  account  for 
one-third  of  all  confections 
products  made  in  the  U.S. 


economic  development  and  quality  of  life 
to  be  three  legs  of  the  same  stool.  Her 
department  operates  nine  foreign  trade 
offices  in  Asia,  Europe,  Africa  and  North 
America  that  promote  international  busi- 
ness and  tourism.  "We've  effectively 
married  tourism  and  economic  develop- 
ment. By  promoting  Chicago  as  a  world- 
class  city,  it's  easier  to  sell  Chicago  as  a 
great  place  to  live  and  start  a  business," 
McDonough  explains. 

Manufacturing  Roots  Remain  Strong 

While  the  perception  of  Chicago  as  an 
industrial  center  may  not  reinforce  the 
city's  emerging  image  as  a  tourism 


"The  strength  of  the  Chicago  area  has  always  been 
linked  to  our  role  as  the  nation's  crossroads.  By 
investing  in  our  airports,  we're  making  sure  this 
entire  region  stays  strong  for  decades  to  come." 
—  Thomas  R.  Walker,  Commissioner, 
Chicago  Department  of  Aviation 
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mecca,  manufacturing  remains  the  back- 
bone of  the  local  economy.  With  almost 
650,000  manufacturing  jobs  in  the  met- 
ropolitan area,  Chicago  is  the  number 
one  manufacturing  center  in  the  nation. 
Leading  products  include  food  and 
candy,  office  supplies,  fabricated  metals, 
clothing,  cars,  electrical  and  transporta- 
tion equipment,  printing  and  publishing, 
tools,  toys  and  musical  instruments. 

Though  manufacturing  has  shrunk 
dramatically  since  its  mid-1950s 
heyday,  the  sector  has  stabilized  and 
begins  the  new  century  strong  and 
growing  with  a  talented  labor  pool,  effi- 


cient distribution  networks  and  easy 
access  to  raw  materials.  For  example, 
Chicago  became  the  nation's  candy 
capital  due  to  its  proximity  to  the  dairy 
farms  of  southern  Wisconsin  and  corn 
oil  producers  in  Illinois.  As  a  result, 
companies  like  M&M/Mars,  Tootsie 
Roll,  Brock  and  Brach's,  Ferrara  Pan, 
Wrigley's  and  Archibald  Candy  operate 
some  of  the  nation's  largest  candy-pro- 
duction facilities  here.  The  industry's 
17,000  workers  represent  more  than 
15%  of  the  candy  workforce  in  the 
entire  country.  One-third  of  all  national 
candy  sales  are  for  products  manufac- 


tured in  the  Chicago  area, 
representing  $4  billion  for 
the  local  economy. 

"In  Chicago,  we  still  make 
a  lot  of  things  people  use 
every  day,"  says  Mayor  Daley, 
adding,  "We're  not  just  high- 
tech, tourism,  finance  or  man- 
ufacturing. We  have  every- 
thing here.  That's  why  we'll  do 
well  in  the  New  Economy." 

Children  across  the  country  play  Bally 
pinball  machines  and  pull  Radio  Flyer 
toy  wagons  made  here,  while  their 
infant  siblings  go  to  sleep  each  night 
on  mattresses  made  at  Chicago-based 
Kolcraft,  America's  number  one  crib 
manufacturer.  Other  nationally  recog- 
nized products  include  Riddell  football 
helmets,  Hellmann's  mayonnaise,  Kee- 
bler  ice  cream  cones,  Clorox  bleach, 
Kool-Aid  drink  mixes,  Bay's  muffins, 
Jay's  potato  chips  and  R.  S.  Owen's  cov- 
eted Oscar,  Emmy  and  Clio  awards. 
The  health  of  manufacturing  in  Chicago 
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"Exelon  will  be  the  start  of  something  special,  a  new  breed  of 
utility  services  company,  tailor-made  for  today's  competitive  power 
environment.  We're  already  delivering  value  to  our  shareholders." 
—  Corbin  A.  McNeill,  Jr.,  Chairman  &  CoCEO 
and  John  W.  Rowe,  President  &  CoCEO,  Exelon 


is  a  result  of  an  aggressive  effort  by  the 
city  and  the  state  to  help  businesses 
locate  or  expand  here.  Helping  to  lead 
the  effort  is  Paul  O'Connor,  a  seasoned 
marketing  executive  tapped  by  Mayor 
Daley  to  head  the  newly  established 
business  outreach  association,  World 
Business  Chicago.  While  technology  is 
viewed  as  the  sexy  new  industry  in 


What  makes 

CenterPoint 

the  Industrial  Landlord 
of  Choice  in  Chicago? 


That's  easy. 


It's  our  rapid  response  to  meeting  the 
needs  of  our  customers,  and  the  flexibility 
we  apply  in  doing  it.  We  try  to  anticipate 
your  real  estate  concerns  and  have  ready 
solutions  that  fit  your  needs.  Our  financial 
strength  means  we  can  back  that  up.  As 
your  business  grows  and  changes,  you'll 
find  CenterPoint  can  continue  to  help  you 
achieve  your  goals. 


£o|^CenterPoint 

PROPERTIES* 

"Where  Industry  Works 

Oak  Brook.  IL  tel  630.586.8000 
www.centerpoint-prop.cotn 


Chicago's  downtown  lighting  plan  has  helped  illuminate  the  city's  architectural  treasures. 
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"We  not  oniy  have  a  lot  of  high-tech  compa- 
nies, we  put  technology  products  to  work  in 
our  diverse  economy." 
—  Paul  O'Connor,  Executive  Director, 
World  Business  Chicago. 


Chicago,  O'Connor  understands  that 
the  city's  existing  business  base  is 
crucial  to  the  success  of  high-tech 
startups. 

"We  not  only  have  a  lot  of  high-tech 
companies,  we  put  technology  products 
to  work  in  manufacturing,  in  health 
care,  in  printing,  in  construction  and  on 
and  on  throughout  our  diverse  econ- 
omy. Like  every  other  business  in  the 
world,  high-tech  companies  need  sales, 
and  we  have  the  customers.  They  also 
need  lawyers,  accountants,  advertising 
and  distribution  —  all  areas  where  we 
lead  as  well,"  O'Connor  says. 

The  city's  clubby  business  commu- 
nity provides  many  opportunities  for 
networking  with  Chicago's  corporate 
titans.  Tuxedoed  gatherings  spon- 
sored by  the  Economic  Club  of  Chica- 
go feature  after-dinner  speeches  by 
presidents  and  other  prominent 
national  and  international  political 
and  business  leaders.  The  Executive 
Club  power  lunches  tilt  more  toward 
the  hard  chargers  in  the  New  Econo- 
my, while  the  City  Club's  weekly  gath- 
erings are  more  likely  to  feature  well- 
known  figures  from  politics  and 
journalism.  Any  junior  executive  with 
a  modest  measure  of  moxie,  or 
simply  the  price  of  admission,  can  get 
into  these  events  and  rub  shoulders 
with  Chicago's  business  elite. 


Productive  Partnership  Between 
City  and  State 

Although  they  come  from  different  polit- 
ical parties,  Mayor  Daley  and  Governor 
Ryan  have  proved  to  be  a  very  effective 
tag  team  in  keeping  business  in  the 
Chicago  area,  collaborating  on  a  number 
of  successes.  Recently  the  two  leaders 
worked  together  to  relocate  Solo  Cup,  a 
500-employee  manufacturer  of  dispos- 


able kitchenware,  to  a  580-acre  brown- 
fields  site  on  the  Far  South  Side. 

The  City  of  Chicago's  Department  of 
Planning  and  Development  aggressive- 
ly works  to  attract  and  retain  business 
using  tax-increment  financing,  restoring 
brownfield  properties  throughout  the 
city's  many  industrial  corridors  and  offer- 
ing low-interest  loans,  property  tax  relief 
and  other  financial  incentives.  As  a 
result,  Chicago  has  become  a  national 
leader  in  the  development  of  urban 
industrial  parks.  The  site  of  Chicago's 
legendary  Stockyards  slaughterhouses 
on  the  South  Side  has  been  complete- 
ly redeveloped  into  a  modern  industrial 
park  with  landscaped  entrances,  new 
streets  and  more  than  250  companies 


IF  YOU  CHOOSE  A  TECHNOLOGY  "DREAM  TEAM," 
THEY  COULD  ALL  HAVE  THE  SAME  ALMA  MATER: 


Because  every  DeVry  student 
gains  valuable  business-oriented 
knowledge  from  a  technology - 
focused  curriculum — knowledge 
sought  after  by  the  nation's 
leading  companies.  With  these 
credentials,  93%  of  DeVry 
graduates  are  working  in  their 
chosen  field  within  six  months  of 
graduation.  Today's  fast-paced 
business  environment  requires 
employees  to  start  at  full  speed. 
DeVry  graduates  are  ready  to 
succeed  from  day  one.  Visit  us 
at  www.devry.edu. 
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/an  Kampen  has  a  long,  rich  history  in 
the  Chicago  area,  and  we're  committed  to 
supporting  Chicago's  true  wealth  —  its 
people  —  by  giving  back  to  the  community." 
—  Richard  F.  Powers  III, 
President  &  CEO, 
Van  Kampen  Investments 


that  employ  in  excess  of 
17,000  people.  Goose  Island 
industrial  corridor  on  the  North 
Side,  largely  inactive  a  decade 
ago,  today  has  over  three 
dozen  companies  employing 
5,000-plus  people,  in  part  due 
to  the  city's  infrastructure  im- 
provements and  financial 
assistance. 

Chicago  Planning  and  Devel- 
opment Commissioner  Christo- 
pher Hill  says  Chicago  will  do 
"whatever  it  takes"  to  keep  major  manu- 
facturers in  the  city.  "Whether  it's  some- 
thing simple  like  a  driveway  permit  or 
license  renewal  —  or  something  as  com- 
plex as  a  plant  relocation  or  environ- 
mental  remediation   effort  —  we 
respond,"  Hill  adds.  "We've  become  very 
good  at  anticipating  the  needs  of  busi- 
ness and  addressing  them." 

Hill's  department  runs  an  expediting 
office  called  Business  Express,  whose 
sole  function  is  to  cut  red  tape  on 
behalf  of  Chicago  companies.  Another 
group  assembles  land  packages  for 
neighborhood  retail  centers,  while 
others  link  existing  Chicago  companies 
to  technology  consultants  and  service 
providers  to  help  them  modernize  and 


Chicago's  22  industrial  corridors  benefit  from 
stable  land-use  designations  and  a  variety  of  ongoing 
infrastructure  improvements. 

become  more  competitive. 

"We  have  an  obvious  interest  in 
seeing  our  older  companies  adapt  to 
the  New  Economy,  so  we're  here  to 
make  the  necessary  links  and  help 
them  succeed,"  Hill  says,  citing  the 
city's  assistance  with  the  recent  relo- 
cation of  Stylemaster,  a  150-employee 
storage  container  manufacturer,  to  a 
62-acre  site  on  the  Southwest  Side 

DCCA  Director  Pam  McDonough 
brings  a  self-described  "take-no-prison- 
ers" approach  to  job  retention,  devel- 
oping a  toolbox  of  tax  incentives,  infra- 
structure improvements  and  other 
enticements  to  expand  the  Illinois  job 
market.  She  points  out  the  recent  deci- 
sion by  Medline  industries,  the  largest 


privately  owned  medical  supplier  in  the 
country,  to  stay  at  its  suburban  Chicago 
location,  retaining  920  jobs  and  creat- 
ing 240  new  ones,  as  a  result  of  her 
department's  efforts. 

The  chief  weapon  in  the  state's  job- 
creation  arsenal  is  a  package  of  tax 
incentives  called  EDGE  (Economic 
Development  for  a  Growing  Economy), 
n  the  year  since  EDGE  was  created, 
DCCA's  success  rate  in  retaining 
companies  that  were  actively  weigh- 
ing offers  to  relocate  out  of  state 
rose  from  17%  to  46%. 

"We're  very  aggressive  about  cut- 
ting off  job  raiders  and  marketing  our 
assets,"  McDonough  asserts. 

According  to  Mayor  Daley's  tech- 
nology point  person,  Katherine  Gehl, 
the  interface  of  Old  Economy  and 
New  Economy  companies  is  the 
source  of  Chicago's  vitality. 

"Chicago  is  the  place  where  folks 
are  rolling  up  their  sleeves  and  step- 
ping up  to  the  central  challenge  of 
taking  sophisticated  Internet  technolo- 
gies and  melding  them  with  deep 
industry  expertise  and  knowledge  of 
business  processes,"  Gehl  says. 

McDonough  drives  home  the  point: 
"I  don't  even  distinguish  between  Old 
and  New  Economy.  Basically,  it's  just 
smart  companies  adapting  to  the 
modern  way  of  doing  business.  That's 
the  real  point  of  technology." 

Transportation  Made  Easy 

For  all  its  many  assets  in  terms  of  its 
workforce,  history  and  diversity,  Chica- 
go's most  tangible  asset  for  business 
remains  its  location  and  its  trans- 
portation infrastructure.  Every  execu- 
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"Chicago  is  the  place  where  thinkers  and 
doers  come  together  and  turn  good  ideas 
into  meaningful  accomplishments.  Whether 
or  not  we  invent  it,  we  know  how  to  apply  it." 
—  Dr.  Henry  Venta,  Dean, 

Graduate  School  of  Business, 

Loyola  University 


tive  who  talks  about  the  city's 
strengths  emphasizes  that  you  can 
get  to  any  place  in  the  world  from 
Chicago  far  easier  than  from  any 
other  place  in  the  world. 

Beginning  with  the  railroads  150 
years  ago,  Chicago  has  grown  to 
become  the  nation's  busiest  freight 
distribution  hub.  Two  major  east-west 
and  two  major  north-south  interstates 
converge  here,  as  do  all  nine  of  the 
country's  Class  One  railroads. 

Since  the  dawn  of  modern  aviation, 
Chicago  has  had  one  of  the  world's 
busiest  airports,  first  at  Midway  and 
today  at  O'Hare.  The  two  facilities 
are  the  region's  leading  economic 
engines,  generating  some  $35  billion 
in  annual  economic  activity  and 
accounting  for  approximately  365,000 
jobs,  according  to  a  recent  study  by 
Booz-Allen  &  Hamilton.  Business  Trav- 
eler International  just  named  O'Hare 
the  Best  Airport  in  North  America  for 
the  third  year  in  a  row. 

As  the  nation's  only  dual-hub  air- 
port, with  both  United  and  American 
based  there,  O'Hare  offers  direct 
flights  to  more  destinations  than  any 
airport  in  the  world.  Moreover,  unlike 
New  York,  L.A.,  Denver  and  other  lead- 
ing airport  hubs,  both  O'Hare  and 


Midway  airports  are  accessible  by 
rapid  transit  lines. 

Recognizing  the  vital  importance  of 
the  airports,  Chicago  has  embarked 
on  a  monumental  investment  program 
at  both  locations  to  increase  capaci- 
ty and  efficiency  and  improve  service 
to  the  90  million  passengers  arriving 


at  and  departing  from  Chicago  each 
year.  At  O'Hare,  the  $2.3  billion  World 
Gateway  Program  includes  two  new 
passenger  terminals,  reconfiguration 
of  an  existing  terminal  and  two  new 
customs  facilities,  as  well  as  gate 
improvements  to  accommodate  larger 
and  quieter  airplanes. 

At  Midway  Airport,  which  has  experi- 
enced phenomenal  growth  in  recent 
years  and  served  a  record  13  million 
passengers  in  1999,  a  brand-new 
$750  million  terminal  will  open  in  the 
spring  of  2001.  Its  construction  will 
increase  the  number  of  gates  from  28 
to  41,  as  well  as  add  modern  business 
facilities,  a  six-story  parking  garage  and 
all  of  the  other  state-of-the-art  ameni- 
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•  Up  to  20  blocks  cleared  for  development 

•  Adjacent  to  World  Class  Universities 
and  Medical  Centers 

>  Major  public  transportation  and 
highway  access 

•  TIF  District,  Enterprise  Zone; 
State  Development  Incentives 

•  Chicago  Technology  Parte 
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"People  are  always  stunned  by  how  large 
and  how  diverse  we  are.  There  is  no  other 
city  remotely  as  diversified  as  Chicago." 
—  John  Gates,  CEO, 

Centerpoint  Properties  Trust 


ties  expected  of  a  modern  airport.  Fur- 
thermore, it  will  allow  more  convenient 
access  to  public  transit,  new  shops, 
stores  and  restaurants.  When  the 
renovations  are  completed  in  2004, 
Midway  will  comfortably  accommodate 
17  million  passengers  annually. 

Chicago's  Aviation  Commissioner 
Thomas  R.  Walker  considers  the  airport 
capital  program  essential  to  ensuring 
economic  strength  in  Chicago  in  the 
new  century.  "The  strength  of  the  Chica- 
go area  has  always  been  linked  to  our 
role  as  the  nation's  crossroads.  By 
investing  in  our  airports,  we're  making 
sure  this  entire  region  stays  strong  for 
decades  to  come,"  he  says. 

Equally  important  from  the  busi- 
ness community's  standpoint  are  the 
city's  outstanding  mass  transit 
resources,  including  the  Chicago  Tran- 
sit Authority  (CTA),  Metra,  the  subur- 
ban rail  system,  and  PACE,  a  subur- 
ban bus  system.  With  almost  1,200 
rail  cars  and  1,900  buses,  the  CTA 
moves  approximately  450  million  pas- 
sengers each  year,  including  half  a 
million  people  into  the  central  busi- 
ness district  every  workday. 

Thanks  to  the  state's  $12  billion  infra- 
structure program  and  the  region's  pow- 
erful presence  in  Washington,  the  CTA  is 
undergoing  massive  renovations  to  keep 
it  viable  in  the  new  century.  Metra,  widely 
regarded  as  the  top  commuter  rail  system 


in  the  country,  also  is  expanding  through- 
out the  suburbs  and  brings  more  than 
130,000  people  downtown  each  day. 

Civic  Leadership  Takes  Many  Forms 

Chicago's  generous  and  committed 
business  leadership  supports  the  city's 
world-class  cultural  anchors  like  the 
Chicago  Symphony,  the  Lyric  Opera,  the 
Joffrey  Ballet,  the  Field  Museum  of  Nat- 
ural History,  the  Museum  of  Science 
and  Industry,  the  Chicago  Art  Institute 
and  more  than  200  theater  companies. 
Local  business  leaders  also  are  dedi- 
cated allies  in  all  of  the  city's  top  initia- 
tives, including  the  technology  push  of 
recent  years,  school  reform,  airport 
expansion  and  sensible  growth. 

Home  to  major  givers  like  the 
MacArthur  Foundation,  the  Joyce  Foun- 
dation and  the  Chicago  Community  Trust, 


Chicago  has  business-backed  planning 
and  policy  groups  like  the  Metropolitan 
Planning  Council,  Chicago  United  and  the 
Civic  Committee  of  the  Commercial  Club 
that  play  an  active  role  in  shaping  and 
implementing  public  policy. 

"My  counterparts  in  other  cities  are 
begging  us  for  advice  about  how  to  get 
their  business  leaders  involved,"  says 
MarySue  Barrett,  president  of  the  Met- 
ropolitan Planning  Council,  which 
includes  60  of  the  city's  top  business 
leaders  on  its  board. 

"We  literally  have  hundreds  of  exec- 
utives serving  on  committees,  identi- 
fying pressing  issues  and  building 
consensus.  They're  not  afraid  to  roll 
up  their  sleeves  and  get  directly 
involved  in  very  tough  and  complicat- 
ed issues  like  the  mismatch  between 
jobs  and  affordable  housing,  school 
reform  and  school  funding,  infra- 
structure improvements  and  traffic 
gridlock.  Companies  like  LaSalle 
Bank,  Aon  Insurance  and  Illinois  Tool 
Works  are  some  of  our  biggest  back- 
ers. They're  always  there  when  we 
need  them,"  Barrett  says. 


i 


Five  new  or  rehabilitated  theaters  totaling  more  than  7,000 
seats  have  revitalized  the  North  Loop  theater  district. 
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"No  matter  how  many  cities  in  America  we  serve, 
this  one  defines  who  we  are  —  optimistic,  loyal 
and  hardworking,  with  a  build-for-tomorrow  mind-set 
that's  always  meant  'Chicago.'  You  won't  find  a 
better  business  town." 
—  L  Daniel  Jorndt,  Chairman  &  CEO, 
Walgreens  Co. 


The  Future? 
It  Gets  Even  Better 

As  Chicago  looks  toward  the 
horizon,  there  is  much  to  be  bull- 
ish about.  The  Chicago  Housing 
Authority,  which  administers 
public  housing  in  the  city,  has 
new  leadership  appointed  by  the 
mayor  and  a  mandate  to  tear 
down  high-rise  buildings  that 
have  kept  public  housing  resi- 
dents socially  and  economically 
isolated  for  decades.  Mayor 
Daley  plans  to  replace  them  with 
mixed-income  communities  that 
offer  a  better  quality  of  life  and 
meaningful  job  opportunities  to 
the  city's  50,000  public  housing 
residents  and  67,000  others 
living  in  publicly  subsidized  apartments 
throughout  the  metropolitan  area. 

Approximately  350  acres  of  land  at 
O'Hare  Airport  vacated  by  the  military 
in  the  mid-1990s  is  slated  for  com- 
mercial redevelopment,  promising 
even  more  jobs  at  the  region's  biggest 
economic  engine.  Already,  United  Air- 
lines has  relocated  its  headquarters 
from  suburban  Elk  Grove  Village  to 
O'Hare,  and  a  host  of  planned  ware- 
housing and  distribution  operations 
guarantee  that  the  world's  best  air- 


Chicago's  Lake  Shore  Drive  offers  easy  access  to  the  city's 
eight  boat  harbors  and  29  miles  of  lakefront  parkland. 


port  will  get  busier  and  better  in  the 
years  ahead. 

A  comprehensive  effort  to  make  the 
Chicago  River  more  of  an  asset  for  the 
city  is  yielding  new  river  walks,  canoe 
launches,  scenic  overlooks  and  fishing 
stations. 

Soldier  Field,  home  of  the  Chicago 
Bears,  may  finally  get  a  long-overdue 
rehabilitation  that  could  add  19  acres  of 
parkland  to  the  lakefront,  as  well  as 
additional  parking  for  the  adjacent 
museum  campus.  It  will  provide  a  con- 


tinuing revenue  source  from 
concerts  and  sporting  events 
that  will  help  fund  parks  pro- 
grams throughout  Chicago. 

New    immigrants  from 
Poland,  former  Soviet  repub- 
lics, China,  Pakistan,  India, 
Africa,  the  Middle  East, 
Mexico  and  the  Caribbean 
keep  pouring  into  Chicago's 
ethnic  enclaves  sprinkled  through- 
out the  city,  bringing  with  them  their 
exotic  languages,  customs  and 
boundless  yearning  for  the  better 
life  Chicago  affords. 

Beyond  that,  Mayor  Daley's  inde- 
fatigable commitment  to  neighbor- 
hood investment  continues  to  gen- 
erate new  housing,  retail  and 
commercial  activity  in  long-neglect- 
ed corners  of  Chicago,  offering  the 
promise  of  more  convenient  shop- 
ping, jobs,  new  homes  and  better 
neighborhoods. 

No  one  can  accurately  predict  the 
future,  but  if  trends  mean  anything, 
Chicago  is  positioned  for  growth  — 
not  just  in  the  new  American  econo- 
my but  in  the  world  economy  —  and 
to  emerge  in  this  new  century  as  one  of 
the  great  urban  centers  of  all  time.  Like 
the  people  who  make  their  home  here, 
the  city  itself  is  both  humble  and  proud, 
friendly  yet  commanding,  highly  motivat- 
ed yet  more  easygoing  than  its  coastal 
counterparts. 

Chicagoans  begin  this  new  era  with 
little  to  prove,  but  plenty  to  do.  They 
know  their  strengths  and  where  they 
need  to  do  better.  Equally  important,  as 
has  been  shown  over  and  over  again, 
Chicagoans  are  confident  that  when 
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Get  the  Edge  in 
Business  and 
Technology 

Today's  business  world  is  characterized  by 
the  need  for  change  and  a  greater  alliance 
between  technology  and  business 
processes.  Loyola  University  Chicago's 
Graduate  School  of  Business  is  committed 
to  developing  programs  that  prepare  you  for 
the  challenges  of  e-business. 

Inspired  by  the  Jesuit  tradition  of  educating 
the  whole  person,  we  emphasize  the 
foundation  necessary  to  make  ethical 
decisions  in  today's  ever-changing  business 
environment.  Our  nationally  ranked  program 
includes: 

•  MBA  degree  with  15  specializations  from 
International  Business  to  E-Commerce 

•  MS  degree  in  Information  Systems 
Management 

•  MS  degree  in  Integrated  Marketing 
Communications 

•  MS  degree  in  Accountancy 

•  3  Graduate  Certificates  in 
E-Commerce,  Data  Warehousing  & 
Business  Intelligence,  and  Ethics 

Our  Water  Tower  campus  is  located  in  the 
heart  of  Chicago.  Many  companies  in  a 
broad  range  of  industries  are  headquartered 
here,  making  it  easy  for  students  to  network. 

To  learn  more  about  our  program: 
Call:  (312)  915-6120 
E-mail:  mba-loyola@luc.edu 
Visit:  www.gsb.iuc.edu 


Chicago's  Jesuit  University 

LOYOLA 
UNIVERSITY 
2  CHICAGO 


Large  concentrations  of  Chinese,  Polish,  Vietnamese,  Greek,  Italian,  Puerto  Rican, 
Slavic  and  Russian  immigrants  reside  in  Chicago's  77  neighborhoods. 


they  set  new  goals  for  themselves,  no 
matter  how  lofty  or  ambitious,  they 
have  the  talent,  the  energy  and  the  will 
to  achieve  them. 

Above  all,  Chicago  gets  more  and 
more  livable  each  year,  pulling  people, 
jobs  and  business  back  to  the  city, 
strengthening  the  tax  base  and  supply- 
ing new  energy  and  creativity.  When  all 
is  said  and  done,  Mayor  Daley,  in  his 
trademark,  down-to-earth  manner,  sum- 


marizes the  essential  strengths  that 
hold  the  promise  of  a  brighter  future  for 
Chicago  and  its  people:  "Whether  you're 
young,  old  or  in-between,  Chicago's  a 
great  place  to  live.  What  else  do  you 
need  to  know?"  ■ 

Peter  Cunningham  is  president  of 
Cunningham  Communications,  a  Chicago 
consulting  firm  serving  government  polit- 
ical, corporate  and  nonprofit  clients. 


Chicago  Means  Busine; 


an  eviuai  opportunity  educator 
ivola  University  of  Chicago. 


More  information  about  doing  business  in  the 
City  of  Chicago  and  the  incentives  available  to 
companies  that  relocate  or  expand  within  city 
limits  is  available  by  contacting: 
Chicago  Department  of  Planning  and  Developm* 
City  Hall 

121 N.  LaSalle  St.  #1000 
Chicago,  IL  60602 
312/744CITY 

Or  visit  the  city's  Web  site  at: 
www.cityofchicago.oig 
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\  publishing  giant  is  forced  to 
ind  new  ways  to  recruit  readers. 

Y  CHRISTOPHER  HELMAN 

FOR  THE  FIRST  TIME  IN  READER'S  DIGEST  HISTORY, 
subscription  cards  for  the  venerable  magazine  are 
fluttering  like  confetti  from  more  than  150  million 
telephone  books,  small-town  newspapers  and  popu- 
lar catalogs.  The  placement  is  part  of  a  three-year, 
!20-million  circulation  experiment  that  will  determine  the 
p-year-old  magazine's  future. 
For  three  decades  the  Reader's  Digest  Association  was  able 


i 


Turning  over  a  new  leaf:  John 
Klingel  woos  Digest  readers 
with  cameras,  commercials. 

to  keep  its  flagship  maga- 
zine's more  than  15  million 
subscribers  by  sending  out  40 
million  subscribe-and-win 
sweepstakes  solicitations  a 
year.  Reader's  Digest  fans  were 
suckers  for  sweepstakes,  and 
its  mailings  scored  20%  re- 
sponse rates.  Most  magazines 
averaged  2%. 

But  that  meant  the  Pleas- 
antville,  N.Y.-based  pub- 
lisher was  especially  vulner- 
able when  regulators 
cracked  down  on  misleading 
sweepstakes  pitches  in  the 
mid-1990s.  As  a  result, 
Readers  Digest  lost  a  stagger- 
ing 4  million  subscribers — a 
prodigious  loss  considering 
the  monthly  magazine  gets 
68%  of  its  $544  million  an- 
nual revenue  from  subscrip- 
tions. It  lost  more  than  cir- 
culation revenue,  too,  since 
Reader's  Digest  exists  so  that 
the  company  can  mine  its 
database  to  cross-sell  books, 
videos  and  CDs.  Those  items 
make  up  63%  of  the  publicly 
held  company's  total  sales. 
From  1995  to  1998  its  net 
income  plunged  from  $264 
million  to  $18  million  on 
revenue  that  slipped  from  $3 
billion  to  $2.6  billion. 

The  company  needed 
to  do  something  drastic. 
Last  year  it  finally  started  scrambling  for  new  ways  to  re- 
cruit subscribers  to  pay  $24.76  a  year  for  the  magazine. 
Overseeing  the  effort:  John  Klingel,  59,  a  former  consultant 
who  helped  launch  Martha  Stewart  Living  and  Vibe  mag- 
azines. Reader's  Digest  Association  Chairman  Thomas 
Ryder  brought  in  Klingel  and  gave  him  a  blank  check  to 
clean  up  the  circulation  mess. 

Older  women  are  the  magazine's  biggest  fans,  so  Klingel 
decided  to  start  with  them.  He  tried  posting  subscription  cards 
on  supermarket  bulletin  boards.  Scarcely  anyone  bothered  to 
tear  them  off.  Likewise,  inserts  with  credit  card  bills  didn't  land 
many  new  subscribers. 
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Reader's  Digest  shares  are 
creeping  up  from  a  trough  in 
1998,  but  remain  off  their  peak. 
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Other  efforts  were 
somewhat  more  suc- 
cessful. A  simple  mail- 
ing of  24  million  let- 
ters asking  recipients 
to  subscribe  to  the 
magazine  nabbed 
500,000  new  paid  sub- 
scribers— a  so-so  2% 
yield.  But,  at  a  cost  of 
30  cents  per  piece  of 
junk  mail  (list  rental, 
printing  and  postage), 
the  campaign  added 
subscribers  for  just 
$15  each,  cheaper  than 
the  $25  it  cost  to  land  each  one  in  sweepstakes  days. 

Still,  there  was  a  larger  group  of  prospects  who  would 
respond  only  to  getting  something  extra.  Klingel  started  re- 
lying more  on  premiums,  such  as  calendars,  road  atlases, 
Christmas  ornaments,  even  adding  a  cheap  35mm 
panoramic  camera.  They  helped  the  company  reel  in  2.3 
million  renewals  and  new  subscriptions  in  the  first  half  of 
2000,  making  it  the  first  year  since  Richard  Nixon  was  in  the 
White  House  that  tired  old  Reader's  Digest  scored  more 
subscribers  than  it  lost. 

Now  what?  Klingel  is  trying  to  land  younger  subscribers 
by  stuffing  subscription  cards  in  phone  books,  catalogs  and 
small-town  Sunday  newspapers.  There  will  also  be  big 
e-mail  and  television  commercials,  which  the  company  has 
not  done  before.  New  editor  Eric  Schrier,  who  joined  from 
Health,  is  running  spicier  articles  from  places  such  as 
Salon.com,  and  more  original  reporting.  He's  also  striking 
deals  to  get  Digest  pieces  turned  into  TV  segments  for  48 
Hours,  America's  Most  Wanted  and  other  shows. 

"What  the  Digest  did  was  ignore  everyone  who  didn't 
respond  to  sweepstakes,  so  I'm  having  a  field  day,"  says 
Klingel.  So  are  the  shareholders.  For  the  June  30, 2000  fiscal 
year  net  income  recovered  to  $164  million.  F 


Blonde  ambition:  Commercials  make  Digest  look  interesting,  hip. 


Tough  Mama 

Columbia  Sportswear  uses  no- 
nonsense  grit  to  beat  trendy  rivals. 

BY  KELLY  BARRON 

GERTRUDE  (MOTHER)  BOYLE,  76,  DOESN'T  TAKE  ANY) 
guff.  When  she  and  her  son  took  sleepy  Portland, 
Ore. -based  Columbia  Sportswear  public  two  years 
ago,  they  were  slammed  for  floating  a  paltry  6.4  million 
shares  and  hoarding  $102  million  of  $107  million  of  the  net 
proceeds.  Mother  Boyle's  harrumph:  "Eat  your  heart  out."! 

As  the  blunt  voice  and  stern  face  of  Columbia's  ad  cann 
paign,  Chairman  Boyle  gets  a  lot  of  mileage  from  com- 
ments like  that.  The  company  has  honed  its  no-nonsense 
image  by  linking  her  toughness  to  Columbia's  no-frills  out- 
door clothing.  One  print  ad  shows  her  with  a  faux  tattoc 
that  reads  "Born  to  Nag."  A  Leona  Helmsley  with  humor. 

So  far  the  company's  tough  act  is  paying  off.  Columbia 
Sportswear,  which  sells  everything  from  ski  suits  to  woo 
camouflage  hunting  bibs,  has  bested  such  rivals  as  The 
North  Face  by  avoiding  the  whims  of  fashion.  The  companj 
has  barely  tweaked  its  popular  Bugaboo  coat  in  17  years. 

For  2000,  Columbia's  earnings  are  expected  to  increas< 
70%  to  $56  million,  on  revenue  up  28%  to  $602  million 
Meanwhile,  its  stock — volatile  because  of  the  small  float- 
has  climbed  from  a  low  of  $16.38  a  year  ago  to  a  recen 
$41.50,  or  20  times  trailing  earnings.  Pretty  good  for  a  shak 
retail  climate  and  an  outdoor-clothing  category  that's  flat  a 
an  icy  pond.  "Some  companies  find  flash  mandatory,  bu 
it's  not  right  for  us,"  says  Tim  P.  Boyle,  who  runs  the  com) 
pany  day-to-day  and  owns  43%  of  it;  his  mom  has  17%. 
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Beautiful,  Elegant,  Sophisticated 


the  opulent  jeweled  objects  by  Peter  Carl  taberge. 


:  Photo:  Forbes  Chilteau  de  Balleroy,  Normandy,  France 


For  a  complete  lisi  of  The  Forbes  Collection111  licensed  companies,  please  contact:  J.G.  Stanley  &  Co.,  Inc.,  271  Madison  Avenue, 
Suite  708,  New  York,  NY  10016  Tel:  212-679-0079  Fax:  2 12-679-0296  Email:  jgstanky@jgstanley.com 
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There's  a  reason  for  the  conservatism.  In  1970 
Gert  Boyle,  then  a  housewife,  took  over  the  company 
from  her  husband  Neal  who  died  of  a  heart  attack. 
Two  years  later  Columbia  was  nearly  bankrupt.  And 
Tim,  then  a  college  student,  joined  the  company  to 
help  save  it.  Today  Columbia  carries  only  $27  million 
in  long-term  debt  and  approaches  growth  deliber- 
ately. The  company  relied  on  outdoor  clothing  sales 
for  most  of  its  history,  coming  late  to  the  sportswear 
and  shoe  business.  It  only  recently  started  grazing  on 
weaker  players,  buying  bootmaker  Sorel  from  its 
bankrupt  owner  this  year  for  a  cheap  $8  million. 

Cost-conscious  in  all  ways,  Columbia  maintains 
low  pricing  for  its  clothing.  With  370  sourcing  employ- 
ees in  Asia,  the  company  bargains  for  everything  from 
fabric  to  zippers,  enabling  it  to  price  a  top-notch  jacket 


A  RADICAL 
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Spokesmama:  Gertrude  Boyle  is  the  stern  face  of  Columbia  Sportswear. 


at  $400  versus  $600  for  a  similar  item  from  The  North  Face. 

And  then  there's  Mama,  who's  as  tough  as  her  ads.  At 
work,  she  is  known  for  scrutinizing  expense  reports,  needling 
managers  about  liquor  bills.  In  one  instance,  the  odd  ex- 
pense for  condoms  was  dashed  before  it  even  got  to  exacting 


Mother  Boyle.  (A  Columbia  manager  insists  the  rubbers  were 
used  to  protect  the  muzzles  of  hunting  rifles  on  a  sales  jun- 
ket.) As  for  the  company,  it  seems  well  insulated,  too.  Says 
Robert  Carr,  editor  of  SGB's  Inside  Sporting  Goods  newsletter: 
"As  long  as  it  gets  reasonably  cold,  they  have  a  business."  F 


Now  Hear  This ! 

Scrap  that  jingle.  What's  hot:  a  catchy 
audio  logo  that  is  instantly  recognizable. 

BY  DIRK  SMILLIE 

IN  WALTER  WERZOWA'S  HOLLYWOOD  SOUND  PLAYGROUND 
there  are  100  instruments,  from  a  42 -inch  Chinese  gong  to 
a  fretless  banjo.  His  studio  computer  has  some  97,000  dif- 
ferent sounds,  including  termites'  amplified  noshing. 

Marketers  are  paving  good  money  for  these  unique  com- 
binations of  sounds,  thanks  to  the  increasing  popularity  of 
two-  to  five-tone  audio  logos.  Those  are  the  short,  punchy 
musical  riffs  you  hear  at  the  end  of  a  commercial,  usually 
when  the  company's  logo  pops  onto  the  screen.  If  you  hear 
them  enough  the  sounds  can  become  shorthand  for  a  brand. 

From  the  roar  of  the  MGM  lion  to  the  "hoo-hoo"  of  the 
Pillsbury  Doughboy,  companies 
have  long  used  sounds  or  expres- 
sions as  a  communications  tool. 
But  Werzowa  and  other  sound- 
meisters  are  now  getting  a  record 
number  of  requests  for  audio  logos 
that  companies  hope  will  make 
them  stand  out  on  TV,  radio  and  the 
Internet.  This  month  IBM  will  un- 
veil a  sound  signature  for  its  e-com- 
merce  business  centers.  Cable  net- 
work Lifetime  recently  tacked  a 
two-note  melodic  reverb  to  its  logo,   Clutter  buster:  Walter  Werzowa  creates  audio  logos  that  companies  use  as  signature  sounds. 
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and  Comedy  Central  rolled  out  a  twangy  guitar^ 
riff  audio  logo.  "To  break  through  clutter,  you 
have  to  hear  a  product,  not  just  see  it,"  says! 
Allen  Adamson,  managing  director  of  brand 
consultancy  Landor  Associates. 

Sound  signatures  don't  need  translation 
Next  year  France  Telecom  will  introduce  its  owrj 
audio  logo  for  use  in  communications  across  Europe.  Back  in 
the  States  Lucent  hopes  you  have  noticed  the  whooshing 
sound  that  accompanies  its  red  ring-of-fire  logo  in  TV  com 
mercials.  That  sound — its  creator,  New  York  sound  man  MarN 
Barasch,  calls  it  "shimmery" — cost  the  company  $20,000. 

Intel  may  have  the  best-recognized  audio  button.  The 
three-second,  five-note  sound,  created  by  Werzowa,  echoej 
the  company's  slogan,  "In-tel  In-side."  Seems  simple,  but  the 
first  note  alone  is  a  mix  of  16  sounds,  including  a  tambourine 
and  a  hammer  striking  a  brass  pipe.  The  Intel  work  will  helj 
Werzowa's  shop,  Musikvergnuegen  (German  for  "enjoymem 
of  music"),  bring  in  $3.2  million  in  sales  this  year. 


INTRODUCING  FOLIO  INVESTING™ 

FROM  A  DIFFERENT  KIND  OF  ONLINE  BROKER 


Trying  to  pick  the  'right'  stocks  can  be  difficult  and  dangerous.  Diversification  is  a 
fundamental  investing  principle  and  now  you  can  achieve  it  instantly  at  FOLIOfn." 


FINALLY,  ONLINE  INVESTING 

FOR  THOSE 
WHO  DON'T  LIKE 

THROWING  DARTS 

Online  trading  makes  it  easy  to  invest.  It  also  makes  it  easy  for  many  investors  to  ignore  the  usual  safeguards.  Like 
building  a  diversified  portfolio. 

Introducing  FOLIO  investing  f rom  FOLIOfn. 

FOLIO  investing  gives  you  the  diversification  of  mutual  funds 
with  the  many  benefits  of  owning  the  stocks  yourself.  With 
FOLIO  investing,  you  can: 

•  Buy  portfolios  of  one  to  50  stocks  in  one  simple  transaction. 

•  Assemble  your  FOLIOs  from  the  ground  up  or  choose  from 
our  dozens  of  "Ready-to-Go"  FOLIOs,  like  the  Forbes* 40  FOLIO. 

•  Invest  in  a  sector,  an  index,  or  any  group  of  stocks  you  like. 

•  Trade  stocks  in  your  FOLIOs  as  often  as  you  want,  commission-free. 

•  Avoid  the  fees  and  annual  tax  bill  you  get  from  mutual  funds. 
All  this  for  a  flat  fee  of  $29.95  per  month.* 

Sound  good?  Sign  up  now  and  get  30  DAYS  FREE.  Visit 
us  at  www.foliofn.com/fm  or  call  1-877-MY-FOLIO  and 

stop  guessing,  start  investing. 


NOW  INVEST  LIKE  THE  RICHEST 


AMERICANS  WITH  OUR  FORBES  40  FOLIO 


Order 
Action 


Symbol 

AIG 


Account:  My  IRA 
Security  j  Investment 

AMERICAN  NIL GROUP  INC        $20  00 


y  Modify  Order  j  i  Place  Order  j 


Own  every  one  of  the  companies  that  make  up  The  Forbes  40* 
Index  with  our  new  Forbes*  FOLIO.  According  to  Forbes"  Magazine, 
"The  Forbes  40  is  a  group  of  equities  that  contributed  the  most 
to  the  annual  fortunes  of  the  Forbes  400  richest  Americans." 


FOUOfn 
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at's  Next  *J 


Forbes*  and  Forbes  40*  are  registered  trademarks  of  Forbes  Management  Co.  Inc.  and  have  been  licensed  for  use  for  certain  purposes  by  Foliofn. 
Folio  Investing  based  on  the  Licensor  List(s)  and/or  Licensor's  Brand  Features'"  are  not  sponsored,  endorsed,  sold  or  promoted  by  Forbes  or  FORBES 
Magazine  and  Forbes  makes  no  representation  regarding  the  advisability  of  investing  in  such  Product(s).  Forbes  is  neither  a  broker  dealer  nor  an 
investment  advisor  You  are  advised  to  consult  your  investment  advisor  before  making  any  investment  decision.  'With  FOLIOfn,  you  can  create  three 
FOLIOs  of  up  to  50  stocks  each  for  a  flat  fee  which  includes  unlimited  trading  in  our  twice  daily  windows.  FOLIO  investing,  like  all  investing,  involve 
irisk  including  potentially  the  loss  of  principal.  Sector  investments  may  be  higher  risk  than  other  investments.  Mutual  funds  are  managed  by  a  paid 
[fund  manager  and  registered  with  the  SEC.  ©2000  FOLIOfn  Investments,  Inc.  Member  NASD,  SIPC.  All  rights  reserved. 
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mm  RELAND  HAS  THRIVED  AS  A  MAN- 

I  ufacturing  colony  for  U.S.  elec- 
I  tronics  firms  that  want  to  sell  to 
I  the  European  market.  But  it  is  be- 
I  coming  a  haven  as  well  for  home- 
Hi  grown  innovation.  Witness  Brian 
Long,  43,  a  native  of  Dublin's  gritty 
north  side  who  worked  for  AT&T  in  the 
U.S.,  then  came  back  home  to  design 
circuitry  for  Bell  Labs  and  Digital 
Equipment  in  Ireland.  In  1993  he  start- 
ed a  firm  to  do  contract  research  on 
semiconductor  design.  His  Parthus 
Technologies  now  employs  300  soft- 
ware and  microelectronics  engineers, 
most  of  them  custom-designing  chips 
for  mobile  devices. 

A  chip  with  Parthus-designed  cir- 
cuits can,  for  example,  run  a  Bluetooth 
radio  link  between  your  phone  and 
your  computer,  or  feed  data  from  the 
Global  Positioning  System,  which  pin- 
points your  location  via  satellite,  into 
an  Internet  link  so  you  can  hear  about  a 
pileup  at  the  next  highway  exit.  With 
Parthus  MediaStream  you  can  use  your 
phone  to  record  a  meeting  as  an  MP3 
file  and  then  send  it  to  your  assistant, 
who  can  call  it  up  on  a  wireless  device 
and  transcribe  it.  With  the  BlueHound 
platform  you  can  shop  for  that  Swiss 


million. 

The  problem:  Parthus  is  still  a  lit- 
tle ahead  of  its  market.  Applications 
for  Bluetooth,  for  instance,  are  still 
very  much  works  in  progress.  Ditto 
GPS.  Cell  phone  operators  may  or  may 
not  use  GPS  to  comply  with  a  federal 
requirement,  effective  next  year,  that 
they  pinpoint  the  location  of  people 
dialing  911. 

"[Parthus  managers]  are  sticking 
their  necks  out  on  a  lot  of  these  tech- 
nologies," says  Allen  Nogee,  senior 
technology  analyst  at  Cahners  In-Stat 
Group.  "Most  of  them  will  take  off,  but 
the  big  question  is  when."  The  markets 
seem  to  share  his  hesitation.  Parth- 
us ADRs,  which  trade  on  Nasdaq,  have 
fallen  55%  since  September  to  a  recent 
$25,  leaving  the  company's  market 
value  at  $1.3  billion. 

Long  says  he  can  wait  it  out.  I  laving 
raised  $160  million  in  two  public  offer- 
ings this  year,  he  has  $150  million  in  the 
bank  and  can  afford  to  spend  $20  mil- 
lion a  year  on  research  and  develop- 
ment, building  up  a  library  of  modular 
circuit  designs  that  can  be  used  in  lots 
of  different  chips.  The  more  features 
that  can  be  crammed  onto  a  single 
chip,  the  cheaper  those  features  are  to 


WITH  A  BLUEHOUND  PLATFORM,  SHOP  FOR  THAT 
SWISS  WATCH  AT  THE  MALL  BY  COMPARING 
INVENTORIES  AND  PRICES  VIA  YOUR  PHONE. 


watch  by  visiting  a  mall  and  comparing 
merchant  inventories  and  prices  via 
your  phone,  which  will  beep  you  when 
you've  hit  your  target. 

Parthus  doesn't  make  chips.  In- 
stead, it  licenses  blueprints  to  silicon 
foundries  like  STMicroelectronics  and 
Texas  Instruments,  which  sell  $3  bil- 
lion a  year  of  microchips  to  the  likes 
<  of  Ericsson  and  Nokia.  Other  clients 
5  include  Motorola,  Sony,  3Com  and 
I  Microsoft.  Parthus  pulled  in  $23  mil- 
S  lion  in  the  first  nine  months  of  2000, 
5  a  60%  increase  over  the  year-earlier 
5  period.  On  that  revenue  it  lost  $13 


the  user — and  the  longer  his  battery 
lasts.  A  Parthus  design,  for  example,  can 
put  a  $4  Bluetooth  chip  into  an  elec- 
tronic appliance  or,  for  just  another  $1, 
add  GPS  capability. 

The  wireless  Internet  seems  to  pro- 
vide a  wealth  of  opportunities  for  chips 
that  can  bundle  data,  voice,  video  and 
GPS.  Parthus'  average  licensing  deal 
gives  it  an  advance  of  $1  million,  dou- 
ble the  figure  of  a  year  ago.  Clients  pay 
another  20%  every  time  they  put 
Parthus  technology  into  a  new  prod- 
uct, and  another  15%  as  an  annual 
maintenance  fee.  Then  there  are  royal  - 
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ties — 3%  to  6%  on  each  Parthus-de- 
signed  chip  built  and  sold  by  clients. 
Imagine  what  that  could  mean  when 
3Com  starts  putting  Parthus  applica- 
tions, utilizing  Bluetooth,  GPS  and  In- 
ternet audio,  in  its  chips  and  devices 
starting  next  year.  Parthus'  audio  tech- 
nology will  be  used  in  the  sound  por- 
tion of  Microsoft's  Xbox,  its  gaming 
console  poised  to  go  up  against  Sony's 
new  PlayStation  2. 

"We  gear  our  designs  toward  the 
top-tier  clients  and  piggyback  on 
them,"  says  Long.  Those  same  clients, 
ironically,  are  his  biggest  potential  ri- 
vals— should  they  ever  decide  to  go  in- 
house  and  develop  their  own  technol- 
ogy. For  now,  though,  Long  seems  to 
have  some  first-mover  advantage.  For 
most  of  his  customers,  he  says,  "there's 
a  natural  inertia  when  it  comes  to 
working  with  somebody  else."  Parthus 
gets  repeat  business  from  80%  of  its 
clients. 

He  needs  to  get  a  lot  more  business 
to  turn  profitable.  But  the  royalties  will 
pour  in  if  today's  cool  features  become 
tomorrow's  mass-market  features.  F 

THE  FUTURE  IS  NOW 

Parthus  aims  to  be  in  all 
devices,  everywhere. 

CELL  PHONE  Offers  always-on  In- 
ternet access,  turns  phone  into  an  MP3 
player,  allowing  users  to  swap  music 
files;  could  morph  into  a  gaming  console. 

CAR  Warns  drivers  about  traffic  jams; 
will  let  users  feed  parking  meters. 

CAMERA  Will  allow  photographers 
to  transfer  snapshots  and  video  to 
home  computers  or  studios. 

STEREO  SYSTEM  Will  bring  in  hun- 
dreds of  stations  via  Internet  radio;  cur- 
rently offers  multiple-speaker  sound  and 
wireless  connections  between  stereos, 
tuners,  speakers  and  headphones. 

PRi?v*TER  Sets  up  wireless  link  for 
sending  and  printing  documents;  works 
with  many  different  operating  systems. 

PDA  Brings  data,  audio,  video  and 
Internet  to  handheld  devices.     —  T.K. 
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DEAL 

Take-and-bake  pizza  may 
not  sound  appetizing,  but 
Papa  Murphy's  undercuts 
rivals  by  cutting  out  seats, 
delivery— and  cooking. 


BY  DOROTHY  POMERANTZ 

TAMMY  SMITH  OF  VANCOUVER, 
Wash,  stops  at  Papa  Murphy's 
Take  'N'  Bake  Pizza  for  a  made- 
to-order,  uncooked  pie  every  other 
week.  The  middle  school  teacher  con- 
siders the  preassembled  pie,  which  she 
bakes  at  home,  a  cheap  treat.  "It 
doesn't  cost  as  much  as  delivery,  and 
there's  some  left  over  to  take  for 
lunch,"  says  Smith,  34. 

No  frills  and  low  prices  have  made 
privately  held  Papa  Murphy's  the  na- 
tion's seventh-largest  pizza  chain, 
with  615  outlets  in  21  states  and  sales 
that  rose  20%  this  year  to  $300  mil- 
lion. There  is  no  cooking,  no  table  ser- 
vice and  no  delivery.  The  Vancouver, 
Wash. -based  franchise  sells  a  16-inch 
pepperoni  pizza  for  $6.  With  Pizza 
Hut  you  would  spend  $14  for  the 
same  thing,  including  tax  and  tip. 

Papa  Murphy's  prices  are  low  be- 
cause outlets  can  squeeze  into  1,200- 
square-foot  storefront 
slivers,  most  often  in 
suburban  strip  malls. 
They  don't  have  ovens,  seats  or  space 
for  delivery  boys  to  hang  out.  There 
are  only  three  people  behind  a 
counter  with  a  sneeze-guard  who 
quickly  assemble  pizzas  topped  with 
fresh  vegetables,  cold  cuts  and  cooked 
meat.  And  because  the  uncooked  piz- 
zas are  considered  groceries,  Papa 
Murphy's  accepts  food  stamps,  which 
account  for  4%  of  sales  companywide 
and  up  to  15%  of  sales  in  some  stores. 

"We've  got  a  real  niche  here,"  gloats 
Terrance  Collins,  chief  executive.  For 


NO  FRILLS  AND  LOW  PRICES  H 


now,  Papa  Murphy's  owns  it.  Bigge 
chains,  including  Pizza  Hut  and  Littll 
Caesars,  have  dabbled  in  the  take-anc 
bake  business  without  success. 

The  idea  of  take-and-bake  pizza  i 
a  fast-food-chain  setting  hit  Papa  Mui 
phy's  cofounder  Robert  Graham  i 
1 984.  Then  a  convenience  store  owne 
in  Petaluma,  Calif,  Graham  saw  on 
of  his  vendors  peddling  uncooke 
pizza  and  asked  him  how  he  made 
crust  that  cooked  in  a  425-degre 
home  oven  instead  of  a  600-degre 


■m 

bake  it:  Terry 

Collins  is  building 

a  mini-empire  on 

preassembled 

pizza  pies. 

pany,  was  able  to  call  on  his 
earlier  experience  at  Pep- 
siCo and  McDonald's 
(where  he  was  a  regional 
vice  president)  to  create  a 
simple  franchising  concept: 
bare-bones  stores  run  by 
owners  who  live  within  an 
hour  of  the  store.  Collins' 
deal  with  them  is  straight- 
forward. Unlike  most  fast- 
food  chains,  Papa  Murphy's 
does  not  sell  equipment  or 
toppings  to  its  fran- 
chisees— something  that 
Collins  says  creates  mistrust 
between  franchisees  and  the 
parent  company.  (Fran- 
chisees do  have  to  buy  their 
tomato  sauce  and  dough  in- 
gredients from  a  common 
manufacturer.) 

Maintaining  goodwill 
means  some  lost  revenue. 
Last  year,  for  example,  Papa 
John's,  a  cooked-pizza  fran- 
chise, pulled  in  $362  million 
from  food  and  equipment 
sales,  compared  with  $41 
million  in  franchisee  royal- 
ties. Papa  Murphy's,  instead, 
takes  a  $25,000  fee  for  the 
first  store  and  $20,000  for 
each  additional  store,  plus 
5%  of  annual  gross  sales, 
which  averages  $25,000,  or 
approximately  $15  million 
this  year. 

But  the  pizza  industry  is 

E  PAPA  MURPHY'S  THE  NATION'S  SEVENTH-LARGEST  CHAIN.  Papa'wtSS 

growth  has  been 
halved  from  its  40%  increase  last  year. 
Collins  fears  the  loss  of  some  business. 
Papa  Murphy's  doesn't  cater  to  a  more 
affluent  crowd,  one  that  might  pay  extra 
to  have  salmon  and  feta  sprinkled  on  an 
uncooked  gourmet  pie.  It's  an  untapped 
niche — and  one  that  has  Papa  Murphy's 
executives  hoping  for  a  recession. 
"Today,  with  more  disposable  income, 
diners  can  step  up  to  the  next  level,"  says 
Thomas  Morrell,  company  president.  "If 
the  economy  tightens  up,  they'll  come 
to  us."  F 


•ofessional  one.  No  dummy,  the  ven- 
>r  demanded  $10,000  for  his  recipe,  so 
raham  decided  to  figure  it  out  himself. 

A  year  and  hundreds  of  under- 
toked  crusts  later,  Graham,  now  54,  fi- 
illy  created  a  pizza  crust  that  worked. 
ren  though  he  knew  zilch  about  the 
staurant  business,  he  spent  $100,000 
jening  a  few  struggling  outlets,  called 
Murphy's  Pizza.  He  teamed  up  with 
allins,  59,  in  1988.  A  fast-food-indus- 
y  veteran,  Collins  met  Graham  after 
aving  PepsiCo,  where  he'd  failed  to 


make  a  go  of  the  now-defunct  La  Petite 
Boulangerie  pastry  chain.  Seeing  poten- 
tial in  the  take-and-bake-chain  concept, 
Collins  bought  a  51%  share  of  Gra- 
ham's seven-unit  fledgling  company  for 
about  $500,000.  Two  years  later  he 
snapped  up  a  larger  take-and-bake 
pizza  outfit,  Papa  Aldo's  out  of  Port- 
land, Ore.,  for  almost  $1  million.  The 
two  companies  operated  separately 
until  1995,  when  they  combined  as 
100-unit  Papa  Murphy's. 

Collins,  who  owns  85%  of  the  com- 


FORBES"  December  25,  2000  239 


SEINFELD  LOYALISTS  CHERISH  THE 
1995  episode  in  which  Elaine  di- 
vided the  world  of  potential 
boyfriends  into  those  who  were  and 
those  who  were  not  "sponge- worthy." 
She  was  referring  to  her  dwindling 
stockpile  of  the  Today  sponge,  a  non- 
prescription contraceptive  that  had  just 
gone  off  the  market. 

Whitehall-Robins  Healthcare,  a  unit 
of  drug  giant  American  Home  Prod- 
ucts, dropped  Today  after  the  Food  & 
Drug  Administration  found  microor- 
ganisms in  the  water  purification  sys- 
tem at  its  manufacturing  plant  in  Ham- 
monton,  N.J.  While  no  health  risk  was 
associated  with  the  sponge,  AHP  de- 
cided against  spending  money  for  plant 
upgrades.  Today's  $20  million  in  1994 
sales  wasn't  worth  the  bother. 

Now  small,  privately  held  Allendale 
Pharmaceuticals  is  trying  to  bring  it 
back.  Gene  A.  Detroyer,  chief  executive, 
and  Robert  Staab,  a  toxicologist,  bought 
Today  from  AHP  for  $7  million  two  years 
ago  and  enlisted  14  investors  to  fund  the 
venture.  Detroyer,  53,  and  Staab,  50,  con- 
tributed $2  million  of  their  own. 
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A  former  consultant  whose  last 
company,  Site-based  Media,  joined 
forces  with  NBC  to  air  programming  in 
video  and  grocery  stores,  Detroyer  be- 
lieves Today  could  soak  up  $27  million 
a  year  in  sales.  He's  counting  on  3  mil- 
lion users,  some  of  them  new,  some  of 
them  women  who  liked  Today  because 
it  was  convenient  and  cheap,  without 
the  hormonal  changes  or  weight  gains 
associated  with  the  pill. 

The  sponge,  a  cervical  barrier,  is  cir- 
cular, three-quarters  of  an  inch  thick 
and  two  inches  in  diameter.  It  prevents 
pregnancy  by  releasing  the  spermicide 
nonoxynol-9  over  a  24-hour  period. 
Detroyer  wants  to  sell  the  sponges, 
which  cost  65  cents  each  to  make  (in- 
cluding packaging),  for  double  that. 
Pharmacists  would  retail  a  pack  of 
three  for  $6  or  a  dozen  for  $20. 

All  that  free  publicity  from  sitcom  re- 
runs helps,  but  reviving  a  contraceptive 
that  has  been  oft  the  market  for  five  years 
is  tough.  Any  changes  in  labeling  or  man- 
ufacturing mean  more  FDA  scrutiny.  The 
agency,  for  example,  wanted  Allendale  to 
clearly  state  potential  side  effects,  includ- 


■B 


ing  vaginal  irritation  and 
the  remote  risk  of  toxic 
shock  syndrome.  FDA 
policy  also  requires  a  re- 
view of  Today's  new 
manufacturing  site  in 
Mainland,  Pa.  The 
agency  has  scheduled 
and  canceled  two  inspec- 
tions, much  to  Detroyer's 
frustration.  "A  lot  of  in- 
vestors don't  under- 
stand," he  sighs.  "They 
ask,  Ts  the  FDA  mad  at 
you? 

Nope,  just  business 
as  usual,  says  an  FDA 
spokesman.  But  Allen- 
dale Pharmaceuticals^ 
with  no  other  products 
on  the  market,  feels  the 
squeeze.  It's  spending 
$75,000  a  month  in 
salaries  and  on  out-i 
sourced  sales  and  distri^ 
bution    teams — even 
though  they  have  nc 
product  to  peddle.  There 
is  less  than  $1  million 
left  in  the  bank.  To  pre 
serve  cash,  Detroye 
traded  a  10%  stake  i 
Allendale  for  leased  production  space  a 
an  Accupac  pharmaceutical  plant  tha 
also  makes  products  under  the  Mennen 
Oral  B  and  other  brands. 

If  the  FDA  okays  the  productio 
line,  Detroyer  says,  Today  could  be  in 
drug  and  retail  stores  in  a  month.  So  fa 
4,000  women  have  signed  up  to  orde 
the  sponge  at  www.birthcontrol.coxn 
run  by  Barbara  Bell,  an  advocate  of  a 
ternative  contraception. 

Still,  Today's  success  is  iffy.  In  it) 
heyday  it  had  less  than  2%  of  the  oven 
the-counter  contraceptive  market,  on) 
that's  more  crowded  now.  An  Italiai 
firm,  Istituto  Pirri,  is  marketing 
sponge  in  the  U.S.  called  Protectaic 
Detroyer  says  he's  not  worried  abou 
competition;  it  will  be  easier  to  navigat 
than  the  FDA.  He  is  already  plotting  a  $ 
million  marketing  campaign  for  Toda 
That's  a  lot  for  a  company  that  doesn 
yet  have  approval  to  do  business. 


Sponge  worry: 
Detroyer 
is  stuck  until 
the  FDA 
approves  his 
device. 


f  Spunk  were  medicine.  Harlev  wouldn't  need  your  help. 


Ronald  McDonald 
House  Chawties 


Journey  of  Hope 

CP  ViewSonic  applauds  Ronald 
McDonald  House  Charities® 
<^        and  their  humanitarian 

mission.  And  we're  joining 
them.  Throughout  the  year, 
the  ViewSonic  hot-air  balloon 
will  travel  across  the  United  States  and 
Canada  as  part  of  a  program  we  call  the 
Journey  of  Hope.  Joined  by  a  generous 
group  of  special  partners,  we  are  working 
toward  the  goal  of  raising  awareness, 
visibility,  support-and  most  importantly- 
funding  to  assist  the  Ronald  McDonald 
House  Charities  in  helping  children  and 
families  in  need. 

It's  the  kind  of  thing  good  neighbors 
and  good  corporate  citizens  must  do. 
We  need  your  support  and  your  dona- 
tions. Remember,  your  help  keeps  hope 
alive  for  these  amazing  kids. 
Please  visit:  'ywwv.iournevofhoDe.com  for 
more  information  about  the  Journey  of 
Hope  and  how  you  can  make  a  donation. 

We  are  proud  to  present  our  Journey  of  Hope  Partners: 


AA  VACATIONS 


Forbes 

J.  vi  i/v J       Legendary flelftblHty  »  «»  »-™#™ ™ 

www.forbes.com  www.apcc.com  www.aavacations.com 
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ENTREPRENEURS 


GRANDMA'S  RECIPE 

You  can't  get  anywhere  with  supermarkets  unless  you're  huge. 
So  how  can  a  tiny  peanut  butter  outfit  get  all  this  shelf  space? 


BY  GAIL  BUCHALTER 

■  '!  WAS  AN  ODD  SCENE— EVEN  FOR  LOS 
I  Angeles.  There  in  the  corner  of  a  ritzy 

■  Gelson's  supermarket,  country  music 
singer  Sorrells  Pickard,  61,  bedecked  in 
gray  cowboy  hat  and  matching  boots, 
was  autographing  jars  of  peanut  butter. 
Off  to  the  side  his  business  partner, 
Herbert  Dow,  a  former  Hollywood  film 
editor,  was  keeping  track  of  how  fast 
the  jars  were  flying  off  the  shelves. 

Pretty  fast,  it  turns  out.  In  just  two 
years  since  its  launch  Sorrells  Pickard 
Gourmet  Peanut  Butter,  an  intensely 
nutty,  slightly  sweet  concoction  aimed  at 
adults  rather  than  kids,  has  rolled 
through  1 1  western  states,  muscling  onto 
supermarket  shelves  right  next  to  the  big 
boys  like  Skippy,  Peter  Pan  and  Jif.  It  is 
aiming  for  Texas,  New  York  and  five 
other  states  next  year. 

An  18-ounce  jar  of  the  peanut  butter 
sells  for  $3.25  to  $3.50,  $1  more  than 
traditional  brands.  Pickard  and  Dow  ex- 
pect sales  of  $3  million  this  year  and 
predict  they  can  net  $500,000  next  year 
on  sales  of  $20  million. 

Dow  got  the  idea  while  waiting  for  a 
table  in  a  Los  Angeles  restaurant  15  years 
ago.  Conversing  with  other  guests  in 
line,  he  discovered  everyone  was  wild 
about  peanut  butter,  but  it  had  primar- 
ily been  marketed  to  children.  "Why  not 
a  peanut  butter  for  adults?"  Dow  mused. 

The  $1  billion  peanut  butter  indus- 
try, it  turned  out,  was  already  skewed  to- 
ward grownups.  Of  the  720  million 
pounds  sold  in  the  U.S.  each  year,  adults 
gobble  up  520  million,  the  kids  200  mil- 
lion. Yet  the  closest  thing  to  a  national 
gourmet  brand  is  a  "natural"  butter  from 
Smucker's,  which  lacks  the  sugar  and  hy- 
drogenated  fats  found  in  Skippy  and  its 
ilk.  (Sorrells  contains  sugar  and  other  in- 
gredients, including  vanilla  and  lemon.) 

Wisely  keeping  his  day  job  as  a  film 
editor  for  movie  studios,  Dow  filled 
legal  pads  with  peanut  butter  business 
plans  over  the  next  five  years.  But  they 


all  gathered  dust  until  a  friend  told  him 
about  Sorrells  Pickard,  who'd  recently 
returned  to  help  run  a  family  peanut 
farm  in  Lovedale,  Fla.  after  20  years  in 
Nashville  and  a  short  stint  in  Holly- 
wood as  a  B-flick  actor.  Dow  rented  two 
of  Pickard's  movies  (the  awardless 
Hardbodies  I  and  //)  and  liked  what  he 
saw — a  beguiling  Santa  Claus-like  char- 
acter he  figured  would  make  a  plausible 
peanut  butter  spokesman. 

Jumping  on  a  plane,  Dow  got  a  tour 
of  the  peanut  farm,  including  the 
roaster  Sorrells  had  built  to  perfect  his 
grandmother's  peanut  butter  recipe. 
Terming  the  taste  "addictive,"  Dow 
convinced  Pickard  to  go  into  business 
with  him  as  50-50  partners. 

But  without  a  sound  marketing 
plan  or  entree  into  big  supermarkets, 
nothing  happened — for  eight  long 
years.  Then  along  came  Bryan  Corlett,  a 
35-year-old  marketing  whiz  who'd 
built  up  a  $13  million  business  selling 
Pounds  Off  diet  products.  The  peanuf  butfer 
Signing  on  as  chief  execu-  gallery:  Bryan  Corlett, 
tive  in  1998,  Corlett  went     Sorrells  Pickard  and 

Herb  Dow  aim  for  adults 


after  supermarket  chains  while  Dow 
raised  $5  million  through  two  private 
placements,  sold  mainly  to  300  movie 
people  he  knew. 

For  $150,000  and  less  than  1%  of 
the  company's  stock,  Corlett  hired  Tool 
of  North  America,  the  ad  agency  that 
worked  on  the  "Got  Milk?"  campaign. 
The  creative  types  came  up  with  a  coy 
TV  ad  that  opens  with  a  woman  dab- 
bing peanut  butter  behind  her  ears — 
and  ends  with  a  guy  following  her 
down  the  street  carrying  a  loaf  of  Ital- 
ian bread.  Spending  $2.5  million  for  ai( 
time,  Corlett  ran  the  ad  in  western; 
markets  for  five  months. 

Then  Dow  tapped  his  Hollywood 
friends  another  way,  handing  out  fre^ 
jars  to  movie  cast  and  crew  members. 
When  Coca-Cola  wants  its  products  to 
show  up  in  a  film,  it  can  pay  $100,000  oi 
more.  But  Dow  got  some  pretty  good 
placement  without  spending  a  dimei 
Jars  showed  up  in  TV  series  like  Dharm^ 
&  Greg,  Just  Shoot  Me  and  Dawson'\ 
Creek.  They're  slated  to  appear  in  up- 
coming movies,  too — Bruce  Willis'  Ban* 
dits  and  Ben  Stiller's  Zoolander. 

Pickard  and  Dow  each  own  a  com- 
pany stake  of  8%,  worth  $4.5  million  or 
paper.  "This  is  a  love  af 
fair,"  Dow  says.  "EveryJ 
thing  before  was  a  job."  m 
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f  you've  ever  felt  like  you're  drowning  in  a  sea  of  information,  here's  some 

bad  news:  You  are.  And  the  tide  is  getting  higher.  Humankind  will  generate 
more  original  information  over  the  next  three  years  than  was  created  in 
the  previous  300,000  years  combined.  In  1999  the  world  created  about  1 .5  exabytes 
of  unique  information  —  which  is  1 .5  billion  gigabytes,  or  the  equivalent  of  250 
megabytes  of  new  information  for  every  man,  woman  and  child  on  the  planet. 
That  number  is  expected  to  double  every  year  for  the  foreseeable  future,  not  even 
counting  the  multiple  copies  that  most  information  generates. 


"The  difficulty  will  be  in  managing 
this  information  effectively,"  says  Hal 
Varian,  dean  of  the  School  of  Informa- 
tion Management  and  Systems  (SIMS) 
at  the  University  of  California,  Berke- 
ley, which  conducted  the  study  called 
"How  Much  Information?"  for  EMC 
Corporation,  the  information  storage 
giant  (see  box  on  the  next  page).  "This 
is  no  easy  task.  Our  ability  to  store  and 
communicate  information  is  quickly 
outpacing  our  ability  to  search,  retrieve 
and  present  it.  Information  manage- 
ment may  turn  out  to  be  one  of  the 
major  challenges  of  the  new  century." 

Not  surprisingly,  storage  has  be- 
come a  hot  business.  IT  research  firm 
IDC  forecasts  worldwide  storage  ser- 
vices spending  will  exceed  $40  billion 
by  2003.  In  1999.  it  was  a  bit  more 
than  $21  billion.  According  to  IDC, 
Internet-based  applications  such  as 
e-commerce,  e-mail  and  customer 
relationship  management  are  con- 


Vice  President, 
Worldwide  Storage 
Research, 
IDC 


tributing  to  storage's  elevating  role 
because  they  require  quick  access  to 
large  amounts  of  data. 

"In  order  to  deliver  the  level  of  per- 
sonalized customer  service  required  for 
success  in  today's  e-business,  compa- 
nies are  constantly  collecting  more 
and  more  information  about  their  cus- 
tomers and  storing  and  sifting  through 
that  data  for  marketing  insights,"  says 
John  McArthur,  vice  president,  world- 
wide storage  research  at  IDC.  "What 
used  to  be  mere  foothills  of  information 
have  now  become  vast  Himalayan 
ranges.  Getting  on  top  of  all  this  data 
has  become  a  critical  issue  for  busi- 
ness organizations." 

The  demand  for  storage  is  growing 
at  a  rate  of  more  than  100%  per  year. 
The  capacities  of  storage  devices  — 
print,  film,  optical  and  magnetic  —  are 
increasing  to  keep  pace,  while  device 
costs  are  decreasing  steadily  on  a  per- 
gigabyte  basis.  As  of  September  2000, 
continued  on  page  18 
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How  Much  Information? 


•  There  were  1.5  exabytes  of  information  created  in 
1999.  That  number  will  double  every  year  for  the 
foreseeable  future. 

•  An  exabyte  is  1  followed  by  18  zeros,  or  the  data 
equivalent  of  about  20  billion  copies  of  Forbes. 

•  Not  only  is  digital  information  the  largest  type  of  new 
data  produced;  traditionally  non-digital  items  —  such  as 
books,  music,  films  and  medical  records  —  are  being 
digitized  at  a  rapid  pace. 

•  While  the  Internet  is  growing  rapidly,  Web  pages  account  for 
just  21  terabytes  of  storage.  Far  more  significant  is  the  impact 
of  e-mail,  which  contributes  more  than  500  times  more  data  to 
the  total  pool  each  year  than  the  volume  generated  by  new 
Web  pages. 

•  About  610  billion  e-mails  are  sent  each  year  in  America  alone, 
adding  up  to  more  than  1 1  terabytes. 

•  Office  workers  are  responsible  for  writing  more  than  80%  of 
all  original  paper  documents. 

•  55%  of  the  world's  digital  information  is  confined  to  single- 
user  personal  computers;  16%  is  stored  in  corporate  data 
warehouses. 

•  Magnetic  storage  is  by  far  the  largest  medium  for  storing 
information  and  is  the  most  rapidly  growing,  with  shipped  hard- 
drive  capacity  doubling  every  year.  Magnetic  storage  is  becom- 
ing the  universal  medium  for  information  storage. 

•  The  total  time  people  spend  accessing  data  has  remained 
nearly  constant  throughout  the  1990s.  What  has  changed  is 
that  people  are  spending  more  time  on  interactive  pastimes  — 
computer  games,  videos  and  the  Internet  —  at  the  expense  of 
time  spent  reading  print  items. 


Source:  School  of  Information  Management  and  Systems  at  the  University  of  California,  Berkeley 
Web  site:  http://www.sims.berkeley.edu/how-much-info/ 


pps  Delivers  Proactive  Network  Storage  Solutions 


Companies  shopping  for  storage 
solutions  today  often  find 
themselves  choosing  between 
two  different  "environments"  that  are 
based  on  fundamentally  different  tech- 
nologies and  designed  for  different 
purposes.  One  of  these  environments 
—  called  network-attached  storage 
(NAS)  —  is  designed  to  share  storage 
space  on  a  network.  NAS  devices  are 
generally  dedicated,  single-purpose 
machines  optimized  to  stand  alone 
and  serve  specific  storage  needs  with 
their  own  operating  systems  and  inte- 
grated hardware  and  software. 

A  second  option  is  a  storage-area 
network  (SAN)  —  a  network  dedicat- 
ed to  storage  of  data.  Unlike  NAS,  a 
SAN  is  separate  from  the  traditional 
local  area  network  or  messaging  net- 
work. Therefore,  a  SAN  is  able  to  avoid 
standard  network  traffic,  which  often 
inhibits  performance. 

When  El  Segundo,  Calif.-based 
Tornado  Development,  the  leading 
provider  of  unified  messaging  (UM) 
technology  specifically  designed  for 
broad  deployment  over  the  Internet, 
wireless  and  telecommunications 
networks,  began  looking  for  a  storage 
partner,  it  wanted  a  solution  that 
would  support  both  NAS  and  SAN 
environments  in  an  integrated  fashion 
and  without  extensive  engineering 
gymnastics. 

Its  choice  was  StorageApps,  a  com- 
pany that  began  life  as  RAID  Power 
Services,  Inc.  in  1995  and  quickly 
established  itself  as  a  leading  network 
storage  provider  for  the  financial  ser- 
vices industry.  The  first  generation  of 
its  SANLink™  appliance  was  complet- 


Dan  Petrozzo, 
President  and 
Chief  Operating  Officer, 
StorageApps 

v  J 

ed  in  the  winter  of  1999  and  in  Febru- 
ary 2000,  RAID  Power  relaunched 
itself  as  StorageApps. 

"Our  software  is  written  in  what  is 
called  a  clustering  architecture, 
which  means  we  can  put  different 
pieces  on  different  types  of  hard- 
ware," says  Kevin  Torf,  founder,  chair- 
man and  chief  technology  officer  of 
Tornado  Development,  whose  Torna- 
do Messenger™  UM  system  gives 
end  users  global  access  to  all  of  their 
e-mail,  voice  mail,  fax  and  pager  mes- 
sages from  the  public  switched  tele- 
phone network  (PSTN),  Internet  or 
wireless  network.  "The  challenge  is 
how  to  link  all  those  servers  into  an 
integrated  system.  What  Stor- 
ageApps gives  us  is  the  capability  to 
package  all  this  together.  Using  Stor- 
ageApps SANLink,  we  can  build  a 
server  farm  that  connects  into  a 
single  storage  environment.  That 
allows  us  to  deliver  both  environ- 
ments —  NAS  and  SAN  —  which 
means  we're  maximizing  our  per- 
formance capability  and  getting  the 
benefit  of  redundancy  and  reliability." 


Based  in  Bridgewater,  N.J.,  Stor- 
ageApps serves  a  client  base  of  Global 
100  companies,  including  several 
major  financial  services  firms.  The 
company  delivers  value-add  through  a 
portfolio  of  open,  flexible  products  that 
offers  global  companies  complete  and 
independent  choice  of  server  platform 
(operating  systems),  storage  device 
(hardware)  and  connectivity  (SCSI, 
Fibre  Channel,  TCP/IP). 

StorageApps  SANLink  storage  appli- 
ance is  a  combination  of  technologies 
and  services  that  provides  any-to-any 
interconnection  of  servers  and  storage 
systems.  Customers  have  the  flexibility 
to  combine  new  and  existing  servers 
with  a  variety  of  storage  devices  — 
from  different  manufacturers  —  to 
create  customized,  cost-effective  solu- 
tions to  their  data  management  and 
business  continuity  needs.  Additional 
appliances  and  applications  can  be 
added  as  necessary. 

"As  RAID  Power,  we  had  built  a 
strong  reputation  for  software  appli- 
cations development  and  customer 
service,"  says  Dan  Petrozzo,  Stor- 
ageApps president  and  chief  operat- 
ing officer.  "The  change  of  name  to 
StorageApps  really  reflects  the  idea 
that  we  primarily  supply  applications 
and  appliances  that  we  design  and 
implement  as  our  Proactive  Network 
Storage  Solutions  portfolio.  By  proac- 
tive, I  mean  we  bring  together  three 
interrelated  components:  software, 
hardware  and  services  —  or  applica- 
tions, appliances  and  people.  We 
create  applications  and  services  that 
help  customers  manage  the  explosion 
of  business  data."  ■ 
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Most  people  don't  talk  about  storage  until  it  fails. 
Maybe  that's  why  you  haven't  heard  of  us. 


n  information  storage,  why  not  get  all 
the  facts?  At  Hitachi  Data  Systemstwe've  invested  millions  of  dollars  and  man- 
hours  designing  and  refining  the  world's  most  advanced  storage  technology. 
But  we've  invested  precious  little  in  self-promotion.  So  while  our  storage 
systems  are  legendary  for  their  reliability,  scalability,  and  openness,  they  remain 
one  of  the  IT  world's  best  kept  secrets. 

Fortunately,  word  is  beginning  to  spread.  You  can  find  out  why  today  by 
visiting  www.4. hds.com. 
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Ralph  Mele 

President  and  Chief  Executive  Officer 
Zantaz.com 


Ralph  Mele  joined  Zantaz.com  in  January  1998  with  over 
29  years'  executive  and  senior  management  experience 
in  high  technology.  Most  recently,  he  served  as  president 
and  chief  operating  officer  of  Zapex  Technologies,  Inc.  His 
expertise  includes  recruiting  and  developing  strong  man- 
agement teams  in  sales,  marketing,  engineering  and  tech- 
nical support. 

Q:  Please  give  us  a  brief  overview  and  history  of  Zantaz. 

A:  The  company's  founder  previously  owned  and  ran  tra- 
ditional paper  warehouses  in  California  and  kept  docu- 
ments for  Intel,  Apple  and  other  high-tech  companies,  so 
the  transition  to  electronic  document  archiving  was  rather 
natural.  In  fact,  it  was  he  who  came  up  with  the  concept 
of  what  we  call  the  Digital  Safe™ ,  the  first  purely  Internet- 
based  solution  to  e-business  archiving.  Out  of  that  con- 
cept, Zantaz  was  born  and  over  the  past  two  and  a  half 
years,  we've  been  capitalized  to  the  tune  of  $74  million. 

Q:  What  does  Zantaz  do  for  its  customers? 

A:  We  believe  we're  the  first  company  to  provide  out- 
sourced real-time  archiving  of  high-volume,  Internet-based 
e-mail,  documents  and  transactions.  Our  service,  called 
Digital  Safe™ ,  is  a  completely  secure  e-business  solution 
that  fully  meets  the  requirements  of  the  SEC  and  IRS  for 
companies  having  regulatory  requirements  for  archiving. 
It's  cost-effective  because  customers  pay  only  for  the 
archiving  space  they  take  up  on  our  servers;  they  don't 
have  to  lay  out  any  capital  or  build  and  maintain  a  huge  in- 
house  IT  archiving  capability. 


Q:  How  does  Digital  Safe  work? 

A:  Digital  Safe™  services  are  based  on  our  network  of 
highly  secure  data  centers.  Our  customers'  incoming  and 
outgoing  e-mail  is  automatically  copied  and  sent  via  the 
Web  to  one  of  our  Digital  Safe™  data  centers  where  it  is 
digitally  signed,  stored  to  a  large  RAID  (Redundant  Array 
of  Independent  Disks)  and  immediately  written  to  not 
one,  but  two  WORM  (Write  Once,  Read  Many)  platters  for 
non-tamperable,  long-term  storage.  This  entire  operation  is 
then  repeated  in  another  geographic  location  for  absolute 
archive  redundancy. 

Q:  What  makes  you  different  from  other  companies  that 
compete  in  this  space? 

A:  We  invented  the  concept  of  electronic  archiving  in  real 
time,  as  well  as  the  technologies  that  make  it  possible. 
Through  a  proprietary  indexing  technology  we  developed 
called  Bias  Dimensional  Indexing,  users  can  launch  a  query 
through  a  Web-based  browser  and  retrieve  the  document 
they  need  instantly  from  billions  of  stored  documents, 
regardless  of  the  length  of  time  it  has  been  archived.  We 
also  invented  technology  that  allows  us  to  keep  documents 
online  at  all  times.  Our  technology  is  very  scalable;  our  cur- 
rent system  allows  us  to  capture  six  million  e-mails  per  day. 

Q:  What  marketplace  changes  do  you  expect  over  the  next 
couple  of  years  that  will  help  or  hurt  Zantaz? 

A:  Well,  we  know  that  e-mail  has  been  increasing  by  40% 
to  50%  per  year  forever  and  we  don't  see  that  changing.  In 
fact,  there  are  some  statistics  from  the  U.S.  Postal  Service 
that  show  that  regular  business-to-business  mail  has 
declined  35%  since  1993.  The  Postal  Service  attributes 
most  of  that  drop  to  people  using  e-mail  as  a  method  of 
business  communication.  The  fact  that  you  can  attach 
almost  anything  to  an  e-mail  —  documents,  photographs, 
audio,  video  files  —  makes  it  an  ideal  medium.  And  with 
the  expansion  of  the  digital  signature  law  to  all  50  states, 
documents  can  now  be  authenticated  and  guaranteed  to 
be  legal.  All  the  trends  point  to  more  and  more  data  and 
greater  demand  for  electronic  archiving.  That's  certainly 
a  positive  sign  for  our  future.  ■ 


?lere  —  al  the  first  ASPCON  —  we're  ali  obviously  energized  for  what  the  future  holds  tor  the  ASP,  and  I'm  sure  we  share  the  same  commitment  to  ensure 
:hat  the  market  readies  its  full  potential.  For  those  of  you  who  don't  know  Qwest  Cyber  Solutions,  or  "QCS"  as  we  cail  ourselves,  we  are  actually  the  largest 

The  ASP  business  is  a  hot  topic 

cew  have  such  iremendous  promise... expected  to  bring  in  as  much  as  S22  billion  by  next  year!  Yet  it  still  lacks  definition.  Now's  the  time  for  the  industry 
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John  Charters,  CEO  of  QCS 


Is  Your  ASP  Plug  n'  Play  Ready? 


QCS— a  company  created  by  Qwest  solutions  designed  to  take  the  distractions  and 

Communications  and  KPMG—  is  challenging  the  obstacles  of  IT  off  your  company's  agenda, 

notion  of  what  an  ASP  is  all  about,  by  intro-  So  now  you  can  be  free  to  concentrate  on  what 

dueing  Plug  V  Play™  solutions.  Simple  IT  you  do  best— your  business. 
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2000  Qwest  Cyber.Solutions  (QCS).  All  rights  reserved.  Qwest  Cyber.Solutions 
i  trademark  ot  Qwest  Communications  Inc  Plug  W  Play  is  a  trademark  ol  QCS. 


Call  1-877-CYBR-APP  (1-877-292-7277) 


Hitachi  Freedom  Storage™  Lightning  9900™ 
Supports  Demands  of  E-Business 


I  n  the  New  Economy,  data  explosion 
I  has  taken  on  a  whole  new  mean- 
I  ing.  Companies  of  all  sizes  are 
struggling  to  organize  themselves  to 
manage  the  tremendous  amounts  of 
data  being  fueled  by  e-mail  and  other 
e-business  applications.  Data  net- 
working is  increasingly  viewed  as  an 
essential  technology  that  enables 
companies  to  transform  data  into 
knowledge  that  will  help  them  com- 
pete effectively.  That,  in  turn,  has  cre- 
ated a  demand  for  highly  scalable, 
highly  reliable,  very-high-capacity 
storage  solutions. 

"In  an  environment  where  competi- 
tion is  a  mere  mouse-click  away,  busi- 
nesses have  to  provide  instant  access 
to  information  around  the  clock  for 
both  internal  and  external  customers, 
get  to  market  faster  with  new  prod- 
ucts and  services  and  increase  effi- 
ciencies to  reduce  costs,"  says  Mar- 
lene  Woodworth,  Hitachi  Data 
Systems'  vice  president  of  product 
management  and  marketing  for  enter- 
prise products. 

To  meet  customers'  demands  for 
extremely  large  capacity,  superior 
performance  and  nonstop  storage 
solutions,  Hitachi  Data  Systems  devel- 
oped its  Freedom  Storage™  Lightning 
9900™,  the  first  in  a  new  generation 
of  storage  systems  based  on  an  inter- 
nal-switch-network architecture  that 
delivers  quantum  leaps  in  capacity, 
performance  and  availability  for  enter- 
prise storage. 

"With  its  bottleneck-free  scalability, 
our  Freedom  Storage  Lightning  9900 
provides  a  platform  for  massive 
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David  Hill, 
Research  Director, 
Storage  and  Storage 
Management, 
Aberdeen  Group 


storage  consolidation,"  Woodworth 
says.  "This  is  the  starting  point  for  a 
whole  new  level  of  solutions  that  will 
power  the  New  Economy's  information 
infrastructure,  finally  delivering  on  the 
promise  of  the  information  utility." 

The  Lightning  9900's  new  internal- 
switch  architecture,  developed  and 
manufactured  by  Hitachi,  Ltd.,  is  a 
powerful  complement  to  the  external 
switches  used  to  attach  the  storage 
unit  to  storage  area  networks  (SANs). 
It's  a  unique  means  of  assuring  that 
high-speed  data  delivered  through  the 
SAN  fabric  —  the  combination  of  hard- 
ware and  software  that  moves  data 


coming  in  to  a  network  node  back  out 
again  by  the  correct  port  to  the  next 
node  in  the  network  —  will  not 
encounter  a  performance  bottleneck 
inside  the  storage  unit  itself.  The  mul- 
tiple, non-blocking  data  paths  created 
within  the  new  internal-switch  archi- 
tecture enable  the  Lightning  subsys- 
tem to  increase  throughput  even  as 
additional  load  is  added.  Up  to  6.4 
gigabytes  per  second  of  internal  band- 
width —  by  far  the  largest  in  the  indus- 
try —  ensures  that  the  Lightning  9900 
will  scale  to  meet  demand. 

Woodworth  says  the  Freedom  Stor- 
age solution  will  allow  customers 
easily  to  consolidate  as  many  as  five 
storage  systems  into  a  single  Lightning 
and  automate  management  tasks, 
which  means  reduced  complexity 
and  lower  cost  of  ownership. 

"The  Lightning  9900  is  storage 
lightning  that  strikes  on  three 
dimensions  —  performance,  scalabil- 
ity and  availability  —  that  Net  econo- 
my enterprises  require,"  says  David 
Hill,  research  director,  storage  and 
storage  management,  Aberdeen 
Group.  "On  the  performance  side  it 
can  master  peak  demand  surges  that 
will  keep  the  Web  cash  registers  ring- 
ing instead  of  turning  away  would-be 
buyers.  The  storage  mountain-climb- 
ing.scalability  eases  the  challenge 
many  e-commerce  companies  face  of 
adding  terabytes  quickly  by  the  ton. 
The  dual  redundancy  features  mean 
that  the  9900  delivers  the  24/7 
availability  that  allows  a  sound  night's 
sleep.  This  lightning  strikes  the  target 
right  on  three  times."  ■ 
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iSS  Protects  Overlooked  Database  Security  Gaps 


Mk  large  portion  of  any  company's 
most  valuable  information  is 
/ \  stored  in  off-the-shelf  relation- 
al database  products.  Employee  payroll 
and  medical  records;  sensitive  financial 
data,  past  and  future,  including 
trading  records,  business  transactions 
and  accounting  data;  detailed  cus- 
tomer information  including  financial 
accounts,  credit  card  numbers  and 
the  trusted  data  of  business  partners 
reside  on  database  servers.  So  does 
strategic  or  classified  information,  such 
as  proprietary  technical  and  engineer- 
ing data  —  even  marketing  plans. 

"The  most  sensitive  data  organiza- 
tions have  usually  resided  in  databas- 
es such  as  Oracle  8i,  Microsoft  SQL 
Server  and  Sybase  that  exist  behind 
the  corporate  firewall,"  says  Ken 
Walters,  president  and  general  man- 
ager for  Internet  Security  Systems' 
(ISS)  Enterprise  Products  business 
unit.  ISS  is  a  leading  global  provider 
of  security  management  solutions  for 
the  Internet.  "While  much  of  the  focus 
of  e-commerce  and  e-business  is  on 
Web  servers,  Java  and  other  emerging 
technologies,  the  vast  majority  of  con- 
sumer-oriented and  business-to-busi- 
ness systems  is  based  on  these  older 
relational  databases  behind  the  Web 
servers.  Security  in  these  systems  is 
critical  and  too  often  overlooked." 

One  major  problem,  Walters  says,  is 
that  even  experienced  security  profes- 
sionals often  assume  that  once  they 
have  assessed  and  locked  down  criti- 
cal network  services  and  operating 
system  vulnerabilities,  all  applications 
on  those  servers  will  also  be  secured. 
Modern  database  systems  have  a  wide 


"Although  most 
organizations  understand 

the  need  for  security 
measures,  the  reality  is 
that  too  many  companies, 
from  startups  to  Global 
2000  enterprises,  remain 
inadequately  protected." 


Nancy  Blair, 
Vice  President, 
Product  Development, 
ISS 
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array  of  features  and  capabilities  that 
can  be  misused  or  exploited  to  com- 
promise the  confidentiality,  availability 
and  integrity  of  data.  For  example,  Wal- 
ters says,  all  modern  relational  data- 
base systems  are  "port  addressable," 
which  means  that  anyone  with  readily 
available  query  tools  can  attempt  to 
connect  directly  to  the  database, 
bypassing  security  mechanisms  used 
by  the  operating  system. 

"Although  most  organizations  under- 
stand the  need  for  security  measures, 
the  reality  is  that  too  many  companies, 
from  startups  to  Global  2000  enter- 
prises, remain  inadequately  protect- 
ed," says  Nancy  Blair,  vice  president 
of  product  development  for  ISS.  "This 
security  gap  exists  for  several  reasons. 
First,  information  security  is  rarely  a 
core  competence  of  any  organization. 
Second,  many  non-technical  execu- 
tives see  information  security  as  some- 
how different  from  the  risk  manage- 
ment practices  used  in  physical 
business  operations.  Third,  many  busi- 
nesses rely  on  overly  simplistic  securi- 


ty practices  to  protect  their  online 
business  assets." 

Based  in  Atlanta,  ISS  is  the  leading 
provider  of  total  information  security 
management  for  networks,  servers, 
applications  and  desktops.  Not  only 
does  ISS  offer  market-leading,  best-of- 
breed  security  management  systems 
for  security  assessment,  policy  enforce- 
ment and  intrusion  detection  —  all  built 
on  the  company's  SAFEsuite™  securi- 
ty management  platform  —  it  also  pro- 
vides superior  customer  service,  con- 
sulting, managed  security  service  and 
education  offerings  that  significantly 
reduce  the  complexity  and  expense 
inherent  in  protecting  online  assets. 
ISS  is  a  trusted  security  provider  to  its 
customers,  protecting  digital  assets 
and  ensuring  safe  and  uninterrupted 
e-business.  Its  security  management 
solutions  protect  more  than  6,000 
customers  worldwide,  including  21 
of  the  25  largest  U.S.  commercial 
banks,  the  top  10  telecommunica- 
tions companies  and  more  than  35 
government  agencies. 

"We  have  a  complete  life-cycle 
approach  to  Internet  security,  offering 
a  managed  solution  that  covers  the  full 
continuum  of  needs,"  says  Walters. 
"Every  day,  ISS  stops  hackers,  crack- 
ers and  cyber  thieves  cold  by  address- 
ing vulnerabilities  in  applications,  ser- 
vices, databases,  network  devices  and 
operating  systems.  Our  software  and 
services  form  a  security  management 
system  that  enables  organizations  to 
proactively  measure  and  control  their 
security  risks  and  protect  their  invest- 
ments in  e-business  infrastructure  and 
e-commerce."  ■ 


"STORAGEAPPS 
MAKES  OUR  BUSINESS 


MODEL  WORK. 
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Kevin  Torf,  Chairman  and  Founder 
Tornado  Development  Inc. 


MM  M  Tornado  Development  started  with  a  hot 
•uAl  nit-  c"i  hettei  way  to  manage  the 

|gjgg  constant  waves  of  information  from  voice 
mail,  e-mail,  pagers  and  faxes.  The  challenge:  how 
to  implement  Tornado  Messenger  so  that  it  works 
seamlessly  with  the  infinite  variety  of  systems, 
servers  and  storage  that  telco,  ASP  and  ISP 
customers  already  were  using. 


With  StorageApps  SANLink'"  storage  appliances  as 
the  foundation  of  its  solution  infrastructure,  Tornado 
hosts  messaging  solutions  for  ASPs,  ISPs  and 
carriers  of  all  sizes  around  the  world.  And  for 
customers  who  prefer  to  buy,  Tornado  provides 
SANLink  as  part  of  a  turnkey  solution.  "StorageApps 
is  a  real  partner.  They  provide  the  technology  we 
need  to  make  our  business  model  work."  Torf  says. 


That's  why  Tornado  relies  on  the  Proactive  Network 
Storage  Solutions'"  portfolio  from  StorageApps. 


"Bottom  line,  what  StorageApps  really  gives  us  is  a 
smarter  way  to  deliver  customer  value." 


"StorageApps  gives  us  something  other  storage 
companies  can 't  match:  true  any-to-any 
connectivity."  explains  Kevin  Torf,  Tornado's 
Chairman  and  Founder.  "And  they  offer  carrier-class 
functionality  at  a  better  price,  as  well. " 


To  find  out  more  about  smarter  solutions  for 
network  storage,  visit  us  at  www.storageapps.com 


StorageApps 

The   Smarter  Approach 


•  •  • 
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forageWay  Focuses  on  Media-Rich  Storage  Needs 


of  Internet  Companies 


The  explosive  demand  for  stor- 
age solutions  is  being  driven 
not  simply  by  a  flood  of  e-mail 
and  business-related  documents  but 
also  by  innovative  Web-based  applica- 
tions and  services  that  capitalize  on 
the  now  widespread,  consumer-priced 
availability  of  broadband  services. 
Web  users  have  developed  an  insa- 
tiable thirst  for  media-rich  data  and 
new  companies  are  springing  up  to 
quench  it,  capitalizing  on  the  Inter- 
net's ability  to  deliver  sounds  and  pic- 
tures as  well  as  text. 

One  such  company  is  LightSurf 
Technologies  Inc.,  a  provider  of  wireless 
digital  media  infrastructure,  which 
recently  launched  a  collaborative 
venture  with  Eastman  Kodak  Company 
called  the  Kodak  Picture  Center  Online. 
The  new  service  allows  customers 
of  participating  CVS  stores  to  have 
their  images  uploaded  to  the  Internet, 
where  they  can  be  enhanced  and 
shared  with  others  via  CVS.com.  (CVS 
is  a  chain  of  more  than  4,100  stores.) 

"Our  interest  is  the  visual  —  be  it 
still  imaging  or  video  —  and  even  the 
audio  communication  solution,"  says 
Robin  Nijor,  LightSurf  s  vice  president 
of  marketing  and  sales.  "Ours  is  an 
'Intel  Inside'  kind  of  business  model 
where  we  handle  the  technology  and 
let  our  partners  do  the  marketing  Our 
goal  is  to  become  the  platform  of 
choice  for  anybody  with  an  idea  for 
capturing  an  image  and  sharing  it 
instantly  with  anyone  in  the  world." 

It's  a  vision  that  requires  enormous 
amounts  of  storage  to  enable,  which  is 
why,  Nijor  says,  LightSurf  selected 


Peter  Shambora, 
President  and 
Chief  Executive  Officer, 

StorageWay 
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Fremont,  Calif.-based  StorageWay  as 
its  storage  solution  provider.  "We  were 
looking  for  a  fast-moving  company  of 
people  who  would  work  with  us  rather 
than  scratch  their  heads  and  say,  'Gee, 
we've  never  done  that  before,'  because, 
frankly,  most  of  what  we're  doing  hasn't 
been  done  before.  It's  all  been  driven 
by  the  convergence  of  digital  media, 
wireless  and  the  Internet.  StorageWay 
has  been  a  fantastic  partner,  not  only 
because  they  deliver  in  a  timely  fashion, 
but  because  they've  been  willing  to 
deliver  solutions  for  storage  that  haven't 
been  required  in  the  past." 

Unlike  other  storage  solutions,  Stor- 
ageWay delivers  massive  amounts 
of  managed  storage  to  file  and  Web 
servers  in  Internet  data  centers  via  a 
telephone-like  utility  connection.  This 
system  eliminates  the  need  for  the  busi- 
nesses operating  such  data  centers  — 
or  their  clients  —  to  assume  the  con- 
siderable fixed  cost  of  setting  up  a  high- 


availability  storage  infrastructure  and 
the  ongoing  administrative  costs  and 
problems  associated  with  managing  it. 
Like  telephone  subscribers,  customers 
receive  prearranged  levels  of  service 
through  that  connection.  Under  this 
model,  the  actual  storage,  backup 
equipment  and  operations  personnel 
might  be  hundreds  of  feet  or  hundreds 
of  miles  from  the  data  center,  connect- 
ed by  high-speed  networks. 

"We're  the  first  storage  service 
provider  to  have  focused  exclusively  on 
the  unique  storage  management  needs 
of  Internet-related  businesses,  such  as 
all  e-commerce,  ISPs,  ASPs  and  media 
and  content  delivery  companies,"  says 
Peter  Shambora,  StorageWay  president 
and  chief  executive  officer.  "The  Web 
operations  of  these  businesses  typically 
are  hosted  in  co-location  or  hosting  cen- 
ters that  lease  capacity  on  hundreds  or 
thousands  of  Web  servers  to  third  par- 
ties. What  we've  done  is  build  our  stor- 
age service  infrastructure  organically 
into  the  leading  co-location  centers  in  a 
way  that  allows  us  to  provide  customers 
with  managed,  outsourced  storage; 
proportional,  usage-based  pricing;  and 
guaranteed  service  levels.  Once  cus- 
tomers are  connected,  storage  becomes 
a  worry-free  aspect  of  their  business." 

StorageWay  launched  its  new  man- 
aged storage  utility  service  in  June 
with  the  introduction  of  two  products 
—  OutStore  and  OutBackUp.  Storage- 
Way  has  deployed  storage  data  cen- 
ters in  18  co-location  sites  nationwide. 
By  the  end  of  first  quarter  2001,  the 
company  expects  to  have  30  data 
centers  worldwide.  ■ 
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e-mails^ 


but  where 
do  you  go 

to  get  one  back? 


digital  safe" 


E-mails  have  gone  beyond  simple  communication. 
Today  they  hold  confidential  ideas. 
Proprietary  thoughts. 
And  records  of  business-critical  transactions. 
They  are  valuable  company  assets. 

Assets  that  must  be  protected,  managed  and  —  when  needed  —  easily  retrieved. 
That's  why  Zantaz  is  introducing  Digital  Safe"  e-mail  archiving  services. 
Absolute  security  is  ensured. 

And  retrieval  can  be  accomplished  in  minutes  —  not  months. 

To  find  out  more  about  protec  ting  your  company's  assets, 

go  to  www.zantaz.com/retrievel 
or  call  L-800-636-0095. 
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»us  Managed  Services  Support  Secure  E-Commerce 


As  more  and  more  companies 
shift  to  e-commerce  as  an 
important  or  even  dominant 
business  model,  the  demand  for  secure 
and  reliable  Internet  infrastructure 
services  has  exploded.  Analysts  fore- 
cast that  the  overall  market  for  man- 
aged Internet  infrastructure  services 
will  grow  to  $35  billion  in  2004  from 
$6.4  billion  in  2000. 

"The  demand  for  managed  services 
is  being  fueled  by  several  factors, 
including  the  overall  growth  in  Inter- 
net use,  heightened  security  con- 
cerns among  business  executives  and 
the  growing  trend  among  businesses 
to  outsource  due  to  lack  of  in-house 
skills,  expertise  and  tools,"  says  Kim- 
berly  Price,  senior  vice  president  of 
product  development  at  Telenisus 
Corporation,  a  privately  held  Rolling 
Meadows,  III. -based  Internet  man- 
aged service  provider  founded  in  June 
1999  to  address  the  unique  and 
evolving  needs  of  e-business. 

"Most  people  look  at  the  Internet  as 
a  way  to  do  commerce  or  as  a  way  to 
do  communications,  such  as  virtual 
private  networking  (VPN),"  Price  says. 
"Telenisus  takes  an  end-to-end  holistic 
view  for  customers  in  that  we  assume 
around-the-clock  responsibility  for  man- 
aged-firewall and  security  operations, 
VPNs,  hosting  and  most  other  e-com- 
merce functions." 

In  fact,  Price  says,  with  a  support- 
ing infrastructure  designed  and  built 
specifically  to  offer  security,  scalabil- 
ity, reliability  and  end-to-end  support, 
Telenisus  offers  everything  a  Web- 
enabled  company  requires  from  a 
single  source  provider. 


'Telenisus  takes 
an  end-to-end 
holistic  view  for 
customers  in  that 

we  assume 
around-the-clock 
responsibility  for 
managed-firewall  and 
security  operations, 
VPNs,  hosting  and 
most  other 
e-commerce  functions." 


Kimberly  Price, 
Senior  Vice  President, 
Telenisus  Corporation 
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The  company  takes  the  application 
service  provider  (ASP)  formula  a  giant 
leap  beyond  simply  hosting  applica- 
tions, managing  its  customers'  entire 
e-commerce  technology  platform. 

The  company's  managed  services 
are  built  upon  and  differentiated  by  its 
Built  for  e-Business™  service  infra- 
structure, which  consists  of  network 
operations  centers,  an  operations 
support  system,  service  aggregation 
points  and  a  highly  secure  hosting 
architecture  combined  with  widely 
available  IP  backbone,  local  access, 
data  center  and  collocation  services 
acquired  from  industry-best  partners. 

Telenisus'  integration  of  best-of- 
class  technology  ensures  that  cus- 
tomers have  the  most  scalable  and 
secure  managed  hosting  environment 
available.  EMC's  enterprise  storage 
systems,  software  and  networks  and 
highly  scalable  servers  from  Sun, 
IBM  and  Compaq  are  featured  in 


Telenisus'  platform  of  mirrored,  proac- 
tively  managed  data  storage,  high- 
capacity  servers  and  state-of-the-art 
tape  backup  that  is  fundamental  to 
enterprise  class  hosting. 

The  foundation  of  Telenisus'  e-ser- 
vices  delivery  is  its  multimillion-dollar 
operations  support  system  (OSS),  a 
proprietary  operating  platform  that 
smoothly  integrates  services  and 
operations  such  as  network  and  trou- 
ble management,  ordering  and  billing 
into  a  single  automated  system.  The 
OSS  automatically  notifies  techni- 
cians and  customers  if  something 
goes  down.  It  also  allows  customers 
to  watch,  via  a  Web  portal,  what's 
happening  to  their  networks  —  to 
identify  any  problems,  who's  holding 
the  work  order  and  so  on. 

Telenisus  provides  managed  Inter- 
net infrastructure  services  to  more 
than  500  companies,  including  Mit- 
subishi Motors,  American  Express, 
UPS  Europe,  Borden  and  RR  Donnel- 
ley. Technology  providers  for  Telenisus 
include  EMC,  Check  Point  Software, 
Cisco  Systems,  Sun  Microsystems, 
Nokia,  Entrust,  IBM,  Network  Flight 
Recorder,  Equant,  Qwest  and  Ander- 
sen Consulting. 

"What  makes  us  different  is  that  we 
simplified  the  complex  task  of  inte- 
grating the  Internet  into  a  business's 
operations,"  Price  says.  "We  make  it 
easy  for  businesses  to  use  the  Inter- 
net to  sustain  a  competitive  advan- 
tage. By  assembling  and  managing  all 
the  key  pieces  to  help  customers 
securely  conduct  business  on  the 
Web,  we  take  the  worry  and  com- 
plexity out  of  e-commerce.  "  ■ 


Is  There  A  Storage  Solution  So  Dynamic  It  Can 

Face  The  Most  Unpredictable  Requirements? 


So  Secure  It  Wards  Off 

The  Most  Menacing  Intruders? 


And  So  Cost-Effective  It  Will  Lower 
Your  Expenses  By  Over  35%? 


■lere  IS   Introducing  StorageWay,  the  leading  managed  storage  utility 

r  the  Net-economy.  StorageWay  has  built  a  global  storage  management 
•restructure  focused  solely  on  the  specialized  data  management  needs 

companies  conducting  business  on  the  Internet.  By  partnering  with        c   .         r_  _flWaV 

DraqeWay  our  customers  have  refocused  precious  capital  and  IT  personnel  J>tOraqeWWU/ 

ck  to  their  core  business  values.  Find  out  today  how  you  can  benefit 
Lm  the  leading  managed  storage  utility  for  the  Net-economy. 

pO  StorageWay,  Inc.  All  rights  reserved. 


www.storageway.com   1  -877-438-8998 


Qwest  Cyber.Solutions  Offers 
Industry-Leading  Service  Levels 


•  ndustry  analysts  estimate  that 

*  'arge  enterprises  experience  signifi- 


cant losses  due  to  downtime.  For 
this  reason,  quantifiable  service  level 
agreements  (SLAs)  —  designed  to 
meet  a  predefined  level  of  availability 
of  IT  resources  —  are  critical  to  help- 
ing companies  improve  their  bottom 
lines.  Increasing  availability  by  just 
0.5%  can  make  a  huge  impact  for 
businesses. 

In  a  move  that  underscores  the 
importance  of  SLAs  to  the  success  of 
the  application  service  provider  (ASP) 
model,  Qwest  Cyber.Solutions  LLC 
(QCS),  the  largest  enterprise  ASP,  has 
unveiled  an  industry-leading  package 
of  SLAs  called  QCS  ProofPositive™ . 

QCS  is  offering  comprehensive, 
well-defined  SLAs  at  three  levels  — 
99%,  99.7%  and  99.99%  guaranteed 
availability,  thereby  helping  customers 
significantly  decrease  the  business 
impact  of  downtime.  The  availability 
levels  range  from  seven  hours,  20  min- 
utes of  downtime  per  month  to  no 
more  than  four  minutes  and  22  sec- 
onds for  selected  platforms. 

"When  selecting  an  ASP  for  our 
institution,  one  of  the  most  important 
factors  we  considered  was  the 
service  level  agreement,"  says  James 
Fisher,  assistant  vice  president  for 
finance  with  Rochester  Institute  of 
Technology.  "Qwest  Cyber.Solutions 
stood  out  from  the  crowd  because 
they  offered  us  comprehensive 
options  that  met  all  our  business 
requirements,  and  at  the  same  time 
convinced  us  of  their  ability  to  deliver 
on  those  SLAs  with  their  technology, 
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John  Charters, 
Chief  Executive  Officer, 
Qwest  Cyber.Solutions 


infrastructure,  tools  and  expertise." 

To  deliver  on  ProofPositive,  QCS 
developed  QCS  Sentry™,  a  process 
for  reliable  delivery  of  world-class 
applications  and  maximum  system 
availability  designed  to  improve  the 
end-user  experience  of  critical  busi- 
ness systems.  QCS  has  made  signifi- 
cant financial  and  technological 
investments  to  develop  QCS  Sentry, 
which  will  provide  comprehensive  and 
proactive  management,  monitoring 
and  reporting  infrastructure  for  appli- 
cation and  transaction  performance. 

"Delivery  on  SLAs  is  the  crux  of 
the  ASP  value  proposition  and 
impacts  all  aspects  of  an  ASP's  busi- 
ness," says  Clare  Gillan,  group  vice 
president  of  applications  research  at 


IDC,  the  leading  IT  research  firm. 
"ASPs  such  as  Qwest  Cyber.Solutions 
that  show  initiative  and  responsibility 
for  their  service  will  drive  further 
adoption  of  the  ASP  model.  Qwest 
Cyber.Solutions'  inclusion  of  financial 
accountability  for  disaster  recovery 
and  general  customer  satisfaction  in 
its  SLA  puts  more  pressure  on  com- 
petitors to  strengthen  SLA  agree- 
ments." 

QCS  ProofPositive  provides 
strong  service  levels  on  all  compo- 
nents of  QCS'  ASP  services  including 
application,  performance  and  disaster 
recovery.  To  meet  a  variety  of  cus- 
tomer requirements,  ProofPositive 
offers  a  choice  of  three  service  levels 
on  selected  platforms:  standard, 
enhanced  response  and  business  crit- 
ical. QCS  customers  also  benefit  from 
the  company's  high-availability,  global 
Internet  protocol  network  that  pro- 
vides an  excellent  communications 
infrastructure  for  mission-critical 
application  solutions  that  require 
security,  performance  and  reliability. 

"We  are  strong  believers  that 
customers  should  expect  more 
from  their  ASP  partner  than  check- 
book compensation  for  insufficient 
service  levels,"  says  John  Charters, 
chief  executive  officer,  Qwest 
Cyber.Solutions.  "Today,  only  a  hand- 
ful of  the  largest  enterprises  have 
the  financial  and  technological 
resources  to  ensure  maximum  avail- 
ability of  applications.  With  QCS 
Sentry  and  ProofPositive,  QCS  is 
setting  the  new  standards  for  ser- 
vice in  the  ASP  environment."  ■ 


The 
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Protect 


I    have    the    Power  to  Compete 


Our  network  is  our  business,  and  its  my  job  to  keep  our 
mission  critical  systems  petforming.  I  can't  take  the  chance 
that  our  information  isn't  protected  against  attack  or  misuse 
around  the  clock.  When  the  stakes  are  this  high,  I  rely  on 
the  security  management  leader  thousands  of  companies 
trust:  Internet  Security  Systems.  As  security  pioneers,  they 
offer  the  right  mix  of  award-winning  security  assessment, 
intrusion  detection,  risk  management  and  outsourced 
managed  security  services  I  need  to  protect  key  information 
assets  across  our  enterprise — from  headquarters  to  satellite 
offices  to  telecommuters.  There's  no  question  Internet 
Security  Systems  gives  me  a  technical  advantage.  From  their 
X-Force™  research  experts  to  consulting,  emergency 
response  and  SecureU™  education  services,  ISS  gives  me 
the  resources  I  need  for  a  total  solution.  Their  power  to 
protect  gives  my  company  the  power  to  compete. 

To  power  your  network  with  security  management 
from  Internet  Security  Systems  visit  www.iss.net  or 
call  1-800-776-2362. 
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continued  from  page  2 
a  gigabyte  of  storage  cost  less  than 
$10  and  it's  predicted  that  this 
cost  will  drop  to  $1  by  2005. 

The  storage  industry 
clearly  has  come  a  long  way  from 
the  3.5-inch  floppies  inserted  into  PC 
disk  drives.  Networks  have  trans 
formed  the  world  of  data,  allowing  it 
to  be  stored  and  managed  in  mas- 
sive server  pools  that  can  be 
accessed  by  many  people  at  a  time. 

SAN  vs.  NAS 

In  the  age  of  the  networked  enterprise, 
the  true  value  of  a  company's  data  can 
only  be  realized  when  users  have  reli- 
able, fast  access  to  that  data  anytime, 
from  anywhere.  Mission-critical  data  is 
no  longer  in  one  location  but  stored  on 
distributed  systems  on  various  plat- 
forms and  is  accessed  from  mainframe 
systems,  databases,  business  appli- 
cations, groupware  and  e-mail  systems 
that  operate  24  hours  a  day,  seven 
days  a  week.  With  so  much  data  in  so 
many  different  places  —  growing  in 
volume  every  day  —  managing  it  has 
become  a  strategic  issue,  consuming, 
by  some  accounts,  up  to  70%  of  a 
typical  company's  IT  budget. 

Three  or  four  years  ago,  the  only 
storage  solution  available  to  organi- 
zations was  to  directly  attach  storage 
media  —  hard  disks,  RAID  (redundant 
array  of  independent  or  inexpensive 
disks) ,  tape  media,  optical  disks  —  to 
each  server.  The  server  processed  all 
client  requests  for  files. 

This  approach  has  some  major 
drawbacks.  For  one  thing,  it  uses 
resources  inefficiently.  One  server 
might  be  out  of  storage  space  while 
r  has  lots  of  free  disk  space. 


Office 

workers  are 
responsible 
for  writing 
more  than 
80%  of  all 
original 
paper 

documents. 


There  are  often  duplicate  copies  of  the 
same  file  on  several  servers.  If  servers 
on  the  local  area  network  (LAN) 


supply  the  storage,  backup  traffic  ties 
up  network  resources.  Servers  can't 
share  data  across  platforms  because 
one  file  system  can't  read  anoth- 
er file  system  type. 

Two  hot  new  storage 
technologies  —  Network 
Attached  Storage  (NAS)  and 
Storage  Area  Network  (SAN) 
—  have  greatly  advanced  the 
field.  NAS  devices  are  storage 
appliances  —  large,  single-purpose 
servers  that  plug  into  a  network  and 
perform  one  task  exceptionally  well: 
they  serve  files  very  quickly.  SANs  are 
multi-server,  multi-storage  networks 
that  act  as  a  secondary  network  to  a 
LAN.  This  secondary  network  relieves 
the  main  network  of  massive  data 
transfer  loads  because  backup  traffic 
occurs  between  storage  devices 
inside  the  SAN.  Analysts  estimate 
that  usage  of  NAS  and  SAN  has  grown 
67%  over  the  past  year.  IDC  has  pre- 
dicted that  the  value  of  the  server 
storage  market  will  top  $16  billion  by 
2003. 

"Until  very  recently,  the  preferred 
approach  involved  LAN-based  file 
servers  or  NAS,"  says  IDC's  McArthur. 
"For  both  business  and  technical  rea- 
sons, however,  users  increasingly  are 
turning  to  SAN  solutions  for  enterprise 
file-management  needs." 

The  movement  toward  SANs  — 
which  make  all  storage  devices  direct- 
ly available  to  all  servers  on  a  network 
—  has  pushed  vendors  to  develop 
components  that  are  interoperable, 
IDC  reports.  Along  with  the  strategic 
importance  of  storage  in  general,  the 
advent  of  SANs  is  a  key  driver  behind 
the  growth  in  the  storage  services 
market  today. 


55%  of 
the  world's 
digital 
information 
is  confined 
to  single- 
user 
personal 
computers. 

Storage  on  Demand 

The  hottest  new  trend  in  the  storage 
industry  is  the  emergence  of  the 
storage  utility  or  storage-on-demand 
model.  Before  the  Internet,  the  aver- 
age data  storage  capacity  of  the 
world's  largest  1,000  enterprises  was 
growing  35%  to  40%  per  year.  Since 
the  Internet,  the  growth  rate  has 
jumped  to  100%  and,  for  Internet-relat- 
ed business  use,  it's  reached  400%. 
As  a  result,  the  typical  Global  2000 
company  will  have  between  153,000 
gigabytes  (153  terabytes)  and  one 
million  gigabytes  (one  petabyte  or 
1,000  terabytes)  of  storage  online 
by  2003,  according  to  Forrester 
Research.  Many  e-businesses  will 
have  much  more.  Providing  this 
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amount  of  data  storage  is  extremely 
expensive  and  complex;  IDC  predicts 
that  the  average  Global  2000  compa- 
ny will  spend  $2.25  million  to  $15 
million  just  to  house  its  data. 

The  sheer  complexity  of  managing 
data,  and  the  required  infrastructure 
of  personnel,  redundant  equipment, 
backup  devices  and  management  and 
control  software,  can  drive  the  annual 
cost  of  maintaining  Internet-related 
data  centers  into  the  tens  to  hundreds 
of  millions  of  dollars  range. 

The  development  of  storage  net- 
work technology  has  enabled  a  new 
type  of  infrastructure  business,  simi- 
lar in  concept  to  the  telephone  com- 
pany, that  delivers  access  to  storage 
through  a  utility-like  network  con- 


nection. The  actual  storage  —  hard 
disk  arrays,  tape  backup  systems 
and  the  like  —  and  the  people  to 
manage  it  are  physically  located 
somewhere  else,  in  purpose-built 
storage  utility  centers. 

"The  remarkable  growth  of  e-busi- 
ness has  dramatically  increased  the 
need  for  storage  capacity,"  says 
McArthur.  "Coupled  with  the  short- 
age of  skilled  IT  professionals,  the 
storage  utility  model,  with  its  flexible 
pay-as-you-go  approach,  has  become 
very  attractive.  It  provides  customers 
with  storage  solutions  to  ease  the 
burden  of  storage  management  and 
enable  them  to  respond  to  growth 
opportunities  with  predictable  costs. 
That's  essential  as  storage  becomes 
an  increasingly  strategic  issue."  ■ 


This  section  was  produced  and 
written  by  Jerry  Bowles,  who  has 
more  than  30  years  of  experience 
as  a  writer,  editor  and  corporate 
communications  director  specializ- 
ing in  technology,  supply  chain, 
e-commerce  and  customer  issues. 
For  information  about  the  Forbes 
2001  e-business  series,  contact 
Bowles  at  jbowles@bellatlantic.net 
or  (212)  582-3791. 

eMarketmakers: 

Building  the  Next-Generation 
Net  Market 

Issue  Date:  March  19,  2001 
Closing  Date:  January  2,  2001 

eCustomer: 

Meeting  the  Challenge  of 
Multi-Channel  Service 
Issue  Date:  April  16,  2001 
Closing  Date:  January  29,  2001 

mCommerce: 

The  Next  E-Business  Revolution 
Issue  Date:  June  25,  2001 
Closing  Date:  April  9,  2001 


1 


6,  26/98 


9/25/98 


12/31/98 


3/26/99 


6/25/99 


cmronnsY 


EDITED  BY  ELIZABETH  CORCORAN 


Day  of  E-tonement 

OUCH.  INVESTORS  FEEL  THE  PAIN.  THIS  MARKET  IS  A  BEAR,  AND  IT  COULD  GET  MEANER.  INTERNET  STOCKS 
have  the  deepest  gouges,  and  in  the  aftermath  of  the  collapse  a  big  shift  has  occurred:  The  "good  new 
days"  are  over — investors  will  probably  never  again  greet  Web  stocks  with  the  faith  and  euphoria  thai 
drove  the  market  for  much  of  the  past  two  years.  Some  1 30  Weblets  already  have  gone  bust.  Investors  in  the  107  initial 
public  offerings  staged  by  Internet  and  software  firms  in  the  first  1 1  months  of  this  year  are  down  almost  20%  ij 
they've  held  on  this  long.  The  venture  capitalists  who  financed  many  of  these  shipwrecks  gamely  assert  they  are 
pleased  to  see  overblown  valuations  fall  to  calmer  levels.  But  Nasdaq's  once-roaring  gains  financed  many  new  BMWS 
in  Silicon  Valley.  Yes,  there  will  be  good  deals  to  come,  because  technology  creates  real  value.  But  if  the  first  50(3 
online  IPOs  were  done  on  "Internet  time,"  the  next  ones  will  go  more  slowly,  taking  enough  time  to  pursue  old-! 
fashioned  concepts  like  profits.  Investors  ultimately  are  optimists:  A  net  $4.7  billion  flowed  into  equity  funds  in  the 
first  week  of  November,  the  fourth  up  week  in  a  row.  Nearly  two-thirds  of  it  went  into  small-cap  and  aggressive  growtr 
funds,  which  will  use  the  cash  to  start  buying  once  the  market  hits  bottom.  Whenever  that  maybe. 


No  Sacred  Cows 


Until  recently  venture  capitalists  seemed  immune  to  the  shakeout. 
New  funds  raised  a  record  $28  billion  in  the  third  quarter,  accord- 
ing to  Thomson  Financial.  But  the  immunity  is  wearing  off.  Cross- 
point  Venture  Partners  recently  turned  back  $1  billion  in  commit- 
ments, claiming  it  could  not,  "in  good  conscience,"  put  the  money  in  this  market. 

Expect  more  of  the  same,  says  self-appointed  industry  watchdog,  Stephen  Lisson.  His 
site,  lnsiderVC.com,  publishes  performance  data  for  top  firms.  Much  was  made  earlier  this 
year  of  those  triple-digit  internal  rates  of  return.  But,  says  Lisson,  vc  numbers  often  have 
little  to  do  with  reality.  Rather,  they  are  estimates  based  on  inflated  valuations  of  private 
companies,  or  public  companies  still  in  lockup.  Only  when  a  vc  sells  his  stake  can  a  limited 
partner  measure  real  returns.  Below  are  funds  that  sported  huge  paper  gains  preslide.  Sev- 
eral of  their  plays  have  since  either  lost  value,  canceled  public  offerings  or  gone  bust. 

Sierra  Ventures  Fund  VII,  raised  in  1999,  valued  its  $8.4  million  stake  in  FairMarket  at 
$119  million  on  Mar.  31.  It  is  now  worth  $3.4  million.  Sierra's  original  $8  million  in  IAM.com 
had  been  $23  million.  The  company  laid  off  25%  of  its  staff  in  June  and  landed  on  one  of 
those  notorious  sites  that  chronicles  Web  failures.  "Your  information  is  accurate,  but  it's 
only  a  slice  of  the  whole  pie,"  says  Sierra  Chief  Financial  Officer  Martha  Clarke  Adamson. 

Even  older  funds  that  have  returned  some  money  to  investors  are  getting  hit.  Battery' 
Ventures'  Fund  III,  raised  in  1994,  sported  "high  double-digit  returns"  in  part  due  to  three 
high-profile  plays:  Chordiant  Software,  Focal  Communications  and  Internet  Pictures  Corp. 
These  firms,  still  held  by  the  fund,  are  off  80%.  —Carleen  Hawn 


In  Excess 

Too  much  cash  can  hurt  a  businesl 
too.  The  $1.25  billion  in  convertibli 
debt  that  Amazon.com  raised  in  Jan 
uary  1999  let  it  expand  into  unprof 
itable  businesses  and  build  ware 
houses  across  the  U.S.  Amazon  no\< 
says  they  had  first  sought  only  $50( 
million  and,  dubiously,  blame  the  big 
ger  bet  on  two  things:  a  pep  talk  fror 
Mary  Meeker  of  Morgan  Stanle 
Dean  Witter;  and  the  strategy  c 
then-CFO  Joy  Covey.  "And  she  isn 
here  anymore,"  says  a  spokesman 
Seems  like  Jei 
Bezos,  wh 
went  along  wit 
the  idea,  is  srill  i 
residence. 
—Quentin  Hare 


3CT.  1998  GLOBAL 
STOCK  AND  BOND  MARKETS 
SINK  AS  LONG-TERM  CAPITAL 
TELLS  INVESTORS  IT  HAS  LOST 
$4  BILLION  SINCE  JANUARY. 


Chase  H&Q  Internet  Index 


262     FORBES"  December  25,  2000 


Source:  Chase  H&Q 


12/31/99 


3/31/00 


6/30/00 


9/29/00  11/24/00 


MAR.  10,  2000  NASDAQ  CLOSES 
WITH  A  RECORD  HIGH  OF  5048.62.  IN 
rHIS  QUARTER  ALONE  113  INTERNET 
COMPANIES  WENT  PUBLIC. 

You  Can't  Take  It 
With  You,  But  You 
Sure  Can  Try 

In  the  heyday  of  dot-comdom,  spending 
ruled.  Spend  fast  to  get  big,  get  big  to  build 
brand,  and  use  that  brand  to  get  cus- 
tomers. The  more  expensive  the  goods  you 
were  trying  to  sell,  the  bigger  your  market- 
ing campaign  needed  to  be. 

Living.com  didn't  hesitate  to  spend 
big  bucks:  Big  ticket  e-tailers  routinely 
spent  at  least  $100  to  acquire  cus- 
tomers. Then  Living.com  joined  the 
ranks  of  the  dead  in  August.  Its  trustees 
are  asking  15  cents  per  customer  for 
anyone  wanting  to  buy  chunks  of  its 
customer  list.  That  would  mean  that 
Living.com  overestimated  each  cus- 
tomer's value  by  $99.85.  It  would  have  done 
better  sending  out  $100  bills  in  return  for 
postage  stamps 

Some  of  the  big  spenders 
are  well  known:  Pets.com  went 
aut  with  a  bang,  leav- 
ng  the  sock  pup-  . 
pet  to  fend  for  it-  VI 
self.  Here  are 
Dthers  on  the  re- 
lent list  of  the  dearly  departed  and  the  dol- 
ars  they  took  with  them.—  Jennifer  Godwin 

3ARDEN.COM  $455  million  November:  Ceased 
operations. 

W0RTGAGE.COM  $358  million  October:  Ceased 
3perations.  

DAR0RDER.COM  $100  million  August:  Closed. 

:REEINTERNET.COM  $87  million  October:  Filed 
for  bankruptcy.  

JVING.COM  $55  million  August:  Filed  for 
aankruptcy. 

:URNITURE.COM  $77  million  November: 
Declared  bankruptcy.  

YllADORA  $45  million  November:  Closed, 
discounted  remaining  inventory.  

3IGW0RDS.COM  $40  million  October:  Closed. 


APR.  12, 
2000 

NASDAQ  FALLS 
286  IN  A  DAY. 
THE  MARKET 
HAS  OFFICIALLY 
TURNED  INTO 
A  BEAR. 


Ad  relevance? 

This  just  in:  There's  no  such 
thing  as  an  instant  brand. 

Most  of  the  efforts  of  dot- 
coms to  build  their  brand  by 
throwing  bags  of  money  at  TV 
commercials  were  wasted.  Ana- 
lysts at  AdRelevance  report  that, 
while  television  campaigns  may 
help  build  long-term  brand  awareness,  they  aren't  as 
good  as  online  ads  at  delivering  the  short-term  traf- 
fic essential  to  creating  sales.  AdRelevance  found  an 
83%  correlation  between  the  frequency  of  online  ads 
and  engaged  users.  The  dot-coms  that  paid  the 
highest  price  were  the  17  that  shelied  out  an  average 
$2.1  million  per  30-second  spot  during  the  Super 
Bowl.  Where  are  they  now?  —Erika  Brown 

The  Biggest  Losers 

PETS.COM:  OUT  of  business.  

EPIDEMIC.COM:  OUT  of  business.  

NETPUANCE:  Its  stock,  at  $1  per  share,  is  in  danger 
of  being  delisted. 

MICROSTRATEGY:  Its  shares  are  off  97%  from  a  high  of  $333. 
LIFEMINDERS:  Stock  tumbled  94%  from  its  high,  to  $6. 


Pets.com's 
sock  puppet 
won  the 
affections— 
but  not  the 
patronage— 
of  online 
shoppers. 


1 


NOVEMBER 
2000 

CROSSPOINT 
INDEFINITELY 
SUSPENDS 
$1  BILLION  FUND 
DUE  TO  MARKET 
FLUCTUATIONS. 


IVE.COM  $29  million  October:  Closed. 


**The  venture  industry  had 
a  cycle  from  1991  to  1999 
that  is  unlikely  to  be  matched  for 
generations.  There's  little  doubt 
that  those  are  the  good  ol'  days." 

ROGER  MCNAMEE,  PARTNER,  INTEGRAL  CAPITAL  PARTNERS,  NOV.  2000 


E-liminated 

About  31,000  dot-com  jobs  were  cut  in  the  first 
II  months  of  this  year,  says  outplacement  firm 
Challenger,  Gray  &  Christmas.  The  layoffs  are 
likely  to  grow;  November's  record-breaking  8,789 
jobs  axed  was  up  55%  from  October.  Recent  big 
losses  are  in  news  and  entertainment  sites,  but, 
overall,  consulting  and  financial  sites  have  cut 
back  the  most.  —  Q.H. 
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Moneymakers,  Wallet  Breakers 

Turning  Internet  buzz  into  stock  gains  this  past  year  hasn't  exactly  been  easy. 
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14.50 

0.19 

_qq 

33 

Ud  iniclaCTIVG 

43.00 

0.53 

33 

Quepasa.com 

12.69 

0.16 

-99 

Talk  City 

26.13 

0.31 

-99 

Value  America 

5.06 

0.03 

-99 

Mortgage.com 

5.81 

0.03 

-99 

ResourcePhoenix.com 

19.75 

0.09 

-99 

'As  of  Nov.  17,  2000.  prior  to  merger.  Source:  Thomas  Weisel  Partners. 

Drill-Bit  Dilemma 


Companies  used  to  brag  about  stock  prices  that  sounded  like 
area  codes— 209  or  303.  But  these  days  many  dot-coms  are 
trading  at  more  like  3/s  or  9/32.  When  your  stock  sells  at  drill- 
bit  prices,  the  end  is  near.  Nasdaq  delists  companies 
whose  shares  are  priced  at  less  than  $1  for  more  than  30 
consecutive  business  days.  (A  stock  can  revive  its 
chances  by  bouncing  back  above  $1  for  more  than  10 
business  days  within  90  days.)  By  late  November  154  of 
Nasdaq's  3,866  listings  were  trading  at  or  below  $1  a  share.  Here  are  ten  danger- 
ously close  to  the  edge.  By  Nov.  24  all  but  AutoWeb  and  Jfax.com  had  already  ex- 
perienced more  than  30  days  as  drill  bits.  —Jennifer  Godwin 


Company 

IPO 

(1999) 

First-day 
high 

Date  first 
hit  $1 
(2000) 

Nov.  24 
close 

AutoWeb 

Mar  23 

$41.00 

Oct  18 

$0.38 

Beyond.com 

June  171 

13.88 

Aug  11 

0.50 

BigStar  Entertainment 

Aug  3 

10.06 

June  28 

0.19 

Egreetings  Network 

Dec  17 

16.25 

Sept  26 

0.28 

E-Stamp 

Oct  8 

33.00 

Aug  4 

0.28 

Jfax.com 

July  23 

10.31 

Oct  13 

0.75 

PteiistRx.com 

Oct  7 

36.50 

July  12 

0.19 

Qi.tpasa.com 

June  25 

18.25 

Aug  3 

0.19 

July  20 

16.50 

Oct  2 

Thegiefee.com 

N0V131 

48.50 

Sept  27 

0.47* 

Online 

Advertising:  It's 
Not  Dead  Yet 

Many  of  the  dot-coms  that  burned 
through  their  marketing  budgets  have 
blown  up.  Ad  rates  from  the  first  half 
of  this  year  are  down  8%  compared 
with  last  year  as  measured  in  cost  per 
thousand  impressions.  Analysts  ex- 
pect continued  declines. 

The  fallout  should  have  rendered 
online  advertising  extinct,  but  the  op- 
posite has  occurred.  Spending  is  still 
on  the  rise,  albeit  at  a  slower  pace. 
Jupiter  Research  forecasts  a  $5.3 
billion  outlay  this  year,  up  50%  from 
last  year.  Next  year,  ad  sales  could 
grow  a  less  impressive  37%. 

E-tailers  teetering  on  the  edge 
of  foreclosure  are  spending  their 
wads  in  the  fourth  quarter  in  last- 
gasp  efforts  to  revive  sales.  Expect 
a  brief  pullback  in  the  first  quarter 
as  sponsors  pause  to  analyze  per- 
formance. Throughout  next  year, 
larger  companies  will  pick  up  the 
slack,  bringing  with  them  bigger 
budgets.  Trends  to  look  for: 

►  Web  advertising  by  old-line  com- 
panies in  consumer  goods  and  au- 
tomotive will  rise.  Dot-coms  now 
account  for  70%  of  online  ad  dol- 
lars, but  analysts  expect  that  to  fall 
to  50%  by  the  end  of  2001. 

►  Top  destination  sites  will  garner 
more  ad  dollars,  as  lesser  sites  fall 
out  of  favor.  Big  winners:  CNN,  AOL 
and  Yahoo.  The  top  ten  sites  control 
71%  of  ad  revenue. 

►  Sponsors  will  demand  more  for 
their  ad  dollar.  CPMs  will  continue  to 
drop.  Banner  click-through  rates,  at 
0.5%,  are  down  75%  from  three 
years  ago.  Some  advertisers  are  al- 
ready paying  a  per-click  or  per- 
transaction  rate. 

►  Ads  will  become  more  costly  as  rich 
media  becomes  more  pervasive.  Tar- 
geting will  become  common.  And 
sales  to  small  businesses  will  become 
a  hot  new  market.      —Erika  Brown 


'Date  Is  !998.  Source:  Commodity  Systems  Inc. 
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Tribal  Justice 

pplied  Terravision  rode  in  to  build 
oftware  for  the  Bureau  of  Indian 
ffairs  and  rode  out  a  full-fledged  ASP. 


Y  JENNIFER  GODWIN 
k  BATIVE  AMERICANS  HAVE  A 
^■painfully  long  list  of  complaints 
^  about  their  treatment  by  the  fed- 
'al  government.  Now  a  bit  of  software 
elivered  over  the  Internet  might  cure 
:  least  one  of  those  ills. 

For  more  than  a  century  the  Bureau 
f  Indian  Affairs  has  paid  out  dividends 
)  Native  Americans  for  land  held  in 
ust  by  the  government.  And  for  most 
f  that  time  the  BIA  has  been  pretty 
vful  at  it,  so  bad  that  a  group  of  Na- 
ve Americans  won  a  civil  action  suit 
n  the  matter  last  year. 

"It  would  be  difficult  to  find  a  more 
istorically  mismanaged  federal  pro- 
ram,"  U.S.  District  Court  Judge  Royce 
amberth  wrote  in  his  ruling  in  Wash- 
lgton,  D.C.  He  noted  that  the  U.S.  gov- 
-nment  "cannot  say  how  much  money 
or  should  be  in  the  trust,"  but  gave 
le  bureau  one  last  chance  to  fix  the 
less — or  lose  oversight  of  the  divi- 
ends  entirely. 

Easier  said  than 
one.  The  land,  worth 
lore  than  $2.5  billion, 
irows  off  $300  mil- 
on  a  year  in  resource 
icome.  Splitting  up  that  cash  is  a  mind- 
ending  task:  Compute  the  money 
wed  to  250,000  owners  for  2  million 
iterests  in  57  million  acres,  divided  into 
70,000  tracts  with  income  from  min- 
ral,  grazing  and  logging  rights. 

"The  average  person  who  dies  a 
!row  Indian  owns  an  undivided  inter- 
it  in  80  different  tracts  of  land,"  says 
lark  Madison,  the  BIA's  regional  realty 
tfficer  in  Billings,  Mont,  and  a  Sioux 
om  the  Fort  Peck  reservation. 

The  BIA's  best  hope:  software  from 
i  pplied  Terravision,  a  14-year-old  corn- 
any  in  Calgary,  Alberta  that  makes  land 
Management  software  for  oil  and  gas 
|)mpanies.  It  lost  $1.2  million  this  year 


Bob  Tretiak's 
software  helps 
manage  land 
assets  but  has 
a  Big  Sky 
future  ahead. 


on  $20  million  in  sales.  In 
August  it  agreed  to  be  ac- 
quired for  $69  million  by 
Petroleum  Place,  an  Engle- 
wood,  Colo.-based  online 
exchange  for  the  energy 
industry. 

Applied  Terravision's 
software  works  like  a  giant  coin  sorter, 
says  Chief  Executive  Robert  Tretiak, 
who  will  stay  on  after  the  deal  closes. 
First  a  large  lease  payment  from,  say,  a 
mining  or  oil  company  is  entered  into 
the  program.  Then  the  software 
matches  that  payment  against  owner- 
ship interests  by  querying  arduously 
compiled  databases  of  contracts  and 
probate  and  title  records. 

The  software  then  apportions  the 
money,  less  taxes  and  fees,  among  the 
different  tracts  and  owners,  based  on 
their  uneven  stakes.  These  interests  can 
be  so  small  they  start  27  digits  to  the 
right  of  the  decimal.  Once  amounts  are 
calculated,  a  related  accounting  pro- 
gram transfers  the  amount  to  a  trust  in 
Philadelphia.  Individual  Native  Ameri- 
cans can  then  withdraw  at  will. 

"The  RFP  was  huge,  three  inches 
thick.  At  first  I  was  totally  daunted," 
says  David  Orr,  a  senior  vice  president 
at  Applied  Terravision.  "But  once  I  got 


into  it,  I  knew  there  was  nothing  else  off 
the  shelf  that  would  fit  any  better  than 
our  software." 

Applied  Terravision  could  gross  $30 
million  from  the  five-year  BIA  contract. 
As  laws  and  contracts  change,  pro- 
grammers redo  the  code  to  build  new 
channels  in  the  coin  sorter.  The  system, 
launched  this  year  after  an  18-month 
effort,  is  a  vast  improvement  over  BIA's 
1970s  software.  "It's  so  specialized  that 
it's  basically  custom-built,"  says  Orr. 

And,  since  the  whole  project  is  net- 
worked and  Web-ready,  the  software 
firm  can  now  bill  itself  as  a  trendy  ap- 
plication service  provider  (ASP).  Tretiak 
spent  four  months  and  nearly  $500,000 
building  a  server  farm  that  could  han- 
dle online  requests  from  bureaucrats. 
Engineers  can  reprogram  and  perform 
maintenance  without  having  to  trek  to 
remote  reservations. 

Now  90%  of  Tretiak's  new  clients, 
including  Bank  of  America's  trust  divi- 
sion, sign  on  as  ASP  customers.  Tretiak 
hopes  one  day  to  apply  the  software  to 
telecom  rights-of-way  or  movie  con- 
tracts. Whether  Disney  would  buy  con- 
tract management  software  from  a 
company  called  Petroleum  Place  is  an- 
other story.  "The  marketing  guys  can 
handle  that  problem,"  Tretiak  says.  F 
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ENJOYING  AN  UNEXPECTEDLY 
ROMANTIC  SUPPER. 


Word  is,  a  flood  caused  a  fire  in  a  substation. 
Relays  trip.  Lights  dim.  Hard  drives  spin  down. 
Data  packets  stall  like  subway  cars  in  a  tunnel. 
An  intern  shows  up  with  candles.  And  matches. 
Somebody  then  appears  with  take-out  dinner. 
"So  what's  the  recovery  plan  for  all  of  the  data?" 
someone  asks.  Nobody  answers.  Who  knows? 
Storage  is  on  the  same  network  as  the  servers. 
The  servers  will  be  back.  The  data  won't. 


THAT'S  WHEN  IT  HITS  YOU.  YOU  ARE  SO  READY  FOR    =  =  ~z 


Companies  spend  over  $11  billion  a  year  to  recover  lost  data.  An  IBM  Storage  Area  Network  can  ensure 
that  in  a  disaster,  your  data  will  be  available  where  and  when  it's  needed.  Find  out  about  storage 
solutions  from  IBM  at  a  SAN  Solution  Center.  Call  1  800  426  7777  to  learn  more  and  find  a  center  near  you. 

ige 

Storage  Solutions  from  IBM 

ibm.com/storage/solutions  109 
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Yes,  But  Will 
It  Scale? 

A  tiny  Atlanta  firm  weathers  rough  seas  to  help 
Yankee  fishermen  sell  their  catch  online. 


BY  DOUG  DONOVAN 

DAWN  AT  THE  GLOUCESTER, 
Mass.  waterfront  brings 
with  it  an  oily  reek  of  cod 
and  flounder  mixed  with 
diesel  fumes  as  boat  cap- 
tains motor  in  to  deliver  their 
catches  to  the  Gloucester  Seafood 
Display  Auction.  Fish  auctioneer 
Gus  (Butch)  Maniscalco  steps  in 
front  of  a  small  crowd  waiting  to 
bid  on  57,000  pounds  of  fresh  fish, 
ending  each  sale  with  his  signature, 
"You  bought  'em." 

Maniscalco  has  been  hawking 
fish  in  Gloucester  for  3  years  and 
Boston  for  25  years,  as  his  father  did  for 
25  years  before  him.  In  the  next  few 
months  the  family  tradition  could  end, 
with  Maniscalco  trading  in  his  gavel  for 
a  job  as  a  public  relations  man.  The  rea- 
son: Global  Food  Exchange,  a  tiny,  two- 
year-old  firm  in  Atlanta  whose  software 
brokers  perishable  meat,  poultry  and 
dairy  products  over  the  Web.  The  shop 
is  diversifying  into  fish,  buying  the 
Gloucester  auction  outright  six  months 
ago  and  now  melding  it  with  a  related 
auction  site  online. 

Global  Food's  founders,  ex-McKin- 
sey  &  Co.  consultants  Mark  Moore  and 
Christopher  Swann,  hope  to  create  a 
network  of  ports  and  merge  their 
catches  into  a  Web-based  bazaar  at- 
tracting bidders  from  around  the 
world.  "I  hope  we're  ready  for  this," 
Butch  Maniscalco  says  warily. 

The  travails  Moore  and  Swann  have 
endured  underscore  the  troubles  many 
old-line  firms  have  in  trying  to  set  up 
shop  on  the  Web.  They  had  to  over- 
come harsh  local  skeptics,  novice  com- 
puter users  and  crippling  glitches.  "Get- 


Net  Gain 


ting  this  to  work  has  been  about  getting 
everyone  to  understand  it  takes  a  step- 
by-step  approach,"  says  Moore,  31. 

Exchanges  such  asWorldCatch.com, 
Seafood.com  and  GoFish.com  already 
broker  fish  online,  but  Global  Food  Ex- 
change is  the  first  to  tie  together  the  old 
and  new  worlds.  Most  of  the  $50  billion 
U.S.  seafood  market  consists  of  frozen 
goods.  Fresh  fish  amounts  to  roughly 
20%  of  the  9.2  billion 
pounds  of  fish  traded 
annually. 

The  three-year-old 
Gloucester  auction, 
still  so  small  that  its 
founder's  7-year-old 
niece  answers  the 
phone,  handles  16  mil- 
lion pounds  a  year. 
Global  Food  Exchange 
looks  to  tie  in  other 
New  England  auctions 
and,  eventually,  ones 
in  Europe. 

Moore  and  Swann 
started  out  of  Swann's 


Fresh  fish  auctions  are  a  sliver  of 
the  seafood  industry.  But  Global 
Food  Exchange  hopes  they  can 
lure  traffic  to  its  Web  site. 

pounds  of  fish 
landed  in  the  U.S. 


pounds 
landed  in  Gloucester,  Mass 

pounds 
sold  through  Gloucester's 
auction  annually. 


There's  nothing  virtual  about  the 
16  million  pounds  of  fish  sold 
each  year  at  auction  in 
Gloucester,  Mass. 

Atlanta  apartment  in  February 
1999  with  $70,000  of  their  own 
money.  In  February  2000  they 
raised  $12  million  from  Charles 
River  Ventures,  Sigma  Partners 
and  Bain  Capital. 

Flush  with  cash,  they  ap- 
proached three  East  Coast  fishi 
auctions:  Gloucester,  New  Bedford, 
Mass.  and  Portland,  Me.  But  New  Bed- 
ford had  a  rudimentary  online  bidding) 
system.  In  Portland  auction  officials! 
dismissed  the  idea  of  making  a  virtual) 
market  out  of  such  a  tactile  trade. 

Only  Larry  Ciulla,  owner  of  the 
Gloucester  auction,  was  interested. 
Moore  and  Swann  paid  $1.5  million 
in  cash  and  equity 
for  Ciulla's  business, 
which  generates  $1.8 
million  in  sales  from 
1 1-cent  fees  on  each 
pound  of  fish  sold, 
plus  $400  a  month  ir 
dues  for  each  of  2g 
seats  at  the  auction. 

The  two  Web  hot- 
shots  faced  a  tighth 
knit  community,  po- 
tentially hostile  tc 
newfangled  technol 
ogy.  So  they  enlistee 
Ciulla,  Maniscalco  anc 
auction  accountan 
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Sold!  A  more 
sterile  Internet 
seafood  auction 
is  replacing  the 
subtler  auction 
gamesmanship 
orchestrated  by 
veteran  Butch 
Maniscalco, 
above. 


arry  Sullivan  to  sell  buyers 
id  captains  on  the  concept, 
acals  still  picked  apart  the 
lans  at  early  town  meetings, 
ayers  fretted  that  their  roles 
ould  be  eliminated,  and  captains 
iped  that  prices  could  fall  if  they  had 

compete  with  other  ports  online.  "It 
as  a  pretty  uncomfortable  meeting," 
ys  Steve  Parkes,  a  Gloucester-based 
lyer  for  Whole  Foods  Market  of 
astin,  Tex. 
But  the  pair  pressed  ahead.  They  tried 

open  an  auction  in  New  Bedford  to 
/al  the  incumbent  Whaling  City  Auc- 
)n  Seafood  Display.  City  officials  tried 


to  block  it.  So  they  re- 
treated and  instead  licensed  their  soft- 
ware to  Whaling  City  in  October. 

That  reinvention  as  a  software  de- 
signer helped  Global  Food  Exchange 
raise  still  more  cash  in  October.  Moore 
and  Swann  gave  up  slightly  more  than  a 
60%  stake  in  their  firm  to  raise  a  sec- 
ond round  of  $18  million. 

By  November  Global  Food  Ex- 
change had  finished  three  months  of 
training  for  not-so-sawy  fish  buyers. 


Initial  plans  called  for  all  bidders  to 
have  high-speed  Internet  access,  but 
half  a  dozen  bidders  are  still  waiting  for 
their  hookups.  The  auction  still  works 
with  poky  dial-up  connections. 

The  first  trial,  a  17,500-pound  catch 
sold    the    day  before 
Thanksgiving,  went  off 
with  few  hitches,  if  slug- 
gishly. It  took  two  hours  to 
clear  out  the  fish.  Auction- 
eer   Butch  Maniscalco 
could  have  moved  them  in 
30  minutes.  Five  days  later 
Gloucester  tried  to  sell 
80,000  pounds  and  the  system  crashed, 
confirming  buyers'  suspicions  that 
they  might  end  up  having  to  deploy 
one  worker  to  watch  the  online  site 
from  the  office  and  a  second  at  the 
auction  in  case  of  a  crash. 

"They  should  have  taken  more 
time  before  launching  it,"  says 
Keith  Marden,  owner  of  the 
Wellesley,  Mass.  processing  com- 
pany, Captain  Marden  Seafoods. 
The  delays  don't  bother  Marden 
much.  "The  Internet  takes  the  whole 
mystique  and  flavor  out  of  it,"  he 
laments. 

Global  Food  Exchange  plans  to  stick 
it  out  in  Gloucester.  The  promise  of 
marrying  a  wider  variety  of  product, 
buyers  and  sellers  still  looms  large.  New 
software  always  has  its  bugs.  "If  you 
wait  until  a  system  is  all  perfect,  then 
you've  waited  too  long,"  Moore  says. 

But  if  the  young  entrepreneurs  do 
pull  out,  the  town  can  always  go  to  its 
"legacy"  system:  Butch,  F 
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Hands  Off 

How  do  you  make  your  PC  really  work? 
Make  it  someone  else's  problem. 


BY  ELIZABETH  CORCORAN 

MORE  THAN  TWO  YEARS  AGO, 
RoseMary  Anderson  wound  up 
working  two  jobs  even  though 
she  was  paid  for  only  one.  By  day  she 
was  the  accounting  manager  for  West 
Coast  Office  Interiors,  a  thriving  furni- 
ture supply  store  in  Santa  Clara,  Calif. 
By  night  she  was  the  firm's  IT  manager. 

"I  was  going  in  some  nights  at  3  a.m. 
to  work  on  the  computers,"  she  recalls. 
On  too  many  nights  she  would  feed  din- 
ner to  her  then-3-year-old  son,  then 
bundle  him  up  and  head  to  the  office, 
where  she  would  struggle  to  keep  half  a 
dozen  aging  PCs  running  while  he 
napped  in  a  corner. 

These  days  Anderson's  company  has 
a  fleet  of  21  state-of-the-art  PCs  for  its  42 
employees — and  no  IT  manager.  Ander- 
son quit  moonlighting  last  December; 
now  the  firm  relies  on  an  outside  care- 
taker, Santa  Clara-based  CenterBeam,  to 
run  its  computer  network.  "It's  so  nice," 
she  gushes.  She  works  48  hours  a  week 
instead  of  90 — and  her  son,  Dennis,  gets 
to  sleep  in  his  own  bed. 

Anderson's  story  is  woefully  famil- 
iar to  people  working  in  small  busi- 
nesses. In  spite  of  endless  pledges  to 
make  PCs  "easy  to  use,"  most  still  are 
not.  Big  companies  have  the  budgets  to 
hire  IT  specialists  or  turn  the  mess  over 
to  a  consulting  operation  such  as  An- 
dersen or  EDS.  Millions  of  small  com- 
panies just  limp  along. 

Sheldon  Laube  is  betting  $170  mil- 
lion of  venture  money  that  he  can  fix 
the  problem.  Laube,  50,  is  the  founder 
and  chief  executive  of  CenterBeam,  one 
of  a  handful  of  "managed  service 
providers"  that  have  sprung  up  in  the 
past  18  months.  A  former  top  technol- 
ogy executive  at  Price  Waterhouse,  Nov- 
ell and  the  former  USWeb  (now  called 
:hFirst),  Laube  pledges  to  make  the 
computers  of  small  and  midsize  busi- 
nesses run  as  smoothly  as  they  do  in  the 


commercials. 

The  market  is  poten- 
tially huge:  There  are  more 
than  5  million  "small"  U.S. 
businesses,  employing  up  to 
99  people.  Companies  like 
CenterBeam  are  targeting  a 
million  or  more  of  these  firms.  Center- 
Beam's  well-funded  rivals  include  Fre- 
mont, Calif.-based  Everdream  and  the 
newest  entry,  MindShare  in  Reston,  Va. 

Here,  ideally,  is  how  CenterBeam 
works:  Customers  decide  how  many 
"seats"  they  want  and  pick  from  a  selec- 
tion of  desktop  and  notebook  PCs  built 


by  Dell.  CenterBeam  loads  the  machines 
with  all  the  latest  Microsoft  software, 
networking  features  and  its  own  pro- 
prietary programming  for  letting 
CenterBeam  manage  the  machines  re- 
motely. Laube's  shop  also  becomes  its 
clients'  Internet  service  provider,  typi- 
cally plugging  them  into  a  high-speed 
DSL  network. 

Then  customers  receive  boxes  of 
hardware — namely,  computers,  print- 
ers and  wireless  network  gateways. 
They  unpack  the  boxes,  turn  on  the 
machines  and  CenterBeam  remotely 
starts  monitoring,  backing  up,  updating 
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e  systems — even  tracking  minutia 
;e  the  level  of  toner  in  printers.  Can't 
>en  a  document?  Does  the  printer 
em  balky?  Call  or  e-mail  Center- 
jam.  Total  costs?  About  $200  to  $400 
month  per  seat,  depending  on  the 
ecise  computer. 

"The  basic  idea  has  tremendous 
erit,"  says  Charles  Rutstein,  an  ana- 
st  with  Forrester  Research  in  Cam- 
idge,  Mass.  "They're  taking  over  an 


activity  that,  at  best,  provides  no  value 
and,  at  worst,  is  a  big  drain  on  time  and 
management." 

Until  two  years  ago,  hiring  outsiders 
to  run  a  business'  computer  backbone 
was  a  costly  option.  Then  PC  prices 
dropped,  people  grew  comfortable  with 
the  Internet,  wireless  networking 
emerged  and  broadband  connections 
became  affordable. 

CenterBeam  and  Everdream  were 


DESPITE  THE  SOMBER  VENTURE  CAPITAL  SCENE, 
CENTERBEAM  RAISED  $115  MILLION  IN  OCTOBER. 


CenterBeam's 
Sheldon  Laubc 
is  IT'S  unseen 
hand,  managing: 
your  tech  assets 
without  ever^  2 
dropping  b 


first  funded  during  the  giddy  times  in 
early  1999.  Yet  even  in  the  currently 
somber  funding  environment,  both 
have  clinched  substantial  additional  in- 
vestments: CenterBeam  closed  a  $115 
million  round  in  October,  raising  it 
from  investors  that  included  EDS  and 
Apax  Partners,  along  with  its  starting 
trio  of  Accel  Partners,  CrossPoint  Ven- 
tures and  New  Enterprise  Associates. 
Everdream  closed  its  third  round  of  fi- 
nancing in  August,  bringing  its  cumu- 
lative investments  to  almost  $70  million. 

Equally  key:  Both  firms  are  teaming 
with  big-name  partners.  In  mid-De- 
cember CenterBeam  announced  the  de- 
tails of  a  broad  alliance  with  EDS.  Along 
with  buying  an  equity  stake,  the  tech 
giant  will  share  technology  and  recruit 
and  serve  customers  jointly  with  Cen- 
terBeam. Everdream  works  closely  with 
Hewlett-Packard  and  a  pack  of  "value- 
added  resellers,"  supplying  its  customers 
with  HP  hardware.  This  month  HP  is 
testing  the  idea  of  selling  its  own  gear 
with  all  the  handholding  attached,  es- 
sentially putting  an  HP  label  on  Ever- 
dream's  service. 

CenterBeam  and  EDS  are  betting  the 
deal  is  a  big  win  for  both — estimating  it 
could  generate  more  than  $500  million 
in  revenue  over  the  next  ten  years.  EDS 
already  manages  2.2  million  PCs  for  big 
clients  among  the  world's  500  largest 
companies,  a  service  that  contributes 
more  than  15%  of  EDS'  $19  billion  in 
annual  revenue.  A  typical  client  would 
represent  about  1,500  seats,  says  Byrne 


Mulrooney,  an  EDS  vice  president. 

CenterBeam's  largest  client  site,  by 
contrast,  is  all  of  120  seats.  Last  February 
EDS  decided  to  try  to  reach  down  to 
midsize  firms.  But  that  means  learning 
to  use  technology,  instead  of  EDS  staff,  to 
manage  all  those  computers,  Mulrooney 
says;  to  serve  big  accounts  EDS  has  a  field 
staff  of  thousands  of  people. 

CenterBeam's  goal  is  to  never  send  a 
technician  to  a  company's  site,  Laube 
says.  It  does  this  by  building  the  entire 
infrastructure  a  company  uses,  from 
computers  to  network  connections.  In- 
side an  organization  CenterBeam  uses 
wireless  networks,  which  means  com- 
puters can  be  relocated  more  easily.  Cus- 
tomers are  connected  via  broadband 
links  to  CenterBeam  servers — which 
now  will  be  run  by  EDS. 

Analysts  agree  that  there  are  more 
than  enough  small  businesses  to  fuel 
growth  for  CenterBeam  and  Everdream. 
Both  companies  say  they  currently  man- 
age "thousands"  of  seats.  CenterBeam 
intends  to  be  profitable  in  2003;  Ever- 
dream is  aiming  for  profitability  in  2001. 

Success  now  depends  on  that  most 
old-fashioned  of  practices:  giving  the 
smallest  customers  first-class  service 
even  as  the  entire  customer  base  grows. 
So  far,  customers  say  they  have  been  de- 
lighted with  how  quickly  both  compa- 
nies respond  to  questions.  Just  east  of 
Berkeley,  the  town  government  of 
Lafayette  turned  over  its  information 
technology  needs  to  Everdream  in  early 
November. 

In  the  first  month  Lafayette  employ- 
ees put  in  72  calls  to  Everdream,  asking 
questions  such  as  how  to  forward  e-mail 
from  an  AOL  account  and  how  to  get  a 
server  rebooted  after  a  power  failure. 
"These  are  72  people  who  didn't  come 
to  my  desk  and  ask  me  a  question,"  says 
Tracy  Robinson,  Lafayette's  administra- 
tive services  director.  "I  can  put  money 
on  that." 

Even  as  the  EDS  deal  could  help  Cen- 
terBeam work  its  way  into  bigger  ac- 
counts, Laube  pledges  not  to  leave 
smaller  clients  behind.  "Our  technology 
lets  us  serve  small  customers  as  effi- 
ciently as  big  ones,"  he  says.  "To  us, 
everyone's  an  individual."  F 
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The  Silicon  Car 


WE  LOVE  THE  WEB,  BUT  WE  STILL  VACATION  IN 
Tuscany.  Most  of  our  time,  effort  and  re- 
sources go  into  moving  the  solid,  not  the  vir- 
tual, things  of  life.  And  most  of  the  moving  is 
still  orchestrated  by  click-click,  bang-bang 
mechanical  and  hydraulic  systems.  The  intelligence,  such  as 
it  is,  resides  in  valves,  gears  and  complex  contours  painstak- 
ingly machined  into  camshafts. 

Silicon  is  now  rapidly  taking  over.  The  key  technology 
coming  of  age  is  the  electric  servomotor — one  with  a  very 
last  and  intelligent  feedback  loop.  Such  motors  can  move  a 
shaft  very  precisely,  along  any  trajectory  you  define.  They 
can  be  small  enough  to  move  a  silicon  wafer  through  a  chip 
fab,  or  big  enough  for  a  forklift. 

The  one  catch:  It  takes  extremely  fast  and  accurate  con- 
trol of  their  current  supply  to  make  them  behave.  And 
that's  what  has  recently  become  possible.  Combine  silicon 
in  microprocessors — smart  chips — with  silicon  in  solid- 
state  electric  power  switches — power  chips — and  you  can 
make  a  heavy-duty  electric  motor  as  disciplined  and  nimble 
as  a  ballerina. 

It's  happening  now  under  the  hood  of  the  car.  Think  of 
your  130-horsepower  Buick  as  a  100-kilowatt  (peak 
power)  toaster,  except  that  only  two  kilowatts  (peak)  of  its 
power  are  electric  today,  the  rest  being  all  shafts,  belts  and 
hydraulics.  Drive-by-wire  electric  power  steering  will  ap- 
pear in  some  production  vehicles  within  a  couple  of  years. 
All-electric  brakes  will  emerge  in  tandem.  Passive  springs 
and  shock  absorbers  will  give  way  to  powerful  linear  mo- 
tors that  move  wheels  vertically  as  needed  to  maintain 
traction  beneath  and  a  smooth  ride  above.  Electric  valves 
will  replace  mechanical  ones  on  the  cylinder  head.  In  the 
end  electric  drives  will  turn  the  wheels,  knocking  out  the 
gearbox,  driveshaft  and  differential. 

The  linchpin:  an  integrated  starter  motor/alternator  in- 
terface between  the  engine  and  the  car's  electrical  grid,  to 
convert  more  (and  eventually  all)  the  horsepower  into  kilo- 
watts. Such  units  will  begin  infiltrating  the  engine  within  the 
next  few  years.  Why  bother?  Electric  drives  are  lighter  and 
smaller — a  2-inch-diameter  electric  cable  can  convey  as 
much  power  as  all  four  engines  of  a  jumbo  jet.  They're  also 
faster  and  more  responsive — mechanical  systems  respond  at 
the  speed  of  sound;  electrical  ones,  at  the  speed  of  light. 

The  payoffs  are  tremendous — think  electric  wristwatch 
versus  mechanical.  Torque,  traction,  braking,  skid  control, 


fuel  economy  and  emissions 
all  depend  on  the  complex  in- 
teraction of  engine,  battery, 
suspension,  steering  and 
brakes;  the  magic  lies  in  the 
intelligent  coordination  of  al] 
the  parts,  which  silicon  makes 
possible.  The  improvements 
compound  with  each  addi- 
tional smart  "client"  added  tc 
the  carwide  electric  Web.  Anc 
the  car  sheds  hundreds  ol 
pounds,  too. 

So  why  didn't  Henry  Fore 
and  Thomas  Edison  get  to- 
gether to  build  the  Model  1 
that  way?  They  lacked  the  sili< 
con.  Without  really  smart  anc 
very  fast  control,  electric  drive: 
are  jittery  and  unstable;  they'n 
good  only  for  simple  an< 
steady  operations  like  contini 
uously  spinning  a  shaft.  Hair 
trigger  response  is  useful, 
turns  out,  only  in  the  ver 
steadiest  of  hands. 
Which  you  get  when  you  combine  the  smart  chips  an< 
power  chips  together  in  the  same  box.  Recently  developec 
fingernail-size  Mosfet  power  chips  can  switch  hundreds 
watts  at  microsecond  speeds.  An  array  of  such  chips  feedirt 
a  servomotor  under  the  oversight  of  a  Pentium  can  actual 
valves,  steer,  brake  and  drive  wheels  precisely  enough  to  de 
liver  the  kids  safely  to  the  soccer  field. 

Or  the  F-16,  nuclear  submarine,  diesel-electric  loeome 
tive,  monster  truck  or  industrial  robot  to  wherever  it  hap 
pens  to  be  headed.  Silicon-electric  drives  have  alread 
moved  deep  into  those  platforms.  But  in  the  atom-movin 
business,  Detroit  is  much  bigger  than  all  the  rest.  That 
where  the  costs  really  plummet  and  the  technology  taki 
off.  Cars  will  do  to  direct  drives  what  the  desktop  did 
computers. 

Most  of  the  "electric  car"  hype  has  centered  on  fuel  ce 
and  the  primary  power  plant.  That  gets  things  exactly  bac 
ward.  For  the  next  decade,  at  least,  it  isn't  the  combustic 
engine  that  will  be  displaced.  It's  what's  downstream. 


A  2-inch  electric 
cable  conveys  as 
much  power  as  four 
engines  of  a  jumbo 
jet— a  whole  lot 
more  than  the  power 
train  in  your  Buick. 


Peter  Huber,  a  Manhattan  Institute  senior  fellow,  is  the  author  o/Hard  Green:  Saving  the  Environment 
Irom  the  Environmentalists  and  the  Digital  I'ower  Report.  Find  past  columns  at  www.forbes.com/huber 
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Digital  Spin  By  John  C.  Dvorak 


State  of  the  Banner 


DNE  OF  THE  WEB'S  CHERISHED  MYTHS,  THAT  ADVER- 
tising  will  pay  for  content,  is  rapidly  crumbling  as 
one  ad-supported  site  after  another  expires.  One 
handy  scapegoat  in  all  this  is  the  ubiquitous  "ad  ban- 
ner," which  usually  appears  at  the  top  of  a  Web  page, 
his  form  of  Web  advertising,  now  seen  as  ineffective  and  old- 
ishioned,  may  be  on  its  last  legs.  Nobody  likes  banners,  and 
le  frequency  of  people  clicking  on  them  has  fallen  off  drasti- 
ally,  to  0.5%,  indicating  that  people  simply  ignore  them. 

What  will  replace  the  banner  promises  to  be  a  lot  livelier, 
ut  the  changes  could  very  well  set  off  an  advertising  free- 
)r-all  with  no  standards  for  formatting  or  pricing. 

Confusion  is  dawning  just  as  the  online  advertising  market 
ecomes  a  buyer's  market  for  the  first  time.  Internet  ad  spend- 
lg  is  expected  to  surpass  $4  billion  this  year  and  could  hit  $10 
illion  next  year,  according  to  AdKnowledge,  a  consultancy 
>r  ad  buyers.  The  incredible  growth  makes  this  sound  like  a 
filer's  market,  but  the  sheer  number  of  Web  pages  and  sites  of- 
:ring  advertising  continues  to  keep  inventory  high. 

As  of  September  more  than  6,200  major  sites  and  net- 
orks  ran  ads,  up  35%  from  June.  Factor  in  existing  sites, 
hich  create  additional  pages  constantly,  and  you  have  a 
usiness  model  that  is  unique  in  publishing.  With  magazines 
)u  print  the  issue,  send  it  out  and  forget  it.  On  the  Web, 
ick  issues  stay  online  as  reference.  It  is  like  shipping  all  the 
ick  issues  of  FORBES  with  every  new  issue. 

On  the  Web,  though,  ads  are  only  sold  for  pages  viewed 
f  a  reader.  These  page- view  numbers  go  into  the  millions 
n  a  daily  basis  on  more  popular  sites.  While  this  model 
ioks  as  if  it  could  be  incredibly  lucrative,  numerous  road- 
ocks  to  stability  stand  in  the  way. 

The  biggest  is  the  failure  of  the  banner  itself.  Publishers 
e  finally  experimenting  with  new  ad  formats.  These  are  al- 
ady  visible  at  sites  such  as  Forbes.com,  which  frequently 
nploys  what  is  referred  to  as  the  tower  or  skyscraper  ad. 
his  is  a  vertical  ad  that  has  no  standard  width  or  length  and 
>ually  consists  of  jazzy  animation,  utilizing  a  technology 
illed  Flash,  which  is  supported  by  most  browsers. 

But  the  skyscraper  is  just  the  beginning  of  a  format  war 
iat  will  drive  advertisers  crazy.  In  January  CNet,  the  online 
ablisher  that  arguably  invented  and  perfected  most  online 
1  models,  is  parting  ways  with  the  Internet  Advertising  Bu- 
au,  which  dictates  standards  such  as  banner  sizes.  CNet  will 
:but  12  new  programs  and  formats,  which,  it  hopes,  will 
ake  ads  more  effective  and  more  pleasing  to  the  reader. 


But  many  of  these  ads  are 
so  advanced,  with  program- 
mable and  tracking  capabili- 
ties unlike  anything  we've  seen 
in  the  past,  that  few  agencies 
could  possibly  develop  the 
elaborate  spots  themselves. 
CNet  must  use  its  own  team 
often  programmers  to  design 
them.  CNet  will  find  some 
way  to  recoup  the  develop- 
ment cost,  most  likely  by 
charging  more,  but  it  will  cer- 
tainly eat  some  of  the  expense. 
"We  all  have  to  find  ways  to 
simplify  the  advertising  mech- 
anism," says  CNet  Executive 
Vice  President  Greg  Mason. 

Another  hurdle:  Advertis- 
ing charges  are  are  out  of 
control.  There  is  the  tradi- 
tional cost-per-thousand,  or 
CPM,  based  on  the  number  of 
impressions  served.  Average 
CPMs  vary  from  $20  to  $80, 
depending  on  the  site.  Then 
there  is  the  newer  cost-per-click,  which  is  charged  on  the 
number  of  clicks  on  the  ad.  These  run  about  20  cents  a  click. 
Finally  there  is  the  cost-per-acquisition,  or  CPA,  which 
means  that  a  customer  has  actually  signed  up  for  something. 
A  CPA  can  run  $2  to  $25  a  customer. 

These  rates  are  under  pressure  as  inventory  increases,  and 
it's  not  going  to  get  better  anytime  soon,  according  to  Ted 
Welch,  president  of  Cyber-Reps,  a  company  that  represents 
large  sites  such  as  the  software  distributor  Tucows.  He  cites 
the  pullback  of  the  Web  companies  from  their  once-massive 
ad  campaigns  as  part  of  the  problem. 

There  may  always  be  a  bottomless  pit  of  inventory,  with 
sites  fighting  for  every  ad  dollar.  At  least  Wall  Street  thinks 
so.  CNet's  stock,  down  80%  from  its  52-week  high,  now 
trades  at  a  modest  seven  times  earnings.  Advertisers,  mean- 
while, will  continue  to  flock  to  the  Internet's  low  ad  rates. 
That  should  result  in  lower  ad  rates  for  print  and  TV,  too. 
No  matter  how  confusing  the  online  advertising  market  be- 
comes, the  years  ahead  should  be  a  bonanza  for  buyers.  F 


The  banner  is  on  its 
last  legs.  What  will 
replace  it  promises 
to  be  a  lot  livelier, 
but  the  changes 
may  very  well  start 
an  ad  free-for-all. 


hn  C.  Dvorak,  columnist  and  author,  is  host  of  Silicon  Spin,  a  daily  TV  show  on  ZDTV. 

ad  past  columns  at  www.forbes.com/dvorak  or  use  your  :CueCat  device  on  the  cue  code  (right)  to  take 
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I,  Landlord 

You're  moving.  A  shame  to  sell  the  old  place— if  you'd  more  than  cover  your  mortgage 
payment  by  leasing  it.  Here's  how  to  figure  out  if  you'd  profit  as  a  landlord. 


BY  STEPHANE  FITCH 

ISAAC  AND  BINA  VICTOR  JUST  BOUGHT 
a  4,500-square-foot  colonial  in  East 
Hanover,  N.J.,  paying  $525,000. 
What  to  do  with  their  old  home  in 
nearby  West  Orange,  a  2,800-square- 
foot  condo,  just  a  15-minute  drive  from 
Isaac's  gynecology  office? 

The  condo  is  nice:  nine  rooms,  a  bar 
and  a  Jacuzzi.  The  entryway's  ersatz 
hardwood  floors  look  almost  real. 
Based  on  sale  prices  of  units  nearby, 
Isaac  figures  this  place  ought  to  fetch 
$300,000— that's  $76,000  more  than 
the  $224,000  he  and  Bina  paid  for  it  in 
1998.  But  he's  worried  that  it  won't,  be- 
cause the  moneyed  Wall  Streeters  who 
swept  into  the  area  in  the  late  1990s 
have  grown  cautious.  If  so,  Isaac  may 
want  to  hang  on  to  the  apartment  and 
rent  it  out.  "I  can  get  $3,000  a  month 
easy,"  says  Isaac,  36. 

Sell  or  rent?  The  question  is  moot, 
of  course,  should  you  need  the  cash 
from  the  sale  of  your  old  home  to  fi- 
nance the  purchase  of  your  new  one. 
Suppose  you're  flush  enough  to  hold 
on  to  your  old  house  as  an  invest- 
ment. Playing  landlord  has  a  down- 
side-^— that  midnight  February  call  to 
fix  the  boiler.  (Isaac  Victor  just  saw  the 
1990  tenant-from-hell  movie  Pacific 
Heights  and  admits  he  has  qualms.) 
For  those  souls  who  can  deal  with  the 
hassles,  we  have  some  math  to  tell 
which  is  the  best  choice. 


Start  with  what  real  estate  pros  call 
the  "capitalization  rate,"  the  return  a 
rental  property  likely  will  fetch  in  the 
coming  year,  as  a  percent  of  its  market 
value.  The  return  is  the  annual  rental 
value,  minus  operating  costs  like  prop- 
erty taxes,  heating  bills,  lawn  care  and 
insurance.  Don't  subtract  capital  im- 
provements like  adding  a  bathroom 
but  do  subtract  an  allowance  for  re- 
pairs, including  the  ones  that  don't 
come  up  every  year.  If  re- 
painting would  run  $10,000 
and  you  expect  to  do  it  every 
eight  years,  subtract  $1,250.  Allow  for 
real  estate  commissions  if  you  want  a 
broker  to  screen  tenants.  Allow  for  the 
fact  that  the  place  will  be  empty  be- 
tween tenants. 

Don't  subtract  mortgage  interest.  In 
this  mental  exercise  you  are  assuming 
that  there  is  no  mortgage.  It  gives  you 
what  they  call  a  cash-on-cash  return. 
(In  a  similar  vein,  you  would  calculate 
the  yield  on  a  real  estate  investment 
trust  without  regard  as  to  whether  you 
are  in  the  habit  of  buying  stocks  on 
margin.) 

What's  a  good  yield?  To  compen- 
sate you  for  the  risks  of  being  a  land- 
lord, you  should  get  several  points 
more  than  the  yield  on  an  inflation- 
protected  Treasury  bond.  Those 
so-called  I  bonds  are  now  yielding  a 
bit  less  than  4%.  So,  8%  is  a  reason- 
able target  for  a  landlord.  The  com- 


parison should  be  with  a 
"real,"  or  inflation-ad- 
justed, bond  yield  because 
real  estate  values  tend  to 
keep  up  with  inflation. 

Another  good  compari- 
son to  make  is  with  the  aver- 
age yield  for  apartment 
REITs,  currently  7.8%.  Vis-a- 
vis directly  owned  real  es- 
tate, REITs  have  the  big  ad- 

PLAYING  LANDLORD  HAS 

vantages  of  greater  liquidity  (you  cai 
sell  with  a  mouse  click)  and  fewer  has 
sles  (no  calls  at  midnight).  Owned  rea 
estate  has  a  tax  advantage.  If  a  hou* 
you  rent  out  has  greatly  appreciated 
you  can  avoid  capital  gain  taxes  bi 
moving  back  into  it  for  two  years. 

If  your  cap  rate  is  8%  you  could,  c 
course,  wind  up  with  a  real  return  we; 
below  that — if  a  tenant  trashes  thl 
place  or  if  the  house  is  near  a  city  with 
weak  economy.  But  you  also  stand 
good  chance  of  doing  better.  The  long 
term  real  price  appreciation  of  house 
in  the  U.S.  is  0.3%  per  year. 

Let's  run  the  numbers  for  the  Vic 
tors.  The  $36,000  a  year  in  rent  Isaa 
thinks  he  can  get  would  general 
roughly  $24,000  after  property  taxe 
and  expenses.  That's  just  8%  of  tb 
$300,000  he's  hoping  some  young  Wa 
Streeter  will  offer  him  for  his  condo- 
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REAL  ESTATE 


The  Victors  may  not 
sell  until  real  estate 
bubbles  over  again. 


JWNSIDE— THAT  MIDNIGHT  FEBRUARY  CALL  TO  FIX  THE  BOILER. 


ot  a  fat  premium  over  REIT  yields, 
ven  the  potential  hassles.  But  what  if  a 
)oling  market  means  the  highest  bid- 
er  only  offers  $275,000?  That  boosts 
le  cap  rate  to  8.7%,  making  renting 
tore  tempting. 

What  about  depreciation?  Both  land- 
rds  and  REIT  shareholders  benefit  from 
x  laws  that  permit  a  depreciation  write- 
Tfor  investment  real  estate,  which  shel- 
rs  some  of  the  income.  However,  when 
m  (or  a  REIT)  sell  a  property,  the  past 
jpreciation  is  "recaptured"  and  taxed 
25%.  Further  gains — that  is,  gains  over 
id  above  original  purchase  price — are 
xed  at  20%. 

Example:  You  buy  a  house  for 
!00,000,  then  rent  it  out  for  five  years, 
liming  $32,000  of  depreciation  (re- 


member, only  the  building,  not  the 
land,  can  be  depreciated).  That  brings 
your  "tax  basis"  down  to  $168,000.  If 
you  sell  for  $300,000,  the  first  $32,000 
of  profit  is  taxed  at  25%  and  the  next 
$100,000  at  20%. 

Homeowners  do  better.  Couples 
face  no  tax  at  all  on  the  first  $500,000 
of  gain  on  a  house  they  have  lived 
in  for  at  least  two  of  the  past  five 
years.  (The  limit  for  singles  is 
$250,000.)  So,  if  you  are  sitting  on  a 
large  paper  gain  on  a  house  you  are 
moving  out  of,  you  might  do  well  to 
sell  it  rather  than  try  to  rent  it  out.  In- 
deed, Neil  Binder,  cofounder  of  New 
York  brokerage  Bellmarc,  tells  some 
clients  to  sell  their  home,  take  the  tax 
break,  then  buy  their  neighbor's  place 


and  rent  that  out  instead.  Or  you 
could  quit  landlording  before  three 
years  have  elapsed — when  the  joint 
isn't  yet  classified  as  a  commercial 
property — and  sell.  The  gamble: 
The  market  will  tank  when  you  want 
to  sell. 

Another  option  is  to  plan  someday 
to  reoccupy  your  old  home  following 
years  of  leasing  it  out.  Once  Isaac's  and 
Bina's  four  young  children  grow  up  and 
leave,  the  East  Hanover  colonial  might 
begin  to  feel  cavernous,  and  their 
condo  cozy.  Moving  back  for  two  years 
would  restore  their  $500,000  capital- 
gains  exemption. 

Rent  in  a  low-cap-rate  market  and 
you  may  have  precious  little  to  hope  for 
other  than  the  big  capital  gain  some- 


ftgure  out  whether  to  rent  or  sell,  check  out  the  calculator  at  www.forbes.com/rentorsell  or  use  your 
leCat  device  on  the  cue  code  ( right)  to  take  you  there  instantly. 
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where  in  the  future.  In  the  rolling  hills 
south  of  Los  Angeles,  Carol  and 
Richard  Channin  had  a  problem  in 
1995,  when  Carol's  employer,  food 
giant  Nestle,  transferred  her  to  Bu- 
dapest. The  couple  listed  their  2,100- 
square-foot  ranch  in  Fullerton,  Calif,  at 
5390,000  and  began  to  brace  for  a 
whopping  loss — they'd  paid  S500,000 

EQUITIES  


for  the  house  at  the  peak  of  California's 
real  estate  boom  in  1989.  No  takers 
emerged. 

So  their  broker,  Jacquelyn  Robin- 
son, found  a  couple  willing  to  rent  the 
house  for  S2,000  a  month.  The  oper- 
ating income  that  the  Channins  ex- 
pected to  pull  in  was  a  slim  4%  of  their 
asking  price,  and  it  surely  didn't  cover 


their  S3,000-a-month  mortgage  pay- 
ment. But  a  $160,000  loss  in  a  said 
seemed  even  more  horrendous.  They 
signed  a  lease. 

Now  back  from  Hungary,  the  Chan-i 
nins  are  again  ensconced  in  the  housel 
they  paid  so  much  to  hang  on  to,  andl 
have  some  consolation.  It's  probably) 
worth  S650,000  now.  F 


Consider 

Your  Options 

When  valuing  a  company  you 
should  allow  something  for 
the  long-shot  payoffs  that 
may  come  out  of  it.  That  kind 
of  thinking  makes  defense 
and  cable  stocks  particularly 
attractive.  Let  Michael 
Mauboussin  tell  you  why. 

BY  CHAN A  R.  SCH0ENBERGER 

THE  CLASSIC  WAY  TO  VALUE  Busi- 
nesses, which  has  kept  many  a 
professor  sketching  formulas  on 
the  blackboard,  is  to  compute  the  dis- 
counted present  value  of  their  future 
cash  payouts. 

Not  good  enough,  says  Michael 
Mauboussin,  the  chief  U.S.  investment 
strategist  at  Credit  Suisse  First  Boston. 
You  should  also  throw  in  something  for 
the  company's  "real  options." 

A  real  option  is  something  like  a  call 
option  on  stock  except  that  it  doesn't 
trade  on  the  Chicago  Board  Options 
Exchange.  Rather,  it  is  embedded  in  a 
business  enterprise.  It  is  the  right,  but 
not  the  obligation,  to  buy  something  at 
a  certain  price. 

Suppose  you  have  a  company  that 
owns  nothing  but  a  pool  of  oil  in  the 
ground,  all  low-grade  gooey  stuff  that 
can't  be  brought  to  the  surface  for  less 
than  S40  a  barrel.  What's  that  oil  worth? 

At  today's  oil  prices,  the  heavy  oil 
reserve  is  going  to  sit  there.  But  it  is  not 


worthless.  There  is  a 
chance  that  someday 
oil  prices  will  shoot 
well  above  the  recovery 
cost.  Owning  a  barrel 
of  the  reserve  is  like 
owning  a  call  option 
on  oil,  with  a  strike 
price  of  S40  in  constant 
dollars  and  with  no  ex- 
piration date.  You  can 
even  put  a  value  on 
that  option,  using  esti- 
mates of  future  volatil- 
ity in  real  oil  prices  and 
the  same  formula  used 
to  evaluate  stock  options.  Oil  engineers 
go  through  just  such  mental  exercises 
these  days. 

Look  around  and  you  will  see  real 
options  embedded  in  all  sorts  of  busi- 
nesses. When  Warner  Bros,  made 
Casablanca  in  1942  the  studio  had  no 
idea  that  television  play  and  later  video 
rentals  would  produce  vast  revenue 
streams  running  for  decades.  Think 

Know  Your  Options 


Real-options  guru  Mauboussin 
tries  to  math  out  the  future. 


about  that  when  you 
value  companies  thai 
own  film  libraries,  says 
Mauboussin.  Video  or 
demand  might  be 
flop,  but  there  is 
chance  that  it  will  be  i 
bonanza.  The  value  oi 
a  share  in  Viacom  oi 
Seagram  is  in  part  de- 
termined by  the  valui 
of  that  particular  long) 
shot  call  option. 

Mauboussin,  36 
became  fascinated  b' 
real  options  as  he  at 
tempted  to  explain  the  valuation 
speculative  technology  companies 
It's  hard  to  think  of  discounted  casl 
flows  when  a  company  is  still  in  th 
red  (or  voraciously  consuming  capi 
tal).  But  you  can  think  of,  say,  a  fiber 
optic-equipment  company  as  a  ca. 
option  on  the  possibility  that  its  pai 
ticular  technology  will  beat  out  riv; 
technologies. 


Analyst  Laura  Martin  at  CSFB  uses  real-options  theory  to  value  entertainment 
and  cable  stocks.  First  valuing  them  using  discounted  cash  flow,  she  adds  in 
the  worth  of  future  strategic  choices. 


VALUE  PER  SHARE 

Recent 

Company 

DCF 

+    real  optron 

=  'real"  worth 

price 

ENTERTAINMENT 

Time  Warner 

$86.04 

$17.21 

$103.25 

$70.50 

Seagram 

78.65 

14.16 

92.81 

52.69 

Viacom 

83.89 

10.07 

93.96 

53.94 

CABLE 

Cablevision 

87.00 

12.18 

99.18 

71.25 

Cox 

51.00 

8.16 

59.16 

40.44 

Adelphia 

35.00 

2.80 

37.80 

28.44 

Source:  Laura  Martin,  analyst.  Credit  Suisse  First  Boston 
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all-in  nw  trom  *<orbes 


Now-  use  the  cutting-edge  science  of  quantitative  analysis 
to  virtually  eliminate  the  No.1  reason  individual  investors 

make  unprofitable  decisions. 


The  Forbes  Aggressive 
Growth  Investor,  is  a 
professionals' system  of 
stock  picking  and  market 
analysis  that  will... 

Minimize  subjective 
decision  making. 

Identify  stocks  expected  to 
outperform  the  indexes. 

Tell  you  with  greater  certainty 
when  you  should  consider 
selling  a  stock. 

Reduce  your  anxiety  level 
in  a  volatile  market. 

The  Forbes  Aggressive  Growth 
'estor  enables  you  to  replace 
inion  and  subjective  reasoning 
:h  hard,  quantitative  science.  The 
ommendations  you'll  find  each 
>nth  result  from  the  Quant  Model, 
roprietary,  science-based  program 
it  virtually  eliminates  judgment... 
nion...and  subjective  reasoning 
m  the  stock  picking  process.  The 
ord  suggests  that  quantitative  anal- 
>  is  a  more  accurate  way  to  forecast 
:ock's  short-term  performance. 

Discover  the  Million-Dollar 
Advantage 

Quantitative  analysis  is  an  invest- 
nt  tool  that  has  been  used  for 
ades  by  large  investment  institu- 
is  to  maximize  profits  for  their  key 
ounts,  but  until  now  it  has  been  out 
each  for  the  individual  investor. 
I  cost  of  applying  such  a  sophis- 
ted  computer  program  was  too 
at.  But  now,  the  Forbes  Aggressive 
wth  Investor  makes  this  valuable 
:k-picking  available  to  you. 


Now,  as  a  Charter  Subscriber  to  the 
Forbes  Aggressive  Growth  Investor,  you 
can  be  the  kind  of  disciplined  and 
consistent  investor  who  rides  out  the 
storm  and  goes  on  to  greater  profits. 

Back  tested  for  a  period  of 
10  years  to  prove  the  system's 
effectiveness. 

While  the  Forbes  Aggressive 
Growth  Investor  is  a  new  service,  the 
computer  model  behind  the  system 
has  been  in  use  for  over  ten  years. 
Here's  documented  proof  this  system 
of  quantitative  analysis  really  works: 


Boosted  Returns 
an  EXTRA  362% 


Year 

S&P 

Applying  System 

1990 

-3.1% 

15.20% 

1991 

30.5% 

77.60% 

1992 

7.6% 

34.80% 

1993 

10.1% 

47.10% 

1994 

1.3% 

6.40% 

1995 

37.6% 

58.10% 

1996 

23.0% 

39.20% 

1997 

33.4% 

50.60% 

1998 

28.6% 

27.40% 

1999 

21.0% 

26.90% 

2000 

-3.0% 

3.50%* 

Average 

17.0% 

35.16% 

♦Through  August  2000 

Over  the  past  10  years  the  system 
beat  the  S&P  500  in  every  year  except 
one.  On  a  compounded  basis  the 
system  yielded  more  than  4.5  times 
greater  profits. 

Put  another  way: 

$10,000  invested  with  the  help 
of  quantitative  analysis  would  have 


grown  to  $239,391!  $10,000  in  an  S&P 
index  fund  grew  only  to  $51,716! 

Act  now  -  Get  a  FREE  Issue, 
Save  $300,  PLUS  get  a 
FREE  Report 

Just  mail  the  coupon  i 
and  we'll  be  happy  to       ^ *  1/2-P MCE 
send  you  a  FREE  issue     %  OFFER*  FRE 

of  the  Forbes  Aggressive  »  SAMP^ 
Growth  Investor  so  you  can  ISSUE! 

evaluate  it  for  yourself.  In  your 
FREE  issue,  you'll  find  our  portfolio 
of  50  of  the  currently  best-to-own 
growth  and  momentum  stocks.  Each 
month  the  computer  filters  and  rates 
some  3000  stocks,  identifying  the  50 
most  likely  to  enjoy  continued  and 
significant  short  term  gains,  stocks 
that  will  hopefully  double.. .triple... 
and  even  quadruple  in  the  next  six 
to  eighteen  months. 

Each  month,  as  the  computer  model 
recalculates,  we  add  new  stocks  and 
recommend  selling  others.  Remem- 
ber, this  is  about  using  science,  not 
judgment  to  accumulate  wealth.  It's 
a  system  that's  exactly  right  for  this 
volatile  stock  market. 

Act  now  to  become  a  Charter 
Subscriber  and  in  addition  to  a 
FREE  sample  issue,  you'll  also 
save  $300  off  the  single-issue 
price  of  an  addi- 
tional 12  issues. 

Plus  with  your  J 
paid  subscription 
you'll  receive  a 
FREE  copy  of 
7  Growth  Stocks 
to  Confound 
the  Skeptics. 


)  : 


ft 


SKEPTICS 


m  mituj  n  v  fcdiiiHu 


M  U  N  t  Y  MANAGER 


Buy  It  Retail 

Retail  stocks  are  squarely  in  the  tank.  Time  to 
buy,  says  Brazos  fund  manager  Conrad 
Doenges— but  concentrate  on  the  smaller  names. 


More  than  a  year  ago  Mauboussin 
started  talking  to  scholars  exploring  real 
options,  like  Martha  Amram,  a  manag- 
ing director  at  Chicago's  Navigant  Con- 
sult) ng  and  a  former  professor  at 
Boston  University.  Captivated  by  their 
ideas,  he  passed  along  his  enthusiasm  to 
analysts  at  his  firm,  such  as  Laura  Mar- 
tin, who  covers  entertainment,  and 
Pierre  Chao,  in  aerospace  and  defense. 

Martin  uses  a  real  option  in  valuing 
Viacom.  Its  existing  businesses  are 
worth  $84  a  share  figured  the  tradi- 
tional way  (using  present  value  of  fu- 
ture free  cash  flow).  But  you  are  also 
getting  a  call  option  on  the  possibility 
that  Viacom  will  sell  a  lot  of  premium 
services  to  its  cable  subscribers,  using 
fiber-optic  cable  it  has  already  laid  in 
the  ground.  Martin  says  this  option  is 
worth  $10  a  share.  At  a  recent  $54,  Via- 
com is  a  buy. 

For  a  defense  contractor,  says  Chao, 
the  long  shot  is  the  possibility  of  ex- 
ploiting government-funded  weapons 
research  for  civilian  applications.  TRW 
is  getting  clever  at  this,  he  says.  The 
company  hands  over  patents  to  startups 
in  exchange  for  equity  stakes.  The  com- 
pany hit  big  with  RF  Microdevices,  a 
Greensboro,  N.C.  concern  that  turned 
TRW's  gallium  arsenide  semiconductors, 
designed  for  spy  satellites,  into  chips  for 
cell  phones.  TRW's  14%  stake  in  RF  Mi- 
crodevices is  now  worth  $378  million. 
Counting  the  real-option  value  of  still- 
classified  know-how,  Chao  says  TRW  is 
worth  far  more  than  its  recent  $35 
a  share. 

How  solid  are  these  estimates?  Not 
very.  No  level  of  mathematical 
grandiosity  in  the  option  formula  alters 
the  fact  that  the  data  going  into  the  for- 
mula— namely,  the  assumed  probabili- 
ties of  various  favorable  outcomes — are 
plucked  pretty  much  from  the  air.  But 
Mauboussin's  approach  does  at  least 
force  you  to  think  about  dormant  as- 
sets. Does  the  company  own  unrecover- 
able oil?  Dark  fiber?  Perhaps  a  classic 
children's  book  character  that  could 
turn  into  a  toy-licensing  hit?  It's  a  mis- 
take to  get  overly  enthusiastic  about 
long  shots,  but  equally  a  mistake  to  ig- 
nore them  altogether.  F 


BY  JAMES  M.  CLASH 

RETAILERS,  WHO  TRADITIONALLY 
make  half  their  profits  in  the 
weeks  between  Thanksgiving 
and  Christmas,  are  getting  lots  of  at- 
tention now.  And  not  just  because  it's 
the  holiday  season.  With  a  half-dozen 
interest  rate  hikes,  high-priced  oil  and 
a  slowing  economy,  investors  are  wor- 
ried about  fewer  consumer  shopping 
sprees  going  forward.  So  they  have 
dumped  on  the  retail  sector  big  time. 
Thus  far  this  year  the  S&P  general 
merchandise  retail  index  is  off  25%,  a 
far  cry  from  the  two  previous  years 
when  the  index  doubled  as  the  econ- 
omy steamed  along. 

Brazos  fund  manager  Conrad 
Doenges,  35,  is  a  contrarian  here;  he 
sees  value  in  the  merchandisers.  But 
it's  not  in  the  big  names  like  Gap 
and  Wal-Mart,  off  from  their  52- 
week  highs  a  respective  50%  and 
28%.  It's  the  smaller  firms  like  Dress 
Barn  and  Abercrombie  &  Fitch  that 
interest  him. 

Why?  It  wasn't  until  this  past 
spring  that  the  big  guys  started  to 
tumble,  and  there  is  likely  more  room 
for  things  to  get  worse  before  they  get 
better.  But  the  smaller  names  faltered 
a  full  year  earlier,  when  the  Fed  first 
started  tightening.  "They  went 
through  their  bloodletting  and  are 
now  poised  for  recovery," 
Doenges  reasons. 

Spread  among  four  Brazos  funds 
he  comanages — Micro-Cap,  Small- 
Cap,  Mid-Cap  and  Multi-Cap — Do- 
enges has  stakes  in  12  retailers,  with  a 
heavy  emphasis  on  shoes.  Why  this 
particular  fetish?  In  the  mid-1990s, 
when  fancy  sneakers  were  all  the  rage, 
retail  shoe  capacity  expanded  beyond 
all  reason.  Suddenly  you  could  get  the 
same  sneaker  style  at  a  dozen  different 


f  h  ^ 


outlets  in  the  same  mall.  H|^H£j 

As  a  result  the  stuff  I^^^HBj 

began  to  lose  its  cachet. 

Then  in  1998,  when  the 

N I  >.\  went  on  strike  and  B^E&ra 1 

Michael  Jordan  played  MKv3? 

his  last  game  of  profes-  ij^^KL^K. 

sional  basketball,  the 

area  cooled  further  and   fiffr,  jjPj 

finally,  in   1999,  col-  KSfH 

lapsed.  Only  this  year, 

with  much  less  capacity 

and  trimmed  invento-  Hfjj^^H; 

ries,  has  it  started  to 

climb  back. 

Venator  Group 
(market  cap:  $1.8  bil-  |J 
lion),  formerly  Wool-  '• 
worth's  and  now  an  ath- 
letic shoe  seller,  goes  for  a  recent  $1: 
per  share,  or  23  times  trailing  12- 
month  earnings.  Doenges  likes  it  thai 
Venator's  big  chain,  Foot  Locker 
handles  a  quarter  of  Nike's  sales  anc 
has  seen  13%,  10%  and  10%  quar 
terly  sales  gains  so  far  this  year.  Par 
of  the  reason:  Jeans  are  back  ii| 
vogue,  and  sneakers,  like  Nike's  ne\< 
Shox,  wear  well  with  them.  Doenge 
started  buying  Venator  this  summe 
at  $1 1.  The  2001  consensus  earning 
projections  are  $1.02,  up  a  health 
20%  from  2000. 

Genesco  (market  cap:  $455  mil 
lion),  the  Nashville  retailer  selling  th 
venerable  Johnston  &  Murphy  dress 
shoe  line,  is  another  one  of  Doenge: 
picks.  But  it  isn't  just  the  wingtips  th; 
have  him  all  excited.  Another  Genesc 
chain,  Journey's,  is  a  big  hit  wit 
teens,  selling  hip,  urban  shoes  in  i 
423  stores.  Doenges  bought  Genesc 
in  May  at  $  1 7;  it  trades  now  at  $2 1 ,  c 
16  times  earnings.  He  sees  it  goir 
much  higher  next  year  on  earnings  < 
$1.60  and  the  scheduled  opening  of 
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razos'  Conrad  Doenges  says  the  shine  is 
ack  on  for  small  shoe  retailers. 

:ast  90  more  Journey's  outlets. 

Discounters  are  another  staple  of 
•oenges'  retail  stable.  "They're  not  to- 
illy  insulated  from  economic  slow- 
own,"  he  admits,  "but  people  are 
lore  likely  to  shop  at  a  warehouse  club 
1  bad  times." 

BJ's  Wholesale  Club  (market  cap: 
2.5  billion),  the  Natick,  Mass.  dis- 
Dunter,  trades  at  a  recent  $34.  Doenges 


likes  BJ's  over  bigger  wholesalers  like 
Costco  and  Sam's  Club  (Wal-Mart)  be- 
cause, while  all  have  similar  pricing,  BJ's 
packaging  is  more  "consumer  friendly." 
With  Costco,  for  example,  you  must  lug 
one  giant  tub  of  ketchup  out  to  the  car; 
at  BJ's,  you  can  buy  smaller  containers. 

Dollar  Tree  Stores  (market  cap:  $4.1 
billion)  is  another  discounter  Doenges 
owns.  The  chain,  peddling  everything 
for  $1,  from  housewares  to  toys  to 
health  items,  has  been  on  an  acquisition 
tear.  With  1,677  stores  in  36  states,  it  is 
now  the  leader  in  schlock.  Would  a 
minimum -wage  increase  hurt  it?  Not  at 
all — that  development  would  give  Dol- 
lar's customers  more  to  spend. 

Clothing?  Dress  Barn  (market  cap: 
$460  million)  is  Doenges'  clear  favorite 
here.  He  bought  it  at  $22  and,  at  a  re- 
cent $27,  it  still  trades  at  just  12  times 
earnings  and  1.8  times  book.  And  of 
Dress  Barn's  $14  in  book  value  per 
share,  $10  is  cash.  The  company  is  using 
that  cash  to  buy  back  shares.  Doenges 
also  likes  it  that  Dress  Barn  increasingly 
is  catering  to  larger  women  through  its 
Dress  Barn  Women  combo  stores.  This 
is  an  underserved  market,  he  says,  and 
one  likely  to  grow. 

Doenges  knows  retailing,  having 
been  a  consumer  analyst  with  the 
Brandywine  fund  prior  to  coming  to 
Brazos.  He  has  been  a  Brazos  fund 
manager  for  three  years. 

Interested?  The  Brazos  funds,  based 
in  Dallas,  are  all  no-loads  with  below- 
average  annual  expenses.  For  a  pure  re- 
tail play,  just  buy  the  stocks  listed  in  our 
table  below.  F 


Thinking  of  a  Green  Christmas 


These  smaller  retailers,  all  of  which  are  Brazos  fund  holdings,  should  be  poised 
for  recovery  in  the  next  12  months— despite  what  the  Gaps  of  the  world  do. 


Market  cap 

Recent 

52-week 

Company 

($mi() 

price 

high 

P/E1 

Abercrombie  &  Fitch 

$2,800 

$28 

$33 

16 

BJ's  Wholesale  Club 

2.500 

34 

41 

20 

Christopher  &  Bank 

325 

32 

42 

19 

Dollar  Tree  Stores 

4,100 

38 

48 

35 

Dress  Barn 

460 

27 

27 

12 

Genesco 

455 

21 

22 

16 

Sharper  Image 

185 

15 

21 

13 

Venator  Group 

1,800 

13 

16 

23 

'Trailing  12  months.  Sources  Forbes;  Brazos. 
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The  X-ed  Out  Files 

The  NASD  claims  to  protect  investors  by  providing  informa- 
tion about  brokers.  Too  bad  important  items  are  missing. 


BY  MICHAEL  FREEDMAN 

■  NVESTORS  IN  THE  LAST  SEVEN  YEARS 

■  have  lost  some  $125  million  in  a 
I  Ponzi  scheme  allegedly  conducted  in 
part  by  brokers  registered  with  a  small 
California  firm  headed  by  Carl  Martel- 
laro.  What  many  of  those  investors 
didn't  know — in  fact,  couldn't  know — 
was  that  Martellaro  himself  had  been 
accused  in  a  similar  scheme  five  years 
ago.  Then,  two  investors  filed  com- 
plaints claiming  they  had  lost  $1.75 
million  in  investments  with  First  Asso- 
ciated Securities  Group,  of  which 
Martellaro  was  president. 

Why  didn't  investors  know  that? 
Because  the  information  had  been  ex- 
punged— legally — from  records  of  the 
National  Association  of  Securities 


Dealers.  Martellaro's  attorney, 
Patrick  Baldwin,  who  maintains 
his  client  did  nothing  wrong,  had 
offered  to  settle  the  earlier  cases 
only  if  the  investors  allowed  them 
to  be  deleted  from  Martellaro's 
record  with  the  NASD.  Opposing 
attorneys  agreed  because,  after  all, 
their  clients  got  some  of  their 
money  back  and  their  interest  was 
not  to  protect  future  investors. 

"We  cut  a  deal,"  admits  Scot 
Bernstein,  a  Sacramento,  Calif,  lawyer 
who  represented  one  of  the  investors. 
"But  the  public  got  cut  out." 

The  number  of  times  rogue  bro- 
kers get  their  records  expunged  is 
small,  but  it  is  more  common  than 
the  NASD  wants  to  admit.  Between 


April  1998  and  July  2000,  268  cus- 
tomer-complaint cases  ended  ira 
awards  expunging  the  arbitration 
from  the  brokers'  records,  according 
to  the  Public  Investors  Arbitration 
Bar  Association,  a  group  of  attorneys 
who  represent  investors.  The  NASD 
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uts  the  figure  at  fewer  than  100  out 
f  5,600  arbitration  cases  each  year. 

The  NASD  is  a  cross  between  a  trade 
>sociation  and  a  federal  regulatory 
*ency.  Brokers  are  required  to  notify 
le  NASD  when  they  have  been  accused 
f  forgery  or  theft  in  the  previous  24 
lonths  or  have  received  complaints  al- 
ging  sales  practice  violations  such  as 
aud,  misrepresentation  or  negligence 
lvolving  more  than  $5,000.  The  com- 
laints  are  entered  into  a  database  that  is 
:oured  by  state  regulators  for  licensing 
id  investigations,  by  lawyers 
)  build  cases  and  by  individ- 
al  investors  to  research  bro- 
?rs  and  brokerages. 

Some  complaints,  of 
aurse,  deserve  to  be  wiped 
ut.  Why  should  a  broker  be 
neared  merely  because  a  dis- 
runtled  investor  speculated  and  lost? 
ut  others  touch  on  more  questionable 
ircumstances.  In  the  mid-1990s  at  least 
vo  investors  filed  complaints  alleging 
lat  William  Badinelli  Jr.,  then  compli- 


ance director  at  Wall  Street  firm  D.H. 
Blair  &  Co.,  was  involved  in  the  sale  of 
speculative  and  unsuitable  junk  securi- 
ties. One  case  was  dismissed;  the  second 
was  settled.  But  Badinelli,  who  took  a 
new  job  at  Kirlin  Securities  in  Syosset, 
N.Y.  after  leaving  D.H.  Blair  (which 
closed  in  1998  amid  allegations  of  stock 
manipulation),  claims  he  was  not  oblig- 
ated to  report  either  to  the  NASD.  The 
awards  stipulated  that  all  references  to 
the  arbitration  be  expunged. 

Nearly  all  brokerages  require  clients 


LAWYERS  ON  BOTH  SIDES  PREFER 
TO  SETTLE  CASES  EVEN  IF  IT 
MEANS  EXPUNGING  INFORMATION. 


to  agree  to  arbitrate  before  a  three-per- 
son panel  if  they  get  into  a  dispute  with 
a  broker,  and  about  75%  of  all  cases 
filed  are  settled  or  withdrawn.  Plaintiff 
lawyers  prefer  to  settle  cases,  even  if  it 


means  agreeing  to  expunge  informa- 
tion. Better  half  a  loaf.  The  General  Ac- 
counting Office  found  that  64%  of  in- 
vestors who  won  NASD  arbitration 
awards  in  1998  either  were  not  paid  or 
received  only  a  partial  payment. 

State  securities  regulators  don't  like 
hidden  settlements,  and  in  1999  they  ex- 
tracted from  the  NASD  an  agreement  that 
expungement  agreements  must  get  a 
court  order  approving  them.  Some  rem- 
edy. Who  represents  the  public's  right  to 
know?  'The  judge  is  just  going  to  put  his 
signature  on  it  and  that  will  be 
that,"  says  Charles  W.  Austin, 
a  Richmond  plaintiff  s  lawyer. 

The  best  bet  for  investors 
concerned  about  their  broker: 
state  securities  regulators.  They 
maintain  records  of  broker 
complaints,  too  (though  not 
the  expunged  information),  and  they're 
generally  required  to  disclose  more  de- 
tails and  complaints  than  the  NASD.  A  call 
or  e-mail  to  state  regulators  will  produce 
a  broker's  file  in  about  a  week.  F 
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At  a  glance,  these  three  people 
might  seem  to  have  little  in 
common:  A  baby  boomer  oil 
executive  who  took  an  early  retire- 
ment and  now  has  a  great  tan.  An 
elderly  widow  draped  in  pearls,  with  a 
boldly  aristocratic  bearing.  And  a  30- 
something  with  pierced  body  parts, 
wearing  nothing  but  black  and  atti- 
tude. Their  connection?  All  are  afflu- 
ent— although  only  the  latter  is  a  true 
billionaire.  And  as  such,  all  need  indi- 
vidual attention  and  trusted  invest- 
ment advice  when  it  comes  to  han- 
dling their  money. 

"I  know  how  to  make  money — but  I 
need  someone  to  manage  it  for  me," 
goes  a  common  sentiment.  Yet  while 
this  may  be  something  of  a  cliche  for 
CEOs  and  top  executives,  it  is  being 
uttered  by  an  increasingly  large  number 
of  people — and  across  a  broad  spec- 
trum of  incomes  other  than  just  the 
supremely  rich.  While  the  20th  century 
marked  the  ascendancy  of  the  middle 
class,  the  21st  century  is  spawning 
something  else:  an  era  of  mass  afflu- 
ence. Today,  according  to  Spectrem 
Group,  a  San  Francisco  research  and 
consulting  firm,  the  number  of  U.S. 
households  deemed  affluent — defined 
as  households  with  annual  income  of 
more  than  $100,000  or  net  worth  of 
$500,000— has  been  growing  at  a  rate 


I    The  number  of 
affluent  households 
now  stands  at 
18.4  million  in  the  U.S. 
alone,  nearly  a  fifth  of 
the  total  households. 

of  some  11%  a  year  for  the  last  five 
years,  with  no  end  in  sight.  The  number 
of  affluent  households  now  stands  at 
18.4  million  in  the  U.S.  alone,  nearly  a 
fifth  of  the  total  households. 

Growing  at  a  rate  five  times  that  of  the 
general  population,  the  affluent  market 
presents  unequaled  opportunities  for 
financial  services  companies — as  well 
as  unparalleled  challenges.  Only  organi- 
zations that  correctly  anticipate  and 
meet  the  rapidly  evolving  needs  of  this 


group  will  win  their  share  of  this  multi- 
trillion  dollar  pool  that  is  in  the  hands  of 
investors  both  here  and  abroad.  Those 
that  rely  on  past  techniques — including 
the  quiet  and  sometimes  sleepy  invest- 
ment practices  that  once  characterized 
the  world  of  private  banking — will  surely 
fail.  To  tap  this  market  successfully, 
providers  need  to  execute  strategies  that 
reflect  the  diversity  among  the  affluent. 
No  longer  just  stereotypes,  today's 
wealthiest  people  include  everyone  from 
recent  college  graduates  now  laden 
with  technology  stock  options,  to  baby 


Market  Growth:  Affluent  Household  Demographics 

Growth  in  the  High-Net-Worth  Market  ($1MM+  Net  Worth  NIPR*): 
1994-2004  (millions  of  households) 


2002  2003 


Projected 1 


*  NIPR  =  Not  including  primary  residence. 

1  Projected  annual  compound  growth  rate:  16%— not  adjusted  for  inflation. 
Source:  Spectrem  Group  Affluent  Market  Research  Program 
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boomers  who  are  seriously  planning  for 
their  retirement,  to  those  even  older 
who  hope  to  maximize  what  they  will 
bequeath  to  their  heirs. 

Rethinking  Private  Banking 

Affluent  households  contribute  the 
dominant  share  to  overall  financial  ser- 
vices revenues,  which  creates  an  incom- 
parable market  for  financial  services 
and  wealth  management  organizations. 
In  the  U.S.  alone,  they  yield  an  esti- 
mated $412  billion  in  financial  services 
revenue — which  is  slightly  more  than 
half  of  the  total — according  to  Spec- 
trem  Group  (see  chart  below).  Ironical- 
ly, the  amount  of  wealth  currently  avail- 
able for  institutions  to  manage  has 


greatly  intensified  the  competition  for 
clients — rather  than  making  it  easier  to 
get  a  share  of  the  market.  Lured  by  the 
solid  revenue  streams  with  high 
returns,  an  array  of  providers  are  now 
elbowing  into  the  arena  once  dominat- 
ed by  traditional  private  banks. 

These  banks,  which  once  regarded 
the  wealthy  as  their  exclusive  clientele, 
now  find  themselves  facing  challenges 
from  asset  managers,  insurance  com- 
panies, stockbrokers,  retail  banks, 
investment  banks  and  wealth-manage- 
ment institutions.  Larger  universal 
banks  are  also  entering  the  market  to 
offer  what  they  call  "private  banking" 
services  to  clients  holding  lower  value 
portfolios — which   are  sometimes 


Market  Growth:  Affluent  Households 

While  affluent  market  households  represent  only  18%  of  U.S.  households, 
they  dominate  financial  services  revenues,  offering  a  very  attractive  market 
for  financial  services  organizations. 

Number  of  Households  Financial  Services  Revenue 


1  PSI  1999  FSRP  Program 

Source:  Spectrem  Group  Affluent  Market  Research  Program 


called  the  emerging  affluent  segments 
of  the  market.  Their  goal,  in  an  age 
when  everyone  only  seems  to  be  get- 
ting richer,  is  to  build  loyal  customers 
at  the  lower  levels,  then  work  hard  to 
retain  them  as  they  rise  from  mere 
affluence  to  become  a  high-net-worth- 
individual  (HNWI) — where  the  hurdle  is 
$1  million. 

The  sheer  number  of  affluent  people 
and  the  massive  amount  of  money 
they  control — some  $25.5  trillion 
worldwide,  according  to  the  Merrill 
Lynch/Gemini  Consulting  World  Wealth 
Report  2000 — has  brought  with  it  a 
sea  change  in  methods  of  investing. 
Wealth  management  services  were 
once  available  only  to  the  super-rich 
and  privileged — who  could  command 
the  attentions  and  favors  of  personal 
bankers  catering  to  every  need.  Yet  in 
a  world  where  there  are  now  some  7 
million  "millionaires,"  and  countless 
more  within  $100,000  or  so  of  this 
once-exclusive  club,  a  broad  range  of 
new  services  are  needed  to  meet  their 
needs.  Moreover,  in  these  markets,  the 
average  household  is  more  likely  to 
have  an  array  of  advisers — rather  than 
just  one — to  help  build  a  fully  diversi- 
fied portfolio. 

Technology  Powers  Change 

Wealthy  clients  today  regard  emerging 
technologies  as  the  engine  for  change 
and  innovation — not  just  in  their 
careers,  but  in  their  investments  as 
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well.  In  recent  years,  financial  services 
providers  have  used  technological 
enhancements  to  improve  efficiency, 
and  advances  in  other  areas  are  now 
affecting  the  way  private  banks  do  busi- 
ness with  their  customers.  The  biggest 
result  is  a  reduction  in  the  high  fees 
that  were  traditionally  associated  with 
special  banking  and  investing  ser- 
vices— and  which  previously  made 
these  unfeasible  for  all  but  the  wealth- 
iest. Using  technology  to  cut  the  costs, 
these  institutions  have  found  a  way  to 
tap  a  new  and  vast  market. 

Technology  is  helping  in  other  ways, 
as  well.  Data-mining  techniques,  for 
instance,  enable  providers  to  deter- 
mine the  behavior  of  individual  cus- 
tomers— and  then  price  and  target 
new  products  more  precisely.  The 
Internet  also  is  having  a  revolutionary 
impact  on  the  industry  by  giving  finan- 
cial services  providers  unlimited  ways 
to  interact  with  their  customers.  This 
may  take  the  form  both  of  research- 
ing product  and  market  information, 
or  actually  completing  transactions 
and  delivering  products.  Being  able  to 
exploit  these  technologies,  according 
to  Merrill  Lynch/Gemini  Consulting, 
will  be  essential  to  developing  a  loyal 
customer  base  among  the  rich. 

To  attract  new  customers — especial- 
ly as  older  clients  give  way  to  new 
clients  with  a  modern,  more  technology- 
savvy  outlook — traditional  private 
banks  are  reviewing  how  they  approach 


/array  of  providers 
are  elbowing  into 
the  arena  once 
dominated  by  traditional 
private  banks. 

the  market  in  terms  of  image  and 
brand  awareness.  This  includes  adver- 
tising, something  that  was  unheard  of 
a  decade  ago  when  most  earned  their 
clients  through  word  of  mouth.  Estab- 
lishing brand  awareness,  however,  is 
now  the  key  goal.  Many  have  been 
forging  alliances  with  other  service 
providers,  such  as  credit  card  com- 
panies, to  accomplish  this.  Affluent 
clients  expect  their  private  banks  to 
innovate  and  widen  their  product 
range,  as  well  as  to  be  fully  informed 
about  all  products. 

Yet  the  Internet  also  poses  the  risk 
of  disintermediation  for  private 
banks — especially  with  online  brokers 
who  offer  clearer  pricing  structures. 
To  compete,  private  banks  will  have  to 
make  a  sustained  effort  to  innovate. 
Many  are  starting  to  reorganize  the 
day-to-day  management  of  their  big 
accounts  by  setting  up  new  teams  of 
experts  and  referrals  who  can  be  con- 
tacted directly  for  advice  and  for 
making  transactions.  This  means  that 
relationship  managers  will  have  to 
possess  not  only  excellent  people- 
management  skills,  but  be  thorough- 
ly versed  in  technology  developments 
and  have  up-to-date  knowledge  of 
emerging  products  and  markets. 


Building  Better  Services 

These  new  trends — which  include  the 
increase  in  the  number  of  affluent 
investors,  along  with  the  impact  of  new 
technology — have  important  implica- 
tions for  private  banks  and  competing 
financial  services  institutions.  First, 
they  need  to  understand  the  forces  at 
work  and  develop  an  intimate  knowl- 
edge of  the  distinctions  that  character- 
ize the  different  market  segments: 

Ultra-High-Net-Worth  Individuals 
(U-HNWIs):  These  individuals,  with 
investable  assets  of  $30  million  and 
upward  per  household,  have  very 
sophisticated  needs  in  terms  of  prod- 
uct diversity,  specialist  advice,  infor- 
mation requirements,  technology  and 
personal  service.  According  to  Merrill 
Lynch/Gemini  Consulting,  they  can  be 
characterized  as  such: 

•  They  tend  to  treat  their  personal 
assets  like  business  assets,  which 
calls  for  more  of  an  institutional 
rather  than  an  individual  focus. 

•  They  want  to  choose  from  a  diverse 
array  of  products  from  different 
providers,  and  spread  their  assets 
across  a  wider  band  of  risks  and  a 
broader  geographic  area. 

•  Many  U-HNWIs  demand  highly 
focused  assistance — whether  it  is 
tax  and  legal  expertise,  or  art  and 
real  estate — and  value  financial  man- 
agers who  can  find  it  for  them. 
High-Net-Worth  Individuals  (HNWIs): 

The  proportion  of  people  who  earn  their 


wealth  rather  than  inherit  it  is  changing 
rapidly— and  has  brought  with  it 
changes  in  the  way  these  individuals 
tend  to  handle  their  money.  Four-fifths 
of  America's  millionaires,  according  to 
Merrill  Lynch/Gemini  Consulting,  have 
made  money  in  a  single  generation 
through  entrepreneurial  ventures.  They 
constitute  a  rich  new  source  of  clients 
for  the  private  banking  sector,  yet  are 
more  demanding,  informed  and  edu- 
cated in  managing  their  finances  than 
were  their  predecessors.  The  charac- 
teristics they  share  include: 

•  They  are  information  hungry,  IT  lit- 
erate, risk-taking  and  global — and 
expect  the  same  from  their  invest- 
ment managers. 

•  They  require  more  sophisticated  prod- 
ucts covering  new  types  of  funds,  up- 
to-date  information  to  manage  their 
accounts,  and  around-the-clock  elec- 
tronic accessibility  to  these  products 
through  several  access  points. 

•  Some  private  banks  meet  the  needs 
of  new  HNWI  entrepreneurs  with 
innovative  solutions.  One  example  is 
a  bank  that  can  provide  liquid  assets 
to  help  them  fund  their  ventures. 

In  general,  the  affluent  across  every 
income  range  have  more  choice  than 
ever  in  all  aspects  of  managing  their 
wealth — including  more  providers,  more 
products  to  choose  from,  increasing 
levels  of  customer  service,  more  chan- 
nels to  exploit  and  better  control  of 
their  wealth  through  improved  informa- 


fealthy  clients  to 
regard  emerging 
technologies  as  the 
engine  for  change  and 
innovation — not  just 
in  their  careers,  but  in 
their  investments. 

tion  flows.  This  increased  range  of 
choices  means  that  HNWIs  will  rely  on 
their  financial  managers  more  as 
coaches  or  advisers  to  help  them  nego- 
tiate the  maze  this  choice  creates, 
rather  than  to  actually  provide  them 
with  investments. 

The  Investor-Adviser  Online  Connection 

Affluent  individuals  will  be  able  to 
connect  with  a  pool  of  topflight  in- 
vestment advisers  and  personal 
finance  specialists  online  via  a  site 
being  launched  this  month.  The  site, 
www.plan2simplify.com,  will  feature 
information,  resources  and  an  auto- 
mated referral  service  for  investors 
looking  for  professional  help  keyed  to 
their  particular  needs  and  goals. 

This  dynamic  referral  service  instan- 
taneously matches  professionals  with 
investors  who  fill  out  an  online  form 
designating  their  goals  and  prefer- 
ences. The  prospective  client  receives 
a  shortlist  of  adviser  profiles  drawn 
from  prescreened  members  in  Portfo- 
lioCorner's  referral  database.  "If  the 
investor  is  interested  in  a  particular 
adviser,  contact  can  be  made  through 
our  service,"  says  George  Tan,  co- 


der and  president  of  Portfolio- 
Corner,  Inc.,  a  Web-based  financial  ser- 
vices company  located  in  San  Francis- 
co. "This  service,  plus  the  expert 
information  we  will  be  providing  on  our 
site,  distinguishes  us  from  the  mass  of 
consumer-oriented,  personal  invest- 
ment sites  that  cater  to  the  do-it-your- 
self crowd." 

Today's  investors  want  to  be  informed 
and  proactive.  "But  those  with  signifi- 
cant investment  needs  want  more  than 
information.  They  want  services,"  says 
Tan.  "Our  role  will  be  to  help  them 
select  and  take  best  advantage  of 
those  services."  The  site  will  provide 
information,  advice  and  connections  to 
the  whole  range  of  financial  planning 
help,  offering  both  commission  and  fee- 
for-service  providers. 

Tan  sees  the  need  for  Portfolio- 
Corner's  referral  service  as  particular- 
ly high  among  the  newly  affluent  and 
wealthy  people  in  transition.  "We  aim 
to  open  up  the  choices  for  people  who 
need  high-level  financial  planning 
help,"  he  says. 

One  of  the  site's  main  functions  is  to 
build  relationships  between  affluent 
investors  and  financial  professionals. 
"The  best  financial  planners  know  their 
business  is  people-based,"  says  Tan. 
"But  today's  fast-changing  society 
makes  establishing  such  relationships 
difficult.  Our  site  helps  bridge  that  gap." 
The  site  also  includes  articles  by 
leading  financial  advisers  and  fund 
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managers  geared  toward  educating 
investors  on  emerging  trends,  goal  plan- 
ning and  issues  of  particular  relevance 
to  the  affluent.  Articles  will  offer  the 
latest  expert  knowledge  on  tax  plan- 
ning, investment  strategies,  charitable 
giving,  transferring  wealth  and  how  to 
integrate  personal  values  and  goals 
with  investment  strategies.  The  site 
also  hosts  a  forum  where  investors  can 
post  questions  and  receive  answers 
from  a  panel  of  financial  advisers. 

PortfclioCorner's  mission  is  to  create 
a  global  online  community  of  financial 
advisers  and  service  providers,  includ- 
ing CFPs,  CFAs,  CPAs,  attorneys  and 
other  investment  planning  profession- 
als. The  need  for  such  a  community 
grew  out  of  the  revolution  in  technology 
that  has  intertwined  the  world's  busi- 
nesses and  financial  markets  and  cre- 
ated opportunities  for  small  and  mid- 
sized financial  advisory  firms.  These 
opportunities  come  with  a  challenge, 
however.  How  can  firms  harness  ad- 
vanced technologies  to  retain  their 
wealthy  clients  now  that  the  financial 
services  giants  are  competing  for  the 
same  coveted  pool — those  with  a  net 
worth  of  $1  million  to  $10  million? 

"This  market  is  getting  very  attractive 
for  the  elite,  major  players,  who  are 
marketing  to  the  semi-affluent  segment 
that,  based  on  industry  research,  con- 
trols $6  to  8  trillion,"  says  Anna  Luo,  co- 
founder  and  vice  president,  Line  of 
Business,  for  PortfolioCorner.  As  they 
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"We  aim  to  open  up 
the  choices  for  people 

who  need  high-level 
financial  planning  help," 
says  George  Tan  of 
PortfolioCorner. 

grow,  these  smaller  financial  planning 
shops,  which  typically  have  an  asset 
base  in  the  $50  million  to  $400  million 
range,  invariably  face  a  crunch.  They 
need  state-of-the-art  technology  for  staff 
and  clients;  without  it,  a  raft  of  ineffi- 
ciencies, wasted  time  and,  eventually, 
compromises  in  service  begin  to  erode 
both  the  business  and  profits. 

Tan  and  Luo  have  developed  an  Inter- 
net-based solution  for  these  compa- 
nies, offered  through  PortfolioCorner. 
Drawing  on  their  own  years  of  experi- 
ence in  the  financial  industry,  and  with 
the  help  of  financial  practice  experts, 
engineers  and  IT  specialists,  they've 
created  a  virtual  office  designed  specif- 
ically for  financial  planning  and  adviso- 
ry professionals.  The  site  is  based  on 
an  outsourcing  concept,  in  this  case, 
the  use  of  outside  application  service 
providers  (ASPs)  to  handle  an  array  of 
business  and  financial  functions  that  a 
company  may  consider  either  too  costly 
or  burdensome  to  do  in-house. 

"One  of  our  key  concepts  is  to  pro- 
vide one-stop  service  to  member  finan- 
cial advisers  and  brokers,"  says  Tan.  As 
an  ASP  PortfolioCorner  provides  the 
applications  and  support  for  complete 
office  services,  freeing  financial  pro- 


fessionals to  focus  on  their  core 
business.  The  site's  various  tools 
enable  member  clients  to  expand  their 
high-net-worth  client  base,  offer 
improved  financial  planning  services, 
handle  such  essential  tasks  as 
accounting,  and  join  an  online  commu- 
nity of  financial  advisers  to  air  their 
views  on  the  industry. 

Financial  adviser-members  pay  fees 
based  on  the  level  of  service  they 
choose  and  the  number  of  accounts. 
But  investors  visiting  PortfolioCorner 
(www.plan2simplify.com)  can  avail 
themselves  of  the  site's  financial 
information,  expert  analyses  and 
referrals  free  of  charge.  "Affluent 
investors  interested  in  growing  and 
conserving  assets  will  find  our  site 
highly  useful,"  says  Luo.  "They  will 
find  a  rich,  continually  updated  array 
of  financial  planning  information, 
analyses,  referrals  and  resources." 

Its  unique  strength,  adds  Tan,  "derives 
from  the  accumulated  expertise  of  Port- 
folioCorner's  community  of  high-level 
financial  planning  professionals." 

Diversification: 

It  Means  More  Than  Ever 

For  wealthy  individuals,  the  key  chal- 
lenge is  how  to  build  a  diversified  port- 
folio that  combines  a  high  overall  rate 
of  return  with  an  acceptable  level  of 
risk.  To  do  this,  says  Ty  Andros,  vice 
president  of  TraderVest  LLP  a  firm  spe- 
cializing in  managed  futures  accounts, 
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many  investors  are  looking  beyond  the 
traditional  model  of  stocks,  bonds, 
mutual  funds  and  real  estate.  Increas- 
ingly, they  are  putting  a  portion  of  their 
assets  into  a  managed  futures 
account,  which  gives  them  access  to 
global  financial  products  and  com- 
modities not  available  in  traditional 
investor  instruments. 

"Traditional  approaches  to  investing 
are  no  longer  enough  to  ensure  the 
proper,  necessary  balance  to  achieve 
maximum  safety,  diversification  and 
return,"  says  Andros.  "A  number  of 
studies  indicate  that  a  portfolio  that 
includes  managed  futures  can  yield 
an  appreciably  higher  and  more 
stable  return  over  time  than  a 
portfolio  that  includes  only  stocks 
and  bonds." 

Although  global  futures  and  options 
have  been  traded  for  years,  the  rise  of 
the  managed  futures  industry  in  the 
last  five  to  ten  years  has  been  powered 
by  the  emergence  of  market  economies 
around  the  world  and  the  development 
of  international  telecommunications 
and  computer  networks.  This,  in  turn, 
has  led  to  radical  changes  in  the  global 
supply  and  demand  for  commodity  and 
financial  products.  At  the  same  time, 
computers  and  electronic  networks 
have  made  it  possible  to  identify  these 
opportunities  the  moment  they  occur. 
As  a  managed  futures  specialist  since 
1985,  Andros  has  been  a  keen  observ- 
er of  the  forces  shaping  the  futures 


industry.  "The  market  is  becoming 
global  and  there  are  opportunities  now 
in  every  corner  of  the  world,"  says 
Andros.  "With  the  proper  adviser, 
investors  have  easy  access  to  domes- 
tic and  international  futures  markets. 
This  is  the  modem  approach  to  making 
money." 

The  global  nature  of  today's  futures 
markets  has  broadened  not  only  the 
geographic  scope  of  investment  oppor- 
tunities, but  of  what  is  traded.  "This 
has  created  whole  new  categories  of 
profit  opportunities,"  says  Andros. 
Beyond  conventional  commodities, 


investors  can  benefit  from  currency 
exchange  rate  shifts  and  changes  in 
interest  rates,  stock  indices  and  the 
global  supply  and  demand  for  precious 
and  industrial  metals,  energy  products 
such  as  oil  and  gas,  and  agricultural 
products.  "Because  managed  futures 
cover  such  a  broad  range,  their  addi- 
tion to  a  traditional  portfolio  can  pro- 
vide global  diversification  in  financial 
instruments  and  currencies,  help 
hedge  against  inflation  and  deflation, 
and  generate  returns  that  are  not  cor- 
related with  more  traditional  invest- 
ment," says  Andros. 


TOP  PROFESSIONAL 
MONEY  MANAGERS* 


Professionally  Managed  Futures  and 
Derivatives  can  offer  YOU  .  .  . 

•  Outstanding  Returns* 

•  Proven  Long-Term  Track  Records 

•  Top-Quality  Diversification  of  Stocks  &  Bonds 

•  Non-Correlated  Asset  Class  to  Stocks  &  Bonds 
(Reduces  portfolio  risk  &  enhances  returns) 

•  Incentive-Based  Managers  —  Only  make  money 
when  you  do! 


Call  1-800-987-8655 

FOR  THE  RANKINGS  OF  THE 
TOP  PROFESSIONAL  FUTURES  & 
DERIVATIVES  MANAGERS 
www.tradervest.net 


•As  ranked  by  Daniel  B.  Stark  &  Co.  See  complete  disclosure  statement  enclosed  with  rankings. 
Past  performance  is  not  necessarily  indicative  of  future  results.  The  risk  of  loss  trading  futures  can  be 
substantial. 


The  growth  of  the  industry  has 
also  been  propelled  by  the  types  of 
investors  drawn  to  managed  futures. 
These  include  not  just  the  modestly 
affluent  and  the  HNWIs,  but  also  insti- 
tutional investors  such  as  corporate 
and  public  pension  funds,  endowments 
and  trusts,  all  of  whom  want  a  portfolio 
mix  that  includes  managed  futures. 

This  has  led  to  a  noticeable  surge  in 
assets.  In  1980,  the  managed  futures 
industry  had  just  $1  billion  under  man- 
agement; by  1994,  this  had  grown  to 
$20  billion.  Four  years  later,  by  1998, 
this  had  doubled  to  $40  billion  (see 
chart  below). 

The  other  component  to  investing  in 
futures  is  having  a  professional  futures 
money  manager,  known  as  a  commod- 
ity trading  adviser  (CTA).  The  creation 


of  electronic  linkages  among  global 
markets  has  put  a  premium  on  the  abil- 
ity to  quickly  analyze  and  act  on  vast 
amounts  of  information.  "Today,  a  suc- 
cessful CTA  must  be  able  to  monitor 
many  different  relationships  simulta- 
neously and  continuously,"  says 
Andros.  In  structuring  a  managed 
futures  portfolio,  TraderVest  first  builds 
a  client  profile  identifying  the  individ- 
ual's financial  goals,  tolerance  for  risk 
and  existing  investment  portfolio,  and 
then  works  with  clients  to  match  advi- 
sers whose  management  programs  are 
compatible  with  this  profile.  "I  deal  with 
the  managers  on  behalf  of  my  clients. 
It  is  my  job  to  make  sure  I  match  them 
with  the  best  people."  Similar  to  a  diver- 
sified stock  portfolio,  a  managed 
futures  portfolio  is  a  mix  of  different 


sectors  and  trading  styles.  The  greater 
the  diversity,  the  more  managers  that 
are  likely  required. 

"But  before  a  CTA  is  ever  presented 
to  a  client,  he  or  she  must  meet  the 
highest  standards,"  says  Andros.  "As 
managed  futures  specialists,  we  track 
the  results  and  approaches  to  the 
market  of  both  established  and  up-and- 
coming  CTAs." 

Trading  in  futures  is  not  for  everyone. 
Like  many  markets,  managed  futures 
tend  to  be  cyclical  and  therefore  not  a 
strategy  for  short-term  investors.  Most 
managers  have  an  18-  to  36-month 
cycle,  and  to  fully  realize  the  benefits 
an  investor  should  remain  invested  for 
the  length  of  the  program.  "Even 
though  you  can  make  great  returns  in 
commodities,  it  is  not  a  short-term 
investment,"  says  Andros. 

Nor  are  futures  for  those  who  bail 
out  at  the  first  sign  of  losses.  Early 
on,  Andros  stresses  to  clients  the 
potential  for  short-term  declines. 
Focusing  on  which  adviser  had  the 
best  returns  in  the  previous  month  or 
quarter  is  a  misguided  approach. 
"Judge  your  adviser  based  on  long- 
term  considerations.  You  can't  make 
money  if  you  are  constantly  switching 
to  the  hottest  adviser,  because  you 
get  there  after  the  fact.  Find  the  right 
CTA.  knowing  you  did  your  home- 
work— then  let  him  do  the  job." 
Simultaneously,  a  TraderVest  spe- 
cialist monitors  each  client's  account 
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continuously,  talks  with  clients  on  a 
regular  basis,  and  reassures  the_m 
through  inevitable  bouts  of  volatility. 
"If  the  adviser  is  nimble  and  acts 
with  the  proper  methodology  for 
attacking  these  markets,  there  are 
huge  opportunities— far  greater  than 
were  previously  available,  and  with 
returns  very  comparable  or  better 
than  stock  returns." 

Rich  and  Getting  Richer 

The  biggest  prize  for  wealth  managers 
remains  the  U-HNWIs,  who  control 
some  $8  trillion,  according  to  studies. 
This  market  is  growing  at  astonishing 
rates,  as  measured  by  the  increase  in 
the  number  of  people  who  have  finan- 
cial assets  exceeding  $30  million. 
Last  year,  the  number  of  U-HNWIs 
climbed  to  55,000  globally,  up  18% 
from  the  year  before,  according  to  Mer- 
rill Lynch/Gemini  Consulting.  By  anoth- 
er measurement  of  the  increase  in  the 
super-wealthy,  the  annual  Forbes  400 
list  of  the  richest  people  in  the  world 
this  year  had  a  baseline  of  $725  mil- 
lion to  gain  entrance — up  from  $415 
million  in  1996.  At  the  same  time,  the 
HNWI  market  (with  a  net  worth  of  $1 
million  or  more)  increased  by  an  esti- 
mated 500,000  households  in  1999 
to  7.2  million,  according  to  Spectrem 
Group.  The  growth  rate  for  this  cate- 
gory is  projected  at  16%  per  year.  And 
in  the  upper  stratospheres  of  afflu- 
ence— a  category  Spectrem  describes 


"Traditional  approaches 
4o  investing  are  no 
[  longer  enough  to  ensure 
the  proper,  necessary 
balance  to  achieve 
maximum  safety, 
diversification  and 
return/'  says  Ty  Andros 
of  TraderVest. 

as  the  "pentamillionaire"  market,  with 
$5  million  or  more  in  investable 
assets — the  number  grew  by  190,000 
households  to  some  596,000. 

The  financial  services  these  super- 
rich  families  need  are  becoming  far 
more  complicated  than  those  needed 
by  the  merely  affluent.  Yet  all  financial 
institutions  that  are  looking  for  high- 
margin  business  have  specifically 
targeted  these  groups.  While  the  cost 
of  serving  them  remains  high,  the 
potential  returns  make  this  the  most 
lucrative  market  of  all. 

Sources  of  Wealth 

Where  is  the  money  coming  from? 
More  than  just  a  result  of  the  decade- 
long  bull  market,  the  real  source  of 
growth  comes  from  worldwide  GDP 
expansion.  This  is  creating  new  busi- 
nesses, markets  and  individual  wealth 
on  a  scale  unprecedented  in  world  his- 
tory. Economic  growth  and  a  flourishing 
of  open  markets  throughout  the  world 
have  contributed  substantially  to  this 
warm  investment  climate,  while  global 


stqek  market  growth  has  contributed 
l!ghtilytg>  the  overall  affluence  among 
households. 

What's  remarkable,  however,  is  not 
the  growth  that's  taken  place — but  the 
growth  that's  projected  for  the  near 
future,  despite  current  stock  market 
turbulence.  Merrill  Lynch/Gemini  Con- 
sulting has  raised  its  estimates  of 
growth  over  the  next  five  years  from  9% 
up  to  12%  a  year — with  the  result  that 
the  total  wealth  controlled  by  the  afflu- 
ent could  rise  from  the  current  $25.5 
trillion  to  an  astounding  $44.9  trillion  in 
2004.  This  represents  not  just  wealth 
resulting  from  continued  economic  pros- 
perity, but  wealth  that  is  spawned  by 
reinvested  interest  payments,  dividends 
and  capital  appreciation.  In  short,  the 
massive  wealth  that  is  being  created 
and  invested  will  only  yield  more  wealth. 
And  unlike  the  conservative  affluent 
investors  of  the  past,  the  new  class  of 
HNWIs  are  far  more  likely  to  invest  their 
assets  in  higher  risk,  higher  yielding 
financial  instruments  such  as  equities 
and  venture  capital.  This,  in  turn,  will 
result  in  a  steady,  high-income  stream 
for  the  financial  services  organizations 
that  serve  them. 

In  spite  of  all  this  affluence,  the 
market  for  financial  services  organi- 
zations and  wealth  managers  has 
become  intensely  competitive.  Suc- 
cess will  belong  to  those  players  who 
offer  unparalleled  service  in  terms  of 
products,  advice  and  technology.  M 


Because  tomorrow's  here  sooner 
than  you  think 


Remember  TIAA-CREF. 

TIAA-CREF  has  been  the  retirement  system  of  choice  for  millions  of 
educators  and  researchers  for  over  80  years.  The  TIAA-CREF  group  of 
companies  has  a  proven  history  of  helping  people  plan  for  tomorrow.  Today, 
our  mutual  funds,  IRAs,  personal  retirement  annuities,'  trust  services  and 
tuition  plans  are  available  to  everyone. 

TIAA-CREF  pension  accounts  have  some  of  the  lowest  expense  charges  in 
the  financial  services  industry,  one  of  the  reasons  why  M.orningstar  says 
that  "TIAA-CREF  sets  the  standard  in  the  financial  services  industry."* 

Call  800  226-0147  for  more  information  about  TIAA-CREF's  products  and 
services,  including  charges  and  expenses,  or  for  mutual  fund  and  personal 
annuity  prospectuses.  Please  read  them  carefully  before  you  invest  or 
send  money. 

Isn't  that  a  tomorrow  you  can't  live  without? 


Ensuring  the  future  for 
those  who  shape  it." 


RETIREMENT 

INSURANCE 

MUTUAL  FUNDS 

TRUST  SERVICES 

TUITION  FINANCING 

Past  performance  is  not  a  guarantee  of  future  results.  I  tAvailability  subject  to  state  approval.  |  "Source:  Morningstar,  June  2000,  referring  to  the  TIAA-CREF 
pension  accounts'  consumer  education,  service  and  low  fees. !  TIAA-CREF  Individual  and  Institutional  Services,  Inc.  distributes  CREF  and  TIAA  Real  Estate 
variable  annuities.  •  Teachers  Personal  Investor  Services,  Inc.  distributes  the  Personal  Annuities  variable  annuities,  Mutual  Funds,  and  Tuition  Savings 
Agreements.  •  TIAA  and  TIAA-CREF  Life  Insurance  Co  issue  insurance  and  annuities.  •  TIAA-CREF  Trust  Company,  FSB  provides  Trust  Services. 
©  2000  TIAA-CREF  and  TIAA-CREF  Life  Insurance  Companies,  NY,  NY  •  Investment  products  are  not  FDIC  insured,  may  lose  value  and  are  not 
bank  guaranteed. 


'A-CREF  proudly  sponsors 


A  new  and  informative  newsmagazine  about  money  every  week  on  PE 

[check  local  listings  for  airtim 
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Japan  Retools 

Did  ways  die  slowly,  but  big  Japanese  companies 
ire  closing  factories,  shaking  up  management 
md  cutting  deals  with  foreigners. 


Y  MEGAN  E.  MULLIGAN 

rHE  JAPANESE  STOCK  MARKET  IS 
trading  at  roughly  a  third  of  its 
1989  peak,  but  the  long  slump  in 
he  market  is  finally  forcing  changes  in 
he  Japanese  way  of  doing  business. 

The  best  example  is  Nissan  Motor, 
fhere  Brazilian  Carlos  Ghosn, 
Tought  in  by  Renault,  which  now 
>wns  37%  of  Nissan,  is  leading  a  re- 
narkable  turnaround.  Nissan  recently 
eported  its  best  six-month  profits  in 
decade,  and  Nissan  shares  are  up 
8%  year-to-date. 

"Renault  blew  things  open,"  says 
tephen  Inglis,  executive  director  for 
ipanese  equity  sales  at  WestLB 
anmure,  one  of  Germany's  largest 
anks.  "It  is  still  rare  for  a  foreigner  to 
ead  a  large  Japanese  corporation,  but 
his  was  unimaginable  until  a  few 
ears  ago." 

Changes  are  also  in  the  wind  at 
onsumer  electronics  giant  Sony, 
hree  years  ago  Sony  cut  the  number 
f  board  members  to  12,  which  is  a 
lird — or  a  quarter — the  size  of  a  typ- 
:al  Japanese  board.  "Sony  is  one  of  the 
irthest  ahead  in  Western -style  corpo- 
ite  governance,"  says  J.R  Morgan's 
eth  Petok.  Sony  is  also  selling  noncore 

Giants  on  the  Mend  


businesses,  such  as  automo- 
tive electronics  factories. 

Sony  isn't  terribly  prof- 
itable, but  it  is  big.  Its  enter- 
prise value  (market  capitaliza- 
tion plus  debt,  minus  cash)  of 
$73  billion  is  only  1.1  times  its 
annual  sales.  Although  Sony 
doesn't  have  an  exact  coun- 
terpart in  the  U.S.,  note  that 
Intel  and  Texas  Instruments 
both  have  enterprise  values  of 
seven  times  sales. 

Crossholdings  within 
large  Japanese  conglomerates  are  being 
unwound.  Big  Japanese  banks  own 
blocks  of  Japanese  corporations,  which 
limits  the  public  supply  of  shares. 
These  banks  are  restructuring  and  sell- 
ing their  holdings  to  pay  down  debt. 
And  more  Japanese  firms  are  adopting 
generally  accepted  accounting  princi- 
ples (GAAP)  and  improving  trans- 
parency in  order  to  gain  listings  on  for- 
eign exchanges. 

Most  of  the  Japanese  companies 
in  the  table  trade  as  American  De- 
positary Receipts.  All  are  in  the  midst 
of  cost-cutting  or  restructuring  ef- 
forts. Although  most  of  these  stocks 
are  still  pricey  by  a  price-to-earnings 


yardstick,  these  companies  have  an 
average  enterprise  value  of  just  0.8 
times  sales.  If  Japanese  industry  dis- 
covers the  idea  that  profits  matter 
more  than  maintaining  lifetime  em- 
ployment or  saving  face,  big  things 
could  happen  someday  on  the  bot- 
tom line. 

On  Nov.  30  Matsushita  Electric  In- 
dustrial, the  world's  largest  consumer 
electronics  company  and  parent  of  fa- 
mous brands  such  as  Panasonic,  Na- 
tional, Quasar  and  Technics,  an- 
nounced a  three-year  cost-saving  plan 
that  includes  eliminating  30  of  its  247 
factories.  That,  too,  would  have  been 
unimaginable  a  few  years  ago.  F 


These  big  Japanese  corporations  are  leading  the  way  in  restructuring  operations  and  adopting  global  management  techniques. 
All  these  firms  sell  for  relatively  low  multiples  of  enterprise  value  (market  value  plus  debt,  minus  cash)  to  sales. 


Enterprise 


ESTIMATED 

EPS 

Net  sales 

Total  debt 

value1 

value/ 

Company 

Price 

2000 

2001 

%  change 

(Sbil) 

(Sbil) 

(Sbil) 

sales 

Fujitsu  Limited 

$79.80 

$1.29 

$2.53 

96% 

$51.2 

$16.8 

$45.5 

0.9 

Hitachi 

94.88 

3.36 

3.74 

11 

72.8 

27.1 

47.1 

0.6 

Matsushita  Electric  Industrial 

249.94 

4  50 

6.38 

42 

71.2 

11.6 

49.3 

0.7 

Mazda  Motor 

2.35 

-0.08 

0.12 

NM 

21.0 

7.5 

8.0 

0.4 

Mitsubishi  Motors 

2.98 

-0.43 

0.09 

NM 

32.4 

14.3 

15.8 

0.5 

NEC 

90.00 

2.35 

2.73 

16 

48.7 

19.1 

46.4 

1.0 

Nissan  Motor 

11.75 

0.64 

0.65 

2 

58.3 

29.0 

48.7 

0.8 

Sony 

74.50 

1.06 

1.13 

7 

64.5 

10.0 

72.7 

1.1 

Prices  as  of  Nov.  30.  'Market  capitalization  plus  debt,  minus  cash.  NM:  Not  meaningful. 

Sources:  Bloomberg  Financial  Services;  Market  Guide  and  Worldscope  via  FactSet  Research  Systems. 
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THE  SLOWING  ECONOMY  HAS  WEAKENED  DEMAND  FOR  ALUMINUM,  SENDING 
producers'  shares  tumbling.  Higher  oil  prices  have  hurt  these  power  guzzlers,  too. 
But  industry  leader  Alcoa  (NYSE:  AA)  is  oversold,  says  William  Fries,  manager  of 
the  Thornburg  Value  Fund.  After  falling  33%  this  year  to  a  recent  $29,  or  16  times 
trailing  earnings,  Alcoa  is  a  bargain  that's  poised  for  a  resurgence,  he  says. 

Alcoa  stock  took  a  pasting  this  fall  because  third-quarter  earnings  of  42 
cents  a  share,  although  up  smartly  from  the  year-ago  period's  35  cents,  were 
short  of  the  49-cent  consensus  estimate.  That  reaction  overlooks  Alcoa's 
strengths.  First,  a  cost-savings  program  that  will  lop  off  $1.1  billion  from  annual 
expenses,  a  sum  in  the  vicinity  of  half  of  pretax  income.  Second,  the  future  con- 
tributions of  recently  acquired  rival  Reynolds  Metals  and  aerospace  outfit  Cor- 
dant  Technologies,  which  diversifies  the  product  mix. 

The  auto  industry,  one  of  Alcoa's  biggest  customers,  may  be  sputtering,  but 
the  long-term  trend  is  favorable.  Detroit  is  striving  to  boost  fuel  efficiency  by 
subbing  aluminum  for  heavier  steel.  — Nathan  Vardi 


EMPTY 
Dot-com 

SHARES  IN  WEB  MUSIC  PURVEYOR 
MP3.com  have  already  slipped  a  discor- 
dant 80%  this  year.  But  the  bad  news 
isn't  over  yet. 

True,  MP3  (Nasdaq:  MPPP)  has  re- 
solved suits  from  the  top  five  record 
companies,  who  charged  that  it  pirated 
their  music.  That  seems  to  put  it  a  beat 


ahead  of  competitor  Napster,  which 
isn't  publicly  traded  and  has  settled 
only  with  Bertelsmann  (parent  of  BMG 
Entertainment).  Cold  comfort.  Apart 
from  the  Big  Five's  take  (up  to  $170 
million),  MP3  still  faces  a  welter  of  suits 
from  smaller  labels  that  its  latest  SEC 
filing  admits  "could  exceed  billions  of 
dollars." 

This  makes  MP3  a  prime  short  can- 
didate, says  Louis  Cardinali,  analyst 
with  Fiero  Brothers.  With  less  than 


$180  million  in  cash  left  and  a  net  loss 
of  $244  million  for  2000's  first  nine 
months,  MP3  shares  are  likely  to  slide 
from  a  current  $6  toward  the  $2.50 
low  hit  in  October. 

— Christopher  Helman 

Bank  On  It 

BUYOUTS  OF  REGIONAL  BANKS  HAVE 
slowed  lately  amid  rising  interest  rates 
and  problem  loans.  Once  the  consoli- 
dation trend  resumes,  SunTrust  Bank  is 
a  prime  target,  says  Frederic  Burke,, 
president  of  Johnston  Lemon  Asset 
Management. 

At  a  recent  $51  SunTrust  (NYSE:  STM 
trades  at  13  times  trailing  earnings. 
That's  on  par  with  rivals  Wachovia  and 
First  Union  but  a  good  buy  compared 
with  Wells  Fargo,  a  potential  merger 
prize  trading  at  19  times  earnings.  Al- 
though many  banks  face  narrowing 
profit  margins,  SunTrust's  were  the 
widest  among  southeastern  banks  in 
the  third  quarter,  at  14.8%. 

Another  plus:  SunTrust's  5%  in 
terest  in  its  Atlanta  neighbor,  Coca 
Cola,  valued  at  $8  billion — or  half  o 
SunTrust's  market  capitalization 
Only  Warren  Buffett's  Berkshire 
Hathaway  owns  more.  The  beverag 
giant's  rebounding  stock  boosts  Sun 
Trust's  assets.        — Matthew  Swibe 

Full  Blooded 

FILTERMAKER  PALL  ISN'T  IN  AN  EXCIT 
ing  industry.  For  years  sales  havi 
nudged  up  at  an  annual  rate  of  a  lack 
adaisical  5%  or  so,  and  the  stock  ha 
hovered  around  $20.  Nevertheless,  Pal 
(NYSE:  PLL)  is  about  to  increase  revenu 
flow  substantially,  says  analyst  Laurenc 
Baker  of  Legg  Mason. 

Reason:  Pall,  the  U.S.  market  leade 
in  blood-cell  filters,  stands  to  benefi 
from  the  worldwide  movement  towan 
removal  of  white  blood  cells  befor 
transfusions.  Many  doctors  think  thes 
cells  can  transmit  viruses  from  the  bloo 
donor  to  the  transfusion  patient.  Pa 
says  just  35%  of  the  world's  blood  sup 
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"I'VE  GOT 
A  GOOD 
PORTFOLIO. 

I  THINK." 


FIND  OUT  FOR  SURE. 
GET  A  SECOND  OPINION  WITH  THE  T.  ROWE  PRICE 
INVESTMENT  CHECKUP5". 


Stocks.  Bonds.  Mutual  funds.  With  so  much  to  choose 
from,  it's  become  more  difficult  to  know  if  you've  made 
the  best  investment  decisions  for  your  long-term  goals. 
That's  why  T  Rowe  Price  has  created  the  Investment 
Checkup— the  professional  portfolio  review  designed 
to  give  you  a  better  read  on  where  you  stand. 

Convenient,  comprehensive,  confidential. 

You'll  receive  a  personalized  Portfolio  Analysis  and 
Recommendation  to  help  you  determine  if  your 
portfolio  is  on  track  and  where  it  might  need  to  be 
fine-tuned.  So  don't  just  wonder  about  your  portfolio. 
Call  for  your  Investment  Checkup  Kit  today,  and  find 
out  for  sure  — 
all  for  just  $250. 
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ly  is  filtered  for  white  cells  now.  Pall 
[so  could  get  a  bump  from  other  filtra- 
on  trends,  such  as  the  move  to  further 
urify  municipal  water  supplies. 

Pall  trades  at  16  times  earnings, 
/ith  half  its  sales  coming  from  Europe 
rid  Asia,  any  weakening  of  the  strong 
ollar  can  only  help  its  results. 

— Charm  R.  Schoenberger 

Fwinkie  Defense 

STRIKE.  AN  EXPENSIVE  RACIAL  DIS- 
rimination  judgment.  A  spate  of  earn- 
lgs  disappointments.  A  25%  stock- 
rice  slide  since  July.  But  Steven 
ehman,  manager  of  Federated  In- 
estors'  Market  Opportunity  Fund, 
links  Interstate  Bakeries'  dough  is 
bout  to  rise. 

As  the  maker  of  well-known  brands 
ke  Wonder   Bread   and  Hostess 


iterstate  is  pushing  higher-margin  cakes. 

winkies,  it  is  an  appealing  takeover 
andidate,  says  Lehman.  He  also  argues 
lat  Interstate  (NYSE:  IBC)  has  left  its 
-oubles  behind.  The  nation's  largest 
wholesale  baker  is  expanding  beyond 
rhite  bread,  which  is  falling  out  of 
ivor,  to  more  exotic  items  like  potato 
read.  And  it  is  pushing  cookies  and 
akes,  which  have  higher  profit  mar- 
ins.  Plant  consolidations  are  improv- 
lg  efficiency. 

At  $15  Interstate  changes  hands  for 
n  affordable  ten  times  earnings. 

— Daniel  Kruger 


To  check  on  Streetwalker's 
performance,  visit  our  Web  site  at 
www.forbes.com/streetwalker. 


T.RoweRice 
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Investment  Checkup  is  a  service  of  T.  Rowe  Price  Associates, 
Inc.,  a  federally  registered  investment  adviser.  ICU057412 
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I/IARKETS  and  FORECASTS 

THE  OVERALL  MARKET   

2-week  performance 
as  of  12/1/00 


Barra  All-US  Index1 

-5.0% 

S&P  Barra  Growth  Index2 

-5.9 

S&P  Barra  Value  Index3 

-1.8 

Dow  Jones  industrials 

-3.0 

S&P  500 

-3.8 

are 

-1.1 

Forbes  Internet  Index 

23.2 

Forbes  40  Index  (total  return) 

-7.1 

7500 

1  6500 

\Jl*^  5500 

— Barra  All-US  Index  of  10,000  stocks 
— 200-day  moving  average 

Market  value:  $15.3  trillion 


4500 


3500 


2500 


Sources:  Barra  Inc.;  Bloomberg  Financial  Markets. 
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INTEREST  RATES 


Estimates  on  this  and  the  next  page  are  from  a  biweekly  survey  of  economists  by 
Bridge  Information  Systems  and  Forbes  magazine.  Data  for  period  ending  Dec.  I. 


ACTUAL 


2000  ESTIMATE 


1999 

Latest 

Mean 

4-wk  chg 

30-year  Treasury  yield  (%) 

6.48 

5.64 

5.88 

0.9 

3-month  Treasury  yield  (%) 

5.33 

6.21 

6.34 

2.8 

Federal  funds  watch 

Last  action:  May  16,  2000,  +50  basis  points.  Current  rate:  6.5%. 
Next  Federal  Reserve  meeting:  Dec.  19,  2000. 

Since  late  June  IBES  International  has 


SPECIAL  STOCK  FOCUS 


Stocks  priced  under  $10  are  often 
avoided  by  professional  money  man- 
agers. But  sometimes  this  strategy  can 
create  opportunities  for  individual  in- 
vestors. On  average  these  seven  stocks 
have  exceptionally  high  per-share  earn- 
ings growth  over  the  past  three  years 
and  trade  for  just  five  times  year  2001 
estimated  earnings  per  share. 


cut  its  fourth-quarter  earnings-growth 
expectations  for  the  S&P  500  from  16% 
down  to  8%.  Analysts  now  expect  year 
2001  S&P  earnings  growth  of  just  9%; 
back  in  June  a  14%  gain  was  expected. 


Edited  by  Shlomo  Z.  Reifman 


EPS  change 

Expected 

Estimated 

versus 

year-to-year 

Year         P/E      3  months  ago 

EPS  growth 

S&P  500 

2000  24 

-1.7% 

18% 

2001  22 

-4.8 

9 

MSCI  World-ex  US4 

2000  31 

-1.3 

31 

2001  24 

-0.4 

14 

IBES  estimate  increases/decreases 

2000 

2001 

S&P  500 

0.30 

0.34 

MSCI  World-ex  US4 

1.04 

0.98 

Rising  estimates 

Falling  estimates 

Finland 

Colombia 

Russia 

Philippines 

Singapore 

Romania 

Slovakia 

Thailand 

Slovenia 

Venezuela 

Source:  IBES  International  Inc. 

Index 

Recent 

4  wks  ago 

Value 

52.9 

86.7 

Companies 

335 

340 

Valuations 

Stock  price/sales 

2 

4 

Market  value  (Sbil) 

$364 

$591 

Sales/employees  (Sthou)  $175 

$181 

12-month  sales  growth 

196% 

196% 

2000  estimates 

Sales  total  ($bil) 

$57.2 

$57.7 

Stock  price/sales 

2 

3 

P/E 

56 

84 

Sources:  Forbes;  Market  Guide  and  IBES  International 
via  FactSet  Research  Systems. 


Recent 

Company  price 

20016 
EPS  P/E 

Group  1  Automotive  $9.13 

$2.09  4 

Jakks  Pacific  7.75 

1.86  4 

MTR  Gaming  Group  5.19 

1.01  5 

Navigant  international  8.50 

1.43  6 

Sonic  Automotive  8.00 

2.10  4 

Trans  World  Entertainment  8.13 

1.75  5 

US  Concrete  6.25 

0.97  6 

6Estimate. 

Sources:  IBES  International  and  Interactive  Data  Corp.  via 
FactSet  Research  Systems;  IBES  Express. 

Buying 

Selling 

Price 

EPS7 

Price 

EPS7 

FuelCell  Energy 

$62.13 

$-1.48 

BMC  Software 

$18.00 

$1.09 

Inverness  Medical  Tech 

33.50 

0.49 

Brightpoint 

5.75 

0.89 

ProBusiness  Services 

32.25 

-1.41 

ITC  Deltacom 

5.44 

-1.47 

Tesoro  Petroleum 

9.94 

1.30 

Nacco  Industries 

39.00 

NA 

VA  Linux  Systems 

8  88 

-0.46 

Three-Five  Systems 

28.50 

1.01 

'Year  2001  estimate  NA:  Not  available.  Source,  ldayo.com. 

'The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available 
and  ordinary  shares  of  foreign  stocks  traded  on  U  S  markets  ADRs.  REITs  and  closed-end  funds  are  excluded.  2Total 
return  of  more  than  150  large-capitalization  stocks  that  have  predicted  above-average  earnings  growth.  'Total  return  of 
more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings 
ratios.  "A  dollar-denominated,  capitalization-weighted  index  of  foreign  stocks.  Source:  Morgan  Stanley  Capital  International. 
5Capitalization-weighted  index  of  all  U.S.-based,  publicly  traded  Internet  commerce  sites,  portals,  service  providers  and 
software  companies  Base  value  12/31/98  =  IOO.  Index  ratios  and  growth  rates  are  medians. 


lee  www.forbes.com  for  updates  on  many  of  these  items,  quotes  on  over  9,000  securities  and  stock  and  mutual  fund 
eports.  Or  use  your  -.CueCat  device  on  the  ate  code  (right)  to  take  you  there  instantly. 
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FORBES/BRIDGE  CONSENSUS  ECONOMIC  FORECAST 

The  U.S.EcQimniy   ACTUAL 


Automobile  sales1  (mil) 


Capacity  utilization  (%) 


New  housing  starts2  (thou) 


Retail  sales3  ($bil) 


Trade  balance4  ($bil) 


Unemployment  rate5  (%) 


Gross  domestic  product  (%  chg) 


Inflation 

CPI  services  (unadjusted )  (%  chg) 


CPI  total  (unadjusted )  (%  chg) 


Prices 


CRB-Bridge  spot  indexes 


Gold  per  troy  ounce  ($) 


Oil/bbl  W  Texas  Intermediate  ($) 


Currency 


German  marks  per  dollar 


Yen  per  dollar 


Dollars  per  euro 


1999 


Latest 


17.4 


18.0*  oct 


81.1 


82.1 


oct 


1,663 


1,605*  p  oct 


2,246 


2,405*  p  oct 


-268 


-346*  psept 


4.1 


3.9 


oct 


4.2 


2.46  p3Q 


2.7 


3.9*  Oct 


2.6 


3.4*  Oct 


227.25  225.33 


288.50  268.70 


25.60 


32.05 


1.94 


2.22 


102 


111 


1.01 


0.88 


2000  ESTIMA 
Mean      4-wk  chg 


17.3 


82.0 


1,604 


2,437 


-390 


4.0 


5.3 


3.6 


3.4 


223.50 


281.50 


29.89 


2.28 


108 


0.85 


-0.8% 


0.3 


-0.2 


-2.0 


6.8 


-0.7 


0.4 


0.0 


0.0 


-1.7 


-1.3 


4.9 


5.1 


-0.8 


-5.6 


Barry  Evans,  market  economist  and  chief 
fixed-income  officer  at  John  Hancock,  says 
the  price-to-yield  ratio  on  junk  bonds  is  an 
overlooked  leading  economic  indicator.  As 
risk  increases,  yields  rise,  prices  go  down 
and  the  price-to-yield  ratio  falls.  The  price- 
to-yield  on  the  Credit  Suisse  high-yield 
index  fell  7%  in  the  first  quarter  and  is  down 
16%  since  January.  Nevertheless,  Evans  ex- 
pects an  economic  soft  landing.  Reason: 
He  thinks  risks  will  decline  early  next  year, 
causing  the  price-to-yield  ratio  to  rise. 

-yield  honds-price-to-yield  ratio 

Source:  Credit  Suisse  First  Boston. 

8.0 


Jan  Feb  Mar  Apr  May  June  July  Aug  Sept  Oct  Nov 

Forbes  Index:  Current:  323.2  2-wk  chg:  -Q.2% 


Not  many  industries  are  likely  to  have  positive  earnings  surprises 
in  the  fourth  quarter,  according  to  StarMine.  In  fact  StarMine  says 
that  several  airlines,  steel  and  brokerage  firms  are  unlikely  to 
meet  their  fourth-quarter  consensus  estimates.  For  example, 
StarMine's  SmartEstimate  for  AMR  is  49  cents  a  share  versus  the 
IBES  consensus  of  63  cents.  StarMine's  estimate  for  USX-U.S.  Steel 
is  a  loss  of  18  cents  a  share,  compared  with  the  consensus  esti- 
mate showing  a  3-cent  loss. 

Company 

Price 

IBES 

consensus 
estimate7 

StarMine  Expected 
Smart-  report 
Estimate7  date 

Positive  Exoected  Surorises  or  Revisions 

Hudson  United  Bancorp 

$18.63 

$0.49 

$0.50 

1/17/01 

Liberate  Technologies 

11.50 

-0.17 

-0.15 

12/21/00 

Nuevo  Energy 

16.44 

0.27 

0.29 

2/6/01 

Ultramar  Diamond  Shamrock 

27.94 

1.00 

1.15 

1/30/01 

Valero  Energy 

31.81 

1.21 

1.35 

1/29/01 

Negative  Exoected  Surorises  or  Revisions 

AMR 

33.81 

0.63 

0.49 

1/19/01 

Bethlehem  Steel 

2.25 

-0.62 

-0.71 

1/26/01 

DLJdirect 

3.50 

-0.06 

-0.08 

1/19/01 

General  Motors 

50.31 

1.80 

1.73 

1/20/01 

Goldman  Sachs  Group 

82.00 

1.50 

1.40 

12/21/00 

USX-US  Steel 

16.00 

-0.03 

-0.18 

1/23/01 

aceuticals 

45.56 

0.30 

0.28 

2/16/01 

Data  as  of  Nov.  17.  'Fourth  quarter.  Sources:  StarMine;  IBES  International  and  Interactive 

Data  Corp  vie  FactSet  Research  Systems. 

MUTUAL  FUND  SPECIAL  FOCUS 


The  S&P  MidCap  index  is  up  9%  (total  return)  so  far  this  year  ver- 
sus a  10%  decline  in  the  S&P  500.  The  five  no-load  MidCap  funds 
below  averaged  a  total  return  of  15%  over  the  same  period. 


TOTAL  RETURN8 

Assets 

Fund 

3-year9 

1-year 

YTD 

($mil) 

Ariel  Appreciation 

10.8% 

16.6% 

12.6% 

$315 

Dreyfus  Midcap  Value 

13.4 

25.9 

19.2 

259 

Federated  Mid  Cap 

14.8 

12.6 

8.5 

213 

Meridian 

12.0 

20.6 

18.7 

147 

■  

PBHG  Mid  Cap  Value 

22.2 

23.8 

15.0 

117 

"Through  Nov.  30.  'Annualized. 
Sources:  Upper  Inc.;  Morningstar. 


Because  of  the  market's  volatility,  only  1 
November  versus  51  a  year  earlier.  Rena 
9  IPOs  in  December;  12  months  earlier,  ^ 

Company/business 

7  companies  went  public  in 
issance  Capital  expects  just 
10  companies  went  public. 

OFFERING 

Share      Size  Sales10 
price  ($)  ($mil)  ($mil) 

GenVec/biotechnology 

$14-16  $60 

$16 

Kabira  Technologies/ebusiness  software 

10-12  44 

21 

Resources  Connection/consulting 

12-14  65 

140 

Riverstone  Networks/Internet  network  equip 

12-14  130 

54 

Simmons  Media  Grp/radio  &  outdoor  ads 

NA  NA 

23 

'"Latest  12  months.  NA:  Not  available.  Source.  Renaissance  Capital. 

"12  months,  p:  preliminary,  r:  revised.  Autos,  light  and  heavy  trucks,  includes  imports.  Source: 
Ward's  Automotive  Yearbook.  Total  single  and  multiple  family,  seasonally  unadjusted.  'Excluding  I 
auto  sales,  seasonally  adjusted.  4Total  goods  and  services,  seasonally  adjusted.  5Percent  of  civil- 
ian labor  force.  'Quarterly  change,  annualized.  Source:  Bridge  Information  Systems. 
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Portfolio  Strategy  By  Kenneth  L.  Fisher 

Ode  to  John  Schuiz 


THIS  MONTH  I  HAPPILY  STEP  UP  A  NOTCH,  TO 
replace  John  W.  Schuiz  as  the  sixth-longest-run- 
ning columnist  in  FORBES  history.  He  and  I  both 
span  almost  17  years,  although  his  tenure  ended 
on  Mar.  15,  1976. 
One  way  I  ve  survived  was  by  studying  my  predecessors 
:arly  on,  noting  what  they  did  well.  Schuiz  is  interesting  be- 
muse he  was  often  very,  very  wrong — much  more  than  the 
nagazine's  other  long-lasting  columnists.  As  1963  started, 
or  example,  he  forecast  a  long 
lat  market  that  would  stay 
vithin  a  small  trading  range, 
[he  market  shot  straight  up, 
)ig  time,  and  didn't  look  back 
or  three  years.  Then  he  was 
mllish  right  past  1972's  su- 
>ercycle  peak.  Then  in  early 
974,  with  the  market  about 
o  implode,  Schuiz  saw  it  as 
•versold  and  forecast  a  big  up 
nove.  But  he  compensated  wonderfully  with  other  qualities. 

First,  he  admitted  when  he  was  wrong,  which  was  re- 
reshing.  Second,  he  was  crystal  clear  about  his  views.  You 
tever  suffered  qualified  statements  or  wishy-washy  forecasts, 
-lis  neck  stuck  out. 

Third,  he  questioned  every  trend,  keeping  him  from 
ieing  wrong  more  often  than  he  might  have  been. 

Fourth,  he  turned  a  phrase  well.  In  his  last  column, 
lecades  before  the  modern  phrase  "irrational  exuberance" 
lit  the  scene,  he  laid  down  this  simple  truth:  "The  stock 
narket  is  rarely  'sensible'  in  commonsense  terms.  Stock 
>rices  have  always  gone  up  or  down  in  response  to  rational- 
nations  rather  than  reasons,  and  to  levels  that,  in  retrospect, 
ppeared  to  be  unmistakably  excessive  and  irrational."  Few 
Dlks  have  said  more  with  fewer  words. 

I've  always  tried  to  emulate  John  Schuiz  on  all  his  finer 
•oints,  but  not  on  something  else:  the  fact  that  he  was  a  one- 
rick  pony.  Schuiz  was  a  pure  "technician" — he  based  almost 
verything  he  did  on  charts  of  stock  prices. 

Schulz's  very  first  words  in  FORBES  (Oct.  1,  1959,  p.  38) 
/ere:  "About  charts.  One  of  the  questions  I  hear  most  often 
»,  'Can  charts  really  predict  stock  prices?'  Naturally  there  is 
nly  one  answer:  a  flat  'No.' "  Ironically,  he  then  went  on  for 
11  those  years  trying  to  do  exactly  what  he  first  said  would 
iot  work.  And  it  didn't. 


The  veteran 
columnist  was  a 
chartist,  and  often 
wrong.  But  he  also 
was  a  fine  skeptic. 


Any  single  discipline  is  too  narrow.  Charting  isn't  very 
good  to  begin  with.  There  is  virtually  nothing  in  theory  or 
empiricism  to  indicate  anyone  can  predict  stock  prices  based 
solely  on  prior  stock  price  action.  Nevertheless,  a  big  world 
of  chartists  continues  to  exist,  amplified  by  recent  Internet 
day  trading.  Yet  the  world  of  investors  with  long-lasting  suc- 
cess is  devoid  of  them.  You  need  broad  capability  to  take  on 
the  market. 

Schuiz  lacked  the  sense  of  economics  and  statistics  of 
Heinz  Biel  (FORBES'  longest- 
running  columnist — 32  years, 
to  1982).  He  lacked  the  street 
smarts  of  Lucien  Hooper  (sec- 
ond-longest— 29  years,  to 
1979),  the  intuition  about 
market  theory  of  Joseph 
Goodman  (23  years,  to  1958), 
or  the  research  skills  of  Sidney 
Lurie  (22  years,  to  1976). 
Still,  Schuiz  endured,  stat- 
ing his  buy  and  sell  recommendations  with  clarity  when 
other  commentators  often  had  marbles  in  their  mouths. 
More  than  100  other  FORBES  columnists  were  unable  to  en- 
dure so  long.  I  hope  to  endure,  too. 

To  help,  here  are  some  grade-A  foreign  stocks: 
Dutch  based  ABNAmro  (22,  ABN,  www.abnamro.com)  is 
a  leading  financial  services  firm,  spanning  banking,  invest- 
ment banking,  insurance  and  asset  management.  At  13  times 
2001  earnings  and  one  times  annual  revenue  it  is  cheap. 

Similarly  broad-based  is  Germany's  Allianz  (35,  AZ, 
www.allianz.com).  Its  ADRs  are  new  to  the  NYSE,  with  a  P/E 
of  17.  Allianz  is  the  world's  second-largest  insurer,  with 
holdings  in  both  Dresdner  Bank  and  Deutsche  Bank.  Its 
asset  management  activities  include  Pimco,  probably  the 
world's  most  successful  fixed-income  asset  manager.  As  a 
new  ADR,  it  should  get  lots  of  new  friends  this  year. 

France's  Alstom  (24,  ALS,  www.alstom.com)  is  powerful, 
building  high-speed  train  cars,  passenger  and  naval  vessels, 
natural  gas  tankers,  generators  and  turbines.  Priced  at  one- 
third  of  annual  revenue  and  15  times  next  year's  earnings,  it 
can  power  your  portfolio. 

With  7,000  stores  in  25  nations  Ahold  (32,  AHO, 
www.ahold.com)  is  among  the  world's  best  food  and  spe- 
cialty retailers.  At  a  little  more  than  half  of  2001  sales  and  a 
forward  P/E  of  21,  it  is  cheap.  F 


:enneth  L.  Fisher  is  a  Woodside,Calif.-based  money  manager. 
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Stock  Jrendsiiy  Roberts.  Salomon  Jl_ 

Soft  Landing  Strategy 


ONE  COROLLARY  TO  MURPHY'S  LAW  IS:  "IF  EVERY- 
thing  appears  to  be  going  well,  you  are  most  prob- 
ably not  aware  of  everything  that  is  going  on." 
This  pretty  much  characterized  the  stock  market  a 
year  ago.  Stocks  were  priced  for  perfection,  with 
the  S&P  500,  the  Dow  Jones  industrial  average  and  the  Nas- 
daq all  at  alltime  highs. 

Today  investors  are  worried  about  a  possible  economic 
hard  landing  caused  by  the  twin  forces  of  tight  money  and 
soaring  energy  prices.  Each  day 
brings  a  new  batch  of  earnings 
disappointments.  There  has 
been  a  significant  increase  in 
volatility  accompanied  by  a 
dramatic  widening  of  credit 
spreads  (see  p.  304)  and  a  col- 
lapse in  the  dot-com  world. 

Contrary  to  conventional 
thinking,  these  are  positive 
signs  of  excesses  being  cor- 
rected rather  than  cause  for  alarm.  Money  is  now  a  scarce 
commodity  and  is  no  longer  chasing  hot  deals.  This  is  clearly 
a  better  time  to  invest  than  was  the  case  a  year  ago. 

The  actual  riskiness  of  stocks  and  their  perceived  riski- 
ness tend  to  move  in  opposite  directions.  Last  December  in- 
vestors saw  little  risk,  when  in  fact  the  risk  turned  out  to  be 
quite  high.  Today  the  reverse  is  true:  The  actual  risk  in  the 

Hold  the  Holdrs  


If  you  own  these  individual  ex-highfliers,  sell  them  now  for 
a  tax  loss  and  replace  them  with  these  exchange-traded 
funds,  which  also  own  these  hotshots  and  will  rebound. 


Company/Ticker 

Weight1 

Price 

Company/Ticker 

Weight1  Price 

BUY 

BUY 

Internet  Architecture 

Broadband 

Holdrs/IAH 

$68 

Holdrs/BDH 

$50 

SELL 

SELL 

Cisco/CSCO 

18% 

$49 

Corning/GLW 

11% 

$61 

Compaq  CPQ 

4 

23 

JDS  Uniphase/JOSU 

9 

56 

Dell/DELL 

5 

18 

Lucent/LU 

9 

16 

EMC/EMC 

18 

78 

Motorola/MOT 

7 

19 

Hewlett-Packard/HWP 

7 

32 

Nortel/NT 

21 

38 

IBM/IBM 

18 

96 

Qualcomm  QCOM 

14 

83 

SunMicrosystems/SUNW  13 

77 

Tellabs/TLAB 

5 

60 

of  Dec.  I.  'Percent  of  value  in  fund.  Source:  Bloomberg  Financial  Markets. 


Use  ETFs  to  take 
advantage  of  the 
coming  rebound  in 
Net  and  broadband 
builders. 


market  is  less  than  investors  are  pricing  into  stocks,  thereby 
creating  a  buying  opportunity.  This  is  not  just  an  overall 
market  call,  but  also  a  sector  call. 

The  broad  market  will  be  propelled  higher  by  technol- 
ogy and  communications.  While  these  two  areas  have  been 
hurt,  long-term  growth  prospects  remain  outstanding.  Now 
is  the  time  to  take  advantage  of  the  coming  rebound  in  tech 
and  communications. 

My  optimism  is  based  on  the  expectation  that  the  Fed 
has  succeeded  in  engineering 
a  soft  landing.  And  just  as  im- 
portant, oil  prices  will  fall 
sharply  by  next  spring  or 
sooner  in  response  to  sluggish 
demand  and  increasing  sup- 
ply. Oil's  price  decline  will 
help  ensure  that  the  slowing 
economy  doesn't  spiral  into 
recession  and  will  also  help 
stabilize  inflation. 
How  best  to  profit  from  this  trend?  Recognize  that  two 
of  the  hottest  areas,  builders  of  the  Internet's  backbone  and 
of  broadband  communications,  are  way  down  but  still  ex 
pensive.  Net  hardwaremaker  Cisco,  for  instance,  has  turn 
bled  36%  from  its  52-week  high,  and  digital  wireless  power 
house  Qualcomm  is  off  55%.  Their  P/Es  are  still  high:  59  foi 
Cisco  and  69  for  Qualcomm. 

So  if  you  don't  own  these  stocks,  don't  start  now.  In 
stead,  buy  two  exchange-traded  funds  (ETFs)  to  capitalize  on 
the  coming  tech-broadband  recovery — Internet  Architectun 
Holdrs  (68,  IAH)  and  Broadband  Holdrs  (50,  BDH).  In  opera 
tion  only  since  the  spring,  they  also  are  way  down,  37%  anc 
52%,  respectively.  These  vehicles  both  hold  20  stocks  that  are 
the  leaders  in  their  sectors,  including  Cisco  and  Qualcomnu 
Holdrs  give  you  good  diversification  and,  unlike  mutua 
funds,  are  tax-efficient  because  they  never  need  to  sell  to  re 
balance  assets  when  the  market  shifts  (see  my  column"Th 
Virtues  of  ETFs,"  Oct  2). 

If  you  do  own  any  of  the  individual  stocks,  and  yoi 
bought  them  recendy  enough  to  have  unrealized  losses,  sel 
the  losing  positions  and  replace  them  with  the  appropriat* 
ETF.  This  strategy  will  avoid  the  wash-sale  rules  (curbing  th 
purchase  and  sale  of  the  same  stock  within  30  days),  giv 
you  a  tax  savings  and  at  the  same  time  keep  you  in  the  tw< 
sectors  that  will  provide  terrific  future  value. 


Robert  S.  Salomon  Jr.  is  principal  and  cofonnder  of  Stamford,  Conn. -based  STI  Management. 
Research  anal)  st.  Deborah  H.  Tarasow.  Find  past  columns  afwww.forbes.com/salomon  or  use  your 
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Yes,  But  By  James  Grant 

All  That  Glitters 


JOHN  HATHAWAY  IS  THE  ORIGINATOR  OF  A  MUTUAL 
fund  with  an  unusual  claim  to  distinction.  Since 
inception,  June  30,  1998,  the  Tocqueville  Gold 
Fund  has  managed  to  break  even.  The  depth  of 
this  achievement  is  clear  at  a  glance  at  the  track 
ecord  of  the  average  gold  stock.  Over  the  same  period  the 
CAU  gold-stock  index  has  fallen  by  36%. 

"It's  a  bad  business,  magnified  by  the  lousy  pricing  envi- 
onment,"  says  Hathaway  of  the  industry  he's  bullish  on. 

Gold  is  not  what  you 
vould  call  a  bull  magnet.  It 
las  been  depreciating  in  value 
gainst  the  U.S.  dollar  for 
nost  of  the  past  2 1  years.  The 
rorld,  loving  Alan  Greenspan, 
las  turned  its  back  on  the  bar- 
•arous  relic.  Hathaway,  59,  has 
ieen  through  bear  markets 
iefore.  Yet,  he  says,  this  one  is 
much  more  grueling,  much 
nore  protracted"  than  even  the  lollapalooza  of  1969-74. 

Starting  a  gold  fund  was  unorthodox  even  in  the  spring 
f  1998.  The  Tocqueville  Fund  (part  of  a  $1.25  billion  asset- 
nanagement  group  of  the  same  name)  was  the  first  to  come 
long  in  roughly  four  years.  Explaining  why  he  was  doing 
lis,  Hathaway  mentioned,  among  other  things,  the  overval- 
ed  stock  market. 

"Noteworthy  is  the  fact  that  gold  has  shown  an  almost 
erfect  inverse  correlation  to  financial  assets  over  the  last 
iree  years,"  he  said,  "and  strong  negative  correlation  over 
ecades.  If  these  relationships  continue,  gold  would  be 
heap  insurance  against  a  bear  market." 

Instead,  gold  remained  in  its  own  bear  market.  No  crisis, 
'ight  or  alarm  could  provoke  a  rise.  Gold  stifled  a  yawn 
uring  the  Long-Term  Capital  Management  affair  in  1 998 
nd  slept  through  the  Y2K  crisis  in  1999  (as  we  all  should 
ave  done).  Gold  has  ignored  the  Nasdaq  bear  market  and 
le  Florida  presidential-vote  recount.  The  agony  of  the  euro 
nd  the  growth  of  the  U.S.  current  account  deficit  have  sim- 
arly  left  the  metal  unmoved. 

It  grates  on  Hathaway  that  he  anticipated  many  of  these 
roblems,  each  a  candidate  to  promote  a  rise  in  the  demand 
>r  a  monetary  asset  not  created  by  a  political  act  of  the  U.S. 
Dvernment.  But  his  forecasts  have  availed  him  nothing  so 
ir  except  a  gold  fund  too  small  to  be  listed  in  the  mutual 


Hathaway's  gold 
fund  is  rare:  It's  a 
success.  So  listen 
when  he  says  gold 
will  rebound. 


fund  tables  of  the  Wall  Street  Journal.  (His  no-load  fund  has 
just  $20  million  in  assets.) 

A  stock  picker  by  trade,  Hathaway  thinks  he  knows  a 
good  company  when  he  sees  one.  For  example,  he's  bullish 
on  Meridian  Gold,  the  owner  of  a  rich  Chilean  ore  body;  it 
trades  at  just  11.3  times  estimated  2000  earnings.  The  trou- 
ble is  that  he  doesn't  see  many  good  mining  companies.  He 
is  scathing  on  the  subject.  "They're  a  caricature  of  every- 
thing that's  wrong  with  the  resource  business,"  he  says  of 

most  of  the  companies  he  fol- 
lows. "They  have  no  financial 
discipline.  They  use  unrealistic 
pricing  assumptions." 

Hathaway  enjoyed  a  per- 
sonal and  professional  tri- 
umph in  the  fall  of  1999  when 
the  gold  price  spurted  follow- 
ing a  decision  by  European 
central  banks  to  curtail  their 
bullion-lending  operations 
(thereby  removing  gold  from  the  hands  of  short-sellers). 
Hathaway  had  anticipated  this,  too,  having  published  a 
learned  essay  on  the  shaky  speculative  architecture  of  the 
bullion  market.  The  net  asset  value  of  his  fund  took  off. 

But  the  gold  price  fell  back  to  earth,  and  the  NAV  fell  with 
it.  I  know  Hathaway  worries  about  his  fund  because  he  ad- 
mits that  he  sometimes  turns  on  the  radio  in  the  middle  of 
the  night  to  catch  a  bullion  quote  from  Asia.  He  has  made  a 
success  managing  other  kinds  of  investments.  Why  does  he 
torture  himself  with  gold? 

He  addressed  this  question  indirectly  in  an  October 
speech  before  the  annual  gold  industry  get-together  in 
Denver.  "I  am  only  interested  because  of  the  possibility  that 
gold  might,  within  a  reasonable  time  frame,  i.e.,  my  life- 
time, trade  at  $500  or  even  $5,000  an  ounce,"  said  Hath- 
away in  the  speech,  reprinted  at  www.tocqueville.com.  "A 
breakout  to,  say,  $325,  which  we  would  all  enjoy,  would  be 
hardly  worth  the  expenditure,  the  reinvestment  or  the  time 
it  has  taken  for  such  a  paltry  result.  Gold  is  potentially  a 
huge  score." 

What  makes  this  so  is  the  dollar,  Hathaway  said.  Faith  in 
the  Fed  is  near  a  high;  the  gold  price  is  near  a  low.  Probably, 
the  Fed  is  overbought  and  gold  is  oversold.  So  the  metal  just 
might  be  a  huge  score.  At  the  least,  it's  an  insurance  policy 
pretty  enough  to  wear  around  your  neck.  F 
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Fixed-Income  Watch  By  Richard  Lehmann 

Panic  Spells  Opportunity 
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N  THE  EARLY  1990S  SMART  INVESTORS  MADE  A  KILLING 
in  junk  bonds.  For  example,  Fidelity's  high-yield  bond 
fund,  Capital  &  Income,  returned  38%  in  1991,  45%  in 
1992  and  39%  in  1993.  Over  those  three  years  it  more 
than  doubled  in  value,  handily  beating  the  S&P  500.  We 
are  in  a  similar  situation  today.  Junk  bonds  may  well  out- 
perform stocks  in  2001. 

The  past  two  years  have  been  dismal  for  junk  bonds. 
Yield  spreads  between  U.S.  Treasurys  and  corporate  debt  in- 
creased to  record  levels  in  the 
midst  of  a  so-called  flight-to- 
quality  in  global  markets. 
Holders  of  high-yield  bonds 
saw  their  capital  erode  even  as 
their  income  stream  remained 
steady.  Bonds  rated  BB,  B  and 
CCC  currently  yield  5.6,  8.7 
and  20  percentage  points 
more  than  Treasurys.  In  other 
words,  if  you  are  willing  to  ac- 
cept the  risk,  you  can  hope  to  earn  income  returns  anywhere 
between  11%  and  25%  before  counting  possible  capital 
gains.  These  are  astounding  numbers. 

Such  risk-yield  premiums  have  not  been  seen  since  1990, 
when  this  market  nearly  collapsed  after  Congress  ordered 
thrifts  and  insurance  companies  to  sell  their  lower-quality 
bonds.  What  caused  the  collapse  this  time?  A  portion  of  the 
recent  increase  in  yield  spreads  is  traceable  to  high  foreign 
demand  for  Treasurys.  But,  I  believe,  the  biggest  part  of  the 
increased  spreads  comes  from  fear  of  impending  defaults. 

Defaults  have  increased  to  almost  a  5%  annualized  rate 
from  just  2.5%  last  year  and  1%  in  1998.  The  media,  as  it 
often  does  at  such  times,  has  fanned  these  fears.  News  articles 
hint  that  a  high-yield  market  meltdown  is  imminent.  I  believe 
this  fear  is  utterly  irrational.  Yield  spreads  are  going  to  narrow 
soon  and  default  rates  will  level  off  after  December,  taking 
junk  bond  prices  sharply  higher.  Holders  of  these  bonds  will 
earn  both  those  high  returns  and  capital  gains  as  well.  With 
yields  in  the  double  digits,  junk  bonds  are  a  screaming  buy. 

It  is  true  that  default  rates  have  increased.  But  this  isn't 
abnormal.  Most  bonds  that  are  going  to  default  do  so  be- 
tween 18  and  52  months  after  they  are  issued.  It  so  happens 
that  two  years  ago  there  was  a  huge  bulge  in  junk  bond  is- 
suance. Hence,  a  corresponding  increase  in  defaults  was  a 
predictable  event,  much  as  I  can  predict  that  in  2002,  be- 
cause of  low  issuance  this  year,  default  rates  will  plunge. 
Even  a  5%  rate  of  default  is  below  the  risk  premium  built 
into  current  yields.  In  short,  there  is  near  panic  in  the  junk 


bond  market,  and  panic  can  be  a  smart  investor's  friend. 

My  firm  did  a  detailed  study  of  the  junk  bond  marke 
going  back  to  1980.  We  found  most  defaults  happened  ir 
companies  that  issued  bonds  to  pay  for  overpriced  acquisi- 
tions or  in  companies  that  borrowed  money  without  com 
mitting  to  how  it  would  be  used.  Today  such  bonds  are 
small  percentage  of  the  market.  Proceeds  from  most — bu| 
not  all — of  today's  junk  bonds  were  used  responsibly,  sue!) 
as  to  buy  new  equipment  or  reduce  bank  debt. 

Among  my  favorites  ar^ 
drug  wholesaler  Bergen 
Brunswig  7.625%  senior  note 
due  Jan.  15,  2003,  rated  BB( 
yielding  13%  to  maturity  iij 
two  years  at  a  price  of  90.  In  I 
rated  bonds  I  like  Crown  Cas 
tie,  an  operator  of  transmisi 
sion  towers.  Its  10.75%  senioi 
notes,  maturing  Nov.  1 ,  2008 
yield  10.5%  at  the  currern 
price  of  102.  In  the  CCC  rating  category,  go  with  CD  Radii 
Inc.,  a  subsidiary  of  Sirius  Satellite  Radio,  which  is  launchiflj 
a  nationwide  multichannel  subscription  radio  service  pril 
marily  for  automobiles.  Its  14.5%  bonds  due  May  15,  200' 
trade  at  84  to  yield  17.3%. 

I  must  warn  you  that  this  market  is  tricky.  Buy  at  leas 
five  issues  to  minimize  your  exposure  to  price  volatility  an< 
defaults.  Unless  you  buy  at  least  50  bonds,  you  may  pay  ex 
orbitant  spreads  and  may  be  scraping  the  bottom  of  the  bar 
rel.  What  is  available  to  retail  buyers  is  often  the  stuff  tha 
funds  are  unloading;  such  garbage  is  only  broken  down  int 
smaller  lots  for  the  retail  trade  because  other  funds  are  nc 
interested.  And  make  sure  you  have  a  broker  who  under 
stands  bonds  and  will  not  offload  someone's  dogs  on  you. 

A  junk  bond  fund  is  a  viable  alternative  for  investor 
with  less  than  a  couple  of  hundred  thousand  dollars  to  corn 
mit.  The  funds  I  like  here  are  the  ones  that  have  taken  th 
biggest  hits  this  year,  namely  AIM  High  Yield  Class 
(AHYBX),  Fidelity  High  Income  (SPHIX)  and  MSDW  Hig 
Yield  Securities-B  (HYLBX).  These  funds  stand  to  benefit  th 
most  in  a  general  high-yield  market  recovery  simply  becaus 
their  portfolios  are  probably  valued  well  under  the  face  valu 
of  their  bonds. 

Yes,  this  is  a  difficult  market,  but  the  yield  gap  will  narro' 
and  create  huge  profits  for  smart  investors.  Right  now,  higr 
yield  bonds  are  as  close  to  a  sure  thing  as  one  can  get.  I 

Richard  Lehmann  is  editor  of  the  Richard  Lehmann  Income  Securities 
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VISA 

orbes  Subscriber  Service...  To  order,  change  address  or  other  customer  service,  call  1-800-888-9896 


THOUGHTS 


On  the  Business  of  Life 


Often  at  the  top  of  New  Year  resolution  lists  is  the  firm  resolve  not  to  bother  again  with 
sending  Christmas  cards.  The  hours  spent  in  picking  cards  and  posting  them — every- 
one at  one  point  or  another  wonders,  is  it  worth  it?  Unequivocally,  yes.  In  the  first  place, 
you  are  thinking  about  others.  In  the  second  place,  the  odds  are  you'd  completely  lose  contact  with  many 
people  who  at  one  point  or  another  were  a  part  of  your  life.  Finally,  there's  the  fun  of  receiving  cards. 
Don't  stop  sending  them.  Christmas  cards  are  worth  all  the  bother.         —MALCOLM  FORBES  (1967) 


We've  heard  that  a  million  monkeys 
at  a  million  keyboards  could  produce 
the  complete  works  of  Shakespeare; 
now,  thanks  to  the  Internet,  we  know 
that  is  not  true. 

—  ROBERT  WILENSKY 

Electronic  aids,  particularly  domestic 
computers,  will  help  the  inner 
migration,  the  opting  out  of  reality. 
Reality  is  no  longer  going  to  be 
the  stuff  out  there,  but  the  stuff  inside 
your  head.  It's  going  to  be  commercial 
and  nasty  at  the  same  time. 

—  J.G.  BALLARD 


I  never  vote  for  anyone. 
I  always  vote  against. 

— W.C.  FIELDS 

The  better  I  get  to  know  famous 
photographers  the  more  firmly 
I  believe  that  one  word  is  worth 
a  thousand  pictures. 

—JOHN  P.  GRIER 


A  picture  in  the  post  office 

is  worth  a  thousand  subpoenas. 

—DAVE  WEINBAUM 


Christmas  begins  about  the  first 
of  December  with  an  office  party 
and  ends  when  you  finally  realize 
what  you  spent,  around 
April  15th  of  the  next  year. 

—P.I.  O'ROURKE 

A  Christmas  gambol  oft  could  cheer 
The  poor  man's  heart  through 
half  the  year. 

—WALTER  SCOTT 


Winter  changes  into  stone  the  water 
of  heaven  and  the  heart  of  man. 

—VICTOR  HUGO 


I'm  the  foe  of  moderation,  the 
champion  of  excess.  If  I  may  lift 
a  line  from  a  diehard  whose  identity 
is  lost  in  the  shuffle,  "I'd  rather  be 
strongly  wrong  than  weakly  right. " 

— TALLULAH  BANKHEAD 


I  get  my  exercise  running  to  the 
funerals  of  my  friends  who  exercise. 

—BARRY  GRAY 

Exercise  is  the  yuppie  version 
of  bulimia. 

—BARBARA  EHRENREICHl 

The  only  athletic  sport  I  ever  mastered 
was  backgammon. 

—DOUGLAS  lERROLDj 

Is  it  normal  to  wake  up  in  the 
morning  in  a  sweat  because 
you  can't  wait  to  beat  another 
human's  guts  out? 

— IOE  KAPP' 


A  Text  ... 

Be  not  overcome  of  evil,  but 
overcome  evil  with  good. 

—ROMANS  12:21i 

Sent  in  by  Deborah  Ray-Wear,  Vancouver. 
Wash.  What's  your  favorite  text?  Forbes  Book 
of  Quotations:  Thoughts  on  the  Business  of  Life 
is  given  to  senders  of  Bible  texts  used. 

More  than  14.000  "Thoughts,"  arranged  alphabetically! 
by  subject,  are  available  in  a  900-page,  one-volume 
deluxe  edition,  Forbes  Book  of  Quotations:  Tlioughts  odi 
the  Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping 
and  $1  per  item  for  handling  (add  applicable  sales  tax). 
To  order,  please  call  toll-free,  1-800-876-6556. 
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In  today's  digital  economy,  only  one  individual 
can  handle  peak  loads  better  than  EDS. 

eds.com 

Surges  in  Web  traffic  can  leave  many  of  your  customers  out  in  the  cold.  But  EDS'  worldwide  network  of  data 
centers  can  shift  traffic  to  meet  demand.  So  you  get  protection  from  overloads.  Virtually  unlimited  capacity. 
99.95%  uptime.  Faster  customer  access.  And  uninterrupted  profits.  All  in  a  secure  environment.  This  year,  make 
certain  your  holiday  Web  sales  are  more  than  just  ho-ho  hum.  To  learn  more  call  800-566-9337  or  visit  our  site. 


DeVille  DTS 


The  power  of  balance. 


It's  in  your  hands.  The  DeVille  DTS  with 


StabiliTrak  2.0  gives  you  maximum  control  with 


sensors  that  read  steering  angle,  lateral  acceleration  anc 


yaw  rate.  Giving  you  the  confidence  to  handle  the  unexpected.  In  style 

THE  POWER  OF  &  /C-s> 


THE  FUSION  OF  DESIGN  &  TECHNOLOGY 


:e  DeVille's  intuitive  technologies.  Visit  cadillac.com  or  call  I.800.333.4CAD 
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